Josnganaucdose

CNUINIVI 1NV Y

Tunauceaesacd 9
(JugeuaSne 9nau
navaalangeg sUY
9D

Study on Possible
Impacts of the World
Trade Organization
Accession on
Distribution Services in
Lao PDR




Possible Impacts of the World Trade Organization
Accession on Distribution Services in Lao PDR

Dr. Sirisena Dahanayake

Consultant

Trade Development Facility

Ministry of Industry and Commerce

October 2011



Contents

List of Tables, Figures, and ANNEXES .......cc.ceervieerieeeiieeeiieeeiieeeieeesveeesreeesveeeeaeeens
| BT A0 ) AN o] o) (kA P18 103 SRS
éﬂﬁﬂasgawg@%ozﬁﬂ .................................................................................................
ﬁoaagugwémioaégcau ...............................................................................................
EXECUtIVE SUMMATY ...oiiiiiiiiiieciie ettt et e e e e e e e e e ssseeesnneeennes
1. Introduction
1
1.1 Objective of the StUAY ....oooviiieiiieeiiecee e
1.1 Government’s strategic direction relevant to Distribution Services Sector..
2. GATS Compliance ODLZAtions ........ccceevercirunecssarcsssarcssnncssserssssessssssssssnns
2.1 Special treatment available to Laos as a Least Developed Country (LDC) ........
3. Distribution Services Sector ..............ccccooviiiiiiiiiiiieecieeeee e
3.1 General CharaCteriStICS .....cviveviieriuieeriieerieeerieeesreeenereeerreeseaeeeeeeeenes
3.2 Distribution services sector in the Lao PDR ......................... ...
4. Review of Regulatory and Policy Framework .....................
16
4.1 GONETAL ..ot et e s
4.2 SECLOTAL ..t e e eaee e
5. Distribution Services Sector Commitments of Selected Countries ......
5.1 COMPATISON ..eeeniiieeiiieeiieeesteeeriteeeseaeeeseeeesaeessreeaseeesseeeasseeessseesssseesnsseennns
6. RecOMMENAAtIONS ...ueeereueieirnicssnncssanicssanesssanesssnsssssssssssssssnssssssssssasssssassses
6.1 Negotiating Stratey ......ccccveereieeriiieeriieeriee et erreeertreesreesaeeesaeeeseaeeeenes
6.2 Making COMMItMENTS .....ccecuvieriiiieeieeeriieenieeeseeeesaeeeereeesereessreesseeens o aes
6.2.1  SUD-SECIOTS ...uviieiiieeiiieeiiee et et e e rre e e e e e taeeseaeesnseeensseeennseees
6.2.2 Rationale for wholesale services COMMmMItMEnts ..........ccccuveeeeveeerreeenveennnnn.
6.2.3  Rationale for retail sale services commitments ...........ccccceeeeevveerieeenveeennee.
6.2.4  Achieving National Goals .......ccccceeviiiiiiiieiiiiecieeeee e
6.3 Regulatory, Policy, and Institutional Reforms ...........cccccovvvviieiniieeniinnees
7 IMPAct ANALYSIS ...ccecerrieirnisssnnisssnnesssnnessnnessnssssssssssssssssssssssnsssssssssss s soe
7.1 IMpact 0N SUD-SECLOTS .....cccuviiiiiieiiieeeiie et e s
7.2 Impact on the €CONOMY ......ooevviiiiiieeiiieeiee et
8. SUIMIMATY .eervreicrsnrcssanscssanssssansssssssssssssssasssssasssssssssssassssssssssssssssssssssasssssasss
8.1 Summary of FINAINGS ......ccocviiiiiiieiieeeeceece e
8.2 Summary of Recommendations .........c.ccceevveeeviieeniiieeniieeee e

References ........cceeeeeeee.

v

vi
vii

xii

Ww N

5

(o)}

16
18
22

23
24

24
28
28
29
30
30
31
33
34
36
38
38
38

41



List of Tables, Figures, and Annexes

Table 1: Distribution Services Classification List ..........ccccceeviiieriiieeniiieeniie e, 8
Table 2: Principal sectors’ share of GDP ........cccoooiiiiiiiiiiiieeeeee e 10
Table 3: Number employed and economic units by InCOME S1Z€ ........ccevveerveeerreeereveenns 11

Table 4a: Summary of Distribution Services Sector Specific Commitments by ASEAN
Countries under AFAS and GATS ... i 22

Table 4b: Summary of Distribution Services Sector Specific Commitments by Nepal and

LeSOthO e 22
Table 5: Joint venture requirements of selected COUNtIIEs .........cccccveevciieeriieeenieeenieens 24
Table 6: Foreign Direct Investment — Annual InCrease ..........cccccveevveeecveencieenceeennenn. 36
Figure 1: Regional Distribution of wholesale and retail enterprises .........c...ccoceeveennen. 11
Annex 1: Provincial distribution of wholesale and retail enterprises ..........c.ccceeeevveennnen. 43

Annex 2: Number and share of wholesale and retail enterprises by legal organization .. 44

Annex 3: Number of employees in wholesale and retail enterprises

by monthly INCOME SIZE .......eeeeieiiieiiieeiieeeece e 44
Annex 4: Distribution of Traditional open markets in Laos (2009-2010) ...................... 45
Annex 5: Regulatory Documents Governing the Distribution Services Sector .............. 46
Annex 6: Summary of Selected Commitments on Distribution Services Sector .............. 48
Annex 7: Persons INtervIEWed ........ccooooiiiiiiiiiiiiiiieceeeee e 52



List of Abbreviations

AFAS
AFTA
ASEAN
CEPT
CPC
DDT
ENT
FDI
GATS
GDP
ITC
LDC
LECS
MAF
MEM
MFN
MICT
MOH
MOIC
MOST
MPI
MPTC
MPWT
SME
SPS
TBT
TRIPS
WTO

ASEAN Framework Agreement on Services
ASEAN Free Trade Area

Association of South East Asian Nations
Common Effective Preferential Tariff
Central Product Classification

Department of Domestic Trade

Economic Needs Test

Foreign Direct Investment

General Agreement on Trade in Services
Gross Domestic Product

International Trade Centre

Least Developed Country

Lao Expenditure and Consumption Survey
Ministry of Agriculture and Forestry

Ministry of Energy and Mines

Most Favoured Nation Treatment

Ministry of Information, Culture and Tourism
Ministry of Health

Ministry of Industry and Commerce

Ministry of Science and Technology

Ministry of Planning and Investment
Ministry of Posts, Telecommunication and Communication
Ministry of Public Work and Transport

Small and Medium Sized Enterprise

Sanitary and Phyto-Sanitary Standards
Technical Barriers to Trade

Trade Related Aspects of Intellectual Property Rights

World Trade Organisation



gav9299aEUET 0N

Yodedgdativeey Do8nga nawdogeasuniuvdmiag Tunivieesv&uduassssndinay

a2 X ) A o & o, as
g tan (eaa) 299 sUd 890 Tuuy wWedageowSug uar aoau@als weudg Wunay

'
o o

ounsyy njofiuntarienio uae F9anaegenIuidogs LaugnIushziag Booduiunay

~ o ™ ' | ' a o & o ™ ol
2duaruSn e 299 sUY a0 liknwansounjogesSuga. venvanl, 89916 muls

Y

2
o Q. s

wandu tar exxmltuedauus touigeeiodnga wWedrnsu@a lunaudonsua aoudignay
oo o0 Ao e s ° ¥ 28 § (v =y P
Juyelfriafifodiufiues cmuanauianuaelnasonssfivasyunauges eea was (deuhls

2uuU9RU2 lwnIwRrIeuduaruSn 20 299 3UY 290,

o o aJ.. O . EY . D (e O ! @ ! o~
NAUION (R IQWLIUOINFIVCELYU NAIUSODU Qe UB%‘TUﬂ‘]U&BU’IO‘]j ﬂUUBTQUqg nay

- ]

. N . . T
a9099Ude 0 «r nau Dr. Sirisena Dahanayake, %]oawmjwcmm waelonausvagey

arUra NE20920FWENT «AL NIV

v o v o o & Yo [ w1 oA ol
NAWUIONT (L QQmUﬂﬂUtOSUﬂﬂU%BmUU&BmEU Qﬂﬂ?ﬁﬂﬂQUﬂaﬂmUZOU (19 Wanau

) o £ a & ') ) ~ @ o !
Woumswa aaunauan (TDF) kae S9nauely fgmbogeglodngadonao

- v o o & b e o da ! o) . @
naufivnou e sjusjonauioduiiol cwudsls 2ypuiily, YeBunay war aowgeey Huoa

Y

Qo o o o K o o E
Baqn‘]umESQOJT]U]OLﬁmﬂﬂUOJnf]’lUT]‘?Uﬂ?ﬁmUﬂL?‘TEUU&EU‘laﬂeﬂﬂ‘]Uﬂ‘]UﬂﬂiQﬂU‘]SEOU&:?
o : (A o o = dn ¥ & ~ oo
Uy, LCC']U‘]&U‘V‘]J’]U!O@O‘]U&OZU‘]O Zﬂf]m‘]ﬂﬂ‘]l)ﬂo‘]uuaUnOlJ?ejCUQTU, (D EINFENOOEYI20

o ! 3! a & < N @ & & @ @
890 ﬁ‘]llﬂqaﬂaﬁuCﬂﬂﬂ‘TUUJULCUﬂZﬂS‘]OQBEﬂOQUTiJCOQanBﬂJU%IUUOﬂﬂﬂ‘]U. eV, 917

o

& o o awu on @ o o -~ o
tonaod, 2oxtw war SuBSUNaB3L Wevatudiaaarua uar unie Tulsnaoniy.

22009

AnT 0
« » ol 8 0CT 20
U£a2UPO9J9TV, SUH ... ... ...
g . A
Sonsludigogomnau negoggoswEna tas nauaa ﬁ

fomuaneg@aanayi2adussuadn S9naunauaatan




2
e

seguioauaoalosdgay

neuNauS nga

A4 [P =]

J0dsR9finesglodngalcuneolnionzua aUU a90 ZugawBudaRo

o~
|

nauStadfussamgrarasurangdauduen (o NI W EUONIYYONEFIONIT
Dra90RY IRran e Eadustuasndgnaunntangegano. cﬁe?wmufé‘tfama
Husr (9IRLa9U AN eSUn9289a90 LU L 0FINNIUENFI0uNUNa0a LT U9
vjufiomaszegds o zﬁ“ﬁzﬁsﬁmo?wmnéwaej%czzmgmwﬁ tar  0oudHinaudn
aﬂccUUUJuszuaﬁys%m%’wm zﬁﬁpz"u’nﬁuasLuwgff’vamenmnmsénéﬂww% neus
E%:nﬁg293asmé‘umgﬂuc‘%i“ﬁumnéﬂmnﬁé’)mn (AFAS) war waelonsusBndonag
QaunauaanaudSNaL  (GATS) z‘n"mgzjasLmommém%mwéﬂ?am‘ﬁz‘jﬁmgssmémsca
YoEoavSueato. wmwzﬁwasgﬁo%nm ccﬁm‘tﬁmw‘ﬁquomeammwmamq
wae dinawduyyasujufomway, weauiiguetuuae udeadiu «ar nsvanyweey
asnﬂﬁuﬁﬁJaéeg?ﬁU%mmg%amenmmhs%méﬂ.

Gunaudnaa

28 (U9 RLIDVEINYWI VO LUV LIDgFe VT UNWNNEhu T oaNgonauas
guaawsviiuivdgtodiofiuciyes wovgnaudInauduesudus Eu: NIwWRA]IBURY

€Ay NWELULUIEL. KUY YU Q70 2zumn)IRsIuLIngiuFuaacuude

! ' o

ugrwavihiDnaudionzuana, nNwaIe9s tLUDTOUNYIWNFO  (E9290naU(S9 Ry

9
98% 29979UoUYATNHONI 098N KAy vufiovxnn. NIBNIREILONIVOEN LI
SELIT BIAHIE L 6L TN abT) 22 (29N L0UeNoUgou (29l UR0UU0EI0
ozdivwaeludeno (GDP) dsuay 15%, (29lunauan999u 23% gy Noutdadzuay

g9980URIW  299tionosyasRofigfio wasludsmwo. Jsuay 61% 289nauaadn

a2

Q

GRE ésgcchno?ﬂcﬁn‘CUTU§Ucwumwéﬁnsmsﬁu. fiou 99% 299Yarfiodswo
czbwtﬁnmasﬁoeswmﬁeg, DBuanoWudazey Lcuuéoquﬁw tar Tom99a9eEu0)
fu 30 aufvdBau.

T1J§Uqumiucfaasfmcfﬁazﬁocaé’?w%uwg%amemmnﬂﬂsﬁ, gUU 299 KUV
ﬁnsansyeg"lu?cqegc%oaﬁ%wmcﬁmaé’c‘%ﬁuasccwgmuésa 0] c‘%?ﬁué’)wéﬂz‘ﬁwsmsﬂw%

wINIVIATIBVEINYIwFUa  F0UrENliostuosndussaonlneniuoafiosoy

yasfonagzan@aadadugasioludemo.  foga9lond  Dwjguoszuadnuagde

Vii



wodaiiu ﬁiﬁz%oa“n%wmﬁoL%B“ZU%Lzmgnﬁnésgmﬂumﬂnanésg. gougauy
oRtolnedSueadomsty taoruulovfiogsueogenaudtdto. Jrmofinan
(Baugruadndgnaventanlowluwandud NtoEondFueacuuadfiodiv. weubu
nauEosaSueacuutafio NP9 @utolunsueeg AFAS zﬁmwdaamomm%neﬂ%}w
YoDaoawarioarSglunaudowwsluar ngiasasunanday.
awsvasqjummﬁcges%agLm'eaccwﬁamswmnyﬂg ‘tﬁésaﬁmi’fugggw
mcSegjg’J gUd @90 ugogmaedaauun Toyc:'mw280nﬂUUsB§UwﬂaT50Jnjﬂw

nenjuilie@adugruadndonauanian  (WT0). esonawdeligul  H9toduyy

Y

[ 1
w o

ardunauonsgan 2e92stnInwlEuin. wodisgaglond wovdgzaovagasujy
fowae, senadvhBuBogey waz  weiingauiinjogey dedolnesugdnao

9090050V LU L 09D S 0REL.

2
& WINKe (oD
1. 4 ONEFIONIVCIRER
(N) goneaONIWIREIIROSI W 10

0 JuoadawiegBuzesgaaitondlots tousewas tuuamaeniodiugg

nawdionsuaasiozyraouss tag N99 (SMEs), NIWAIRILLYSY (A

NETRISEI e s)

0 @innaucngeoiwdFo, gbnh war njomd.

9

o D ! d

O aommjgmﬁgww“ﬁmﬁoawyasg%wm GATS.

0 naudgemuazway tag Innaucvvasydonsyaolningazfionaggan

9

(2aualuge g naud.

0 Fusawgsnouiugonaudo (98 NUONUSE (IINIVESY2992E (I1)IE
QUEINYWTVOY, NWE29SV, NIWINYYIW §r NWTONEUIFTES999U.

(2) Fdfionawdensuiiveegnasganizalugazfiosouiivlvynaswmgnaveeslues

wo9ReIsvEIndaeguan Toalngluaenong 30-49%. EnSulunaed Hibnay

! 2

(o)

S9tiuzznuanlng Tunaudo sauivweduan wag gunagnauan Hdeiiyaenas
200007 g9grfiunagdsmoeantlivgusen 100%.

(@) Tobnaugniofivfowasidodivfiunauualznduluynzy counaueeszegfivgugan

! | 1
R o [-a)

SudgukuuadFVLail 3 (Mode 3) foa nwdidendedinaavwaelugan & a9

viii



(9)
(9

ga0du90%0uiI0 TN lool9e luzeuizneduineviis tozogvaal/u  (National
Treatment).

ndnanadfiodgusuuadFueail 4 (Mode 4).
TmehZveadodgasIuygudnauyasiovagagucuunag?) gwaslngeutalug

(2) waz (9).

] a

(®) loeddveadowlg9Ruyuiyasiosguzay (Franchise) figwaslnenizluz (2)

Y

taw (9), €z Dnausdfodivadlngiu 2.0000? WwHaslsawFuweduan way gu

nagnNaua.

1
o

TnedFveaiivz@endodFuaaisszaslosniuandn way vy fgwaelngou

Y202 (2) war (9).

nﬂuﬂquﬁqnauUJunw

Suse9BrarujuiomaesziuIuyy z(n"muc§~ni‘jwmﬂaoucqlﬂjgz‘ﬁiﬁai‘u’nﬁuﬁgu"ﬁoes
€93 arauLIngIuSua. '&BUJUﬁOUJJﬁEJﬁIﬂTIMDEIOUﬁ28U£20§508°‘]U‘]OE]OU
@usjﬂguﬁsagmucijﬂww ajcuﬁy:

ﬂquz?é’ﬂvyzsgq)asﬁamymfﬂ, qzawﬁm@ugfﬂy, ﬁa%mygjzé’umugﬂym'qgj,
N tageUanIINIUea, EgIdo Gae  99U099Fe£09SUO,  NWIESNINZ99
g;mjmfyf;mw?yf}, n9uedo ?a?zjgyué’if@”ﬂ, nauc2a ?Uzjs:yué’w;ﬂ, navsgnauSuea
G, nwdSnunooseuSuaa, noudSnougegIasdeibuSues, naulnide
Svea, naventestowao, NWOLYPIPNALOY  kaE naveacsauarduSintain

(e-commerce).

1 a2 1 1

. 30809U800N009809008 090019 €8 SUUeRHuoaN0nUIg09008FUEUN9g

Jusagennogfiv (Houleduuageg WTO.

Qs

Juygmoaueanzananluongamunoosey  (dolinfivaoiwdentuesgemay, naw
290 0nedunIuCwo/da,  VATIN (e UI00eNIW099T)  2990U0939INIUHN
Njo299 (U NEg2IFMWMINEVLN, NeRINLENT Udr UIlU, Ng0I3Nre9RI0

g NIV togwsingauiiegaunaudndusSy.

nauduygoauvsisuagy
gARuNWFU900909908090: Juyonaudnga uax nautdndusuluestmgnay
a9 «ar nwdug. weuiy Nnesduygojniauzaoswidiniuiag was F9Fuln

sud9to2adsousouluvdunaitonaouail.



a
° ~ o

2. aﬂé’umwLauaummammaewgzegcacm foguuzdo: tnydvedolunauduygne

U fuwag, §9Eunaud8nanduggnagin, aumgumﬂé’mﬁozaﬂgmggzmay (Y

- Sy

|
o o

nidugdsRninaugugsguaasmnueuiiy tunadnueniis ((SugounF9RTBun=Hiv

o_

w

Ogesosuatueiy, 0 tas To Hneglodivnarun) way JuygguuswaunaudEnay

2833’1‘]113)%18J3§1J§j (Logistic) Toymeguavq}umnswavLwﬂvmuwm 29003N9U

&

Eﬁ a1 LweaﬂE%UJ’]‘]US‘]DOEJ@O‘]U%BOOT]ZH‘]?O‘Wl.m‘]llEE’I%UEJ‘]QJ Kar Go0aw.

6. §98ulndnucusuBudsinenddefiy, woneRo tar nailionzua Fannay

2yigny (020928 nInIuIRzIsVEIngdas (g luasiv): womgUsmuoanJU

fonuae09008 NWK29EY KAy NWeUa9ILII Tun
9. §9(8 u?muaaﬂugﬂsmy?wmnmL:Uiuznavno gmnmmw-mznaeﬁoz’ﬂmﬁ maf‘ﬁumw
chavuwdomey ey nwWiodude, war  nuklsborewaSi

SD—
(‘_°
R\VINS
€0
t;"
mS
2
€
3
)

288’Uﬁ01)8€).

4. nauduygasnadunaudInau.

n. eplolnlagnawdnazdvaoiverngivinwnivnavaawasly  dednasduaoay
2aUgh vaugawunweingaudzanau war deguincnt2ioynssuzdigaag lunay
sa9azujufiowasiidudesi8ulgniuysdioongan, war  Wedinaxzlivojngau

peulisy «as Huni2py louszwazcuuayuinjoliviivey gdarasuuangay.

2. 899090 UENHVENIWSOFEYL0IWNIWaN VNS (Independent Fair Trade Commission)

iieFofyusdiioarujuiiomagoanouniueeidy wae naugUasIIdR Twn.

oo o

< dunsnyu

[ OFU28 KIIINIVYDY:

o

TnaoausheiuTivynzs wgnavyey

]
o

0 OFusonEno:
Goanaousengedonzdivwaslu (GDP), naue99mw tay swdntmmueegBulgasih
von. JugWamnieggueeyzan safilu SMEs, Sxwehioguuzlo way nay

2 a2

WONLUIMNIUOIOIMNIULIYEN KR 299898,



Executive Summary
Study Coverage

The purpose of this study is to provide the Lao Government with a comprehensive analysis of
the country’s Distribution Services sector, and a negotiating strategy for the guidance of the
its team negotiating for accession to WTO. It makes a detailed analysis of the country’s
Distribution Services sector, reviews the legislative regime governing it, and makes a
comparative examination of the commitments on distribution services sector by the ASEAN
member states under AFAS and GATS, a few land-locked LDCs. Finally, it makes
recommendations for a negotiating strategy, and for improving the current, regulatory, policy,
and institutional framework relating to the sector.

Findings

The Distribution Services Sector is an essential infrastructure that, together with its links with
other services such as logistics, transport, and communication, impacts immensely on goods
trade. In the Lao PDR, distribution services sector is under-developed and is dominated by
retail trade, which accounts for about 98 per cent of the total wholesale and retail trade
businesses. Counting wholesale and retail trade only, the sector contributes about 15 per cent
of GDP, 23 per cent of employment, and comprises nearly two-thirds of total enterprises in
the country. About 61per cent of wholesale and retail sale businesses are in the informal
sector. Nearly 99 per cent of enterprises are small sized, single Laotian owned, and earning
less than K30 million per month.

In negotiating modalities for liberalising the sector, Laos is required to make specific
commitments for opening sub-sectors and/or products as it deems appropriate for foreign
businesses to enter. However, only some member countries have made any commitments in
this particular sector. Those who made commitments have done so only to a limited extent.
Newly acceded countries in the region too have made limited commitments; and so have the
ASEAN countries under AFAS, indicating how cautiously they have proceeded on
liberalising this sector.

The regulatory regime applicable to distribution services has improved considerably over the
past several years in the course of reforms undertaken in preparation for the WTO accession.
This has improved the level of openness for market access in the sector. However, there are
some legislative, institutional and staffing inadequacies that have to be dealt with in order for
the sector to function efficiently.

Recommendations

1. Negotiating Strategy

(a) the negotiating strategy should be guided by -
[l the relevant national goals, particularly those relating to development of SMEs, retail
trade, and rural markets;
[l principles of honesty, fairness and justice;,
[ rights available under GATS rules;

xi



[l the need for sustainability, and gradual approach to opening the sector for foreign
entry; and

[l 1dentified implications of liberalisation for the subsectors, competition, employment,
and skills development.

(b) limit foreign equity in joint-ventures in all subsectors to 30-49 per cent, except in the case
of large scale foreign investments in supermarkets and department stores with a floor
space of more than 2000 m?, where foreign equity may be extended to 100 per cent;

(c) provide commitment in Mode 3 under national treatment for all sub-sectors, subject to
land-use laws applicable to non-nationals;

(d) provide limited commitment in Mode 4;

(e) provide full commitment for commission agents, subject to (b)-(d);

(f) provide full commitment for franchising, subject to (b)-(d) and floor space limitation of
not less than 2000 m? in case of supermarkets and department stores; and

(g) provide commitment for selected goods for wholesale and retail sale services, subject to

(b)-(d).

2. Regulatory Improvements

(a) Enact a comprehensive legislation covering the general issues relating to the entire
distributions services sector. It should deal with at least the following subject areas:

commission agents’ services, franchising, sales promotion activities,
commercial  advertising, trade fairs and exhibitions, trade
representatives services, goods auctions, bidding for goods, goods
transit services, good assessment services, goods assessors’ services,
leasing of goods, commercial dispute settlement, and multilevel
marketing, and e-commerce.

(b) Implement the Law on Standards, and ensure the Law on Intellectual Property Rights
meets WTO requirements.

(c) Improve inspection capacity (relating to food safety, the sale of medical products,
weights and measures) of agencies such as MOH, MAF, MOST with more trained staff.

3. Policy Improvements

(a) For enhancing capacity: improve education and training in commerce, accounting, and
information technology; and provide for increased female participation in them;

(b) For strengthening linkages with local economy: prioritize rural road improvements, and
promote road transport services; remove any remaining barriers and obstacles to
transport of goods from one area to another (other than those on human, animal, and
plant health considerations); and improve the quality of logistic services through
regulatory requirements for these services to enhance tracking and tracing facilities.

Xii



(c) For enhancing social, economic and developmental benefits from possible further
growth of the (formal) distribution services sector: implement competition and consumer
protection legislations.

(d) For improving ease of doing business: address problems faced by business sector relating
to payment of taxes, and obtaining finance; and provide simplified tax rates for small
businesses.

4. Institutional Improvements

(a) Provide more capacity building programmes to the Department of Domestic Trade with a
view to upgrading its staff skills and overcoming its existing weaknesses in formulating
legislative instruments, and data collection and collation, particularly relating to the
distribution services sector.

(b) Establish an independent Fair Trading Commission, to implement legislations on
competition and consumer protection.
Impact

[0 On the sub-sectors:
Favourable on all sub-sectors.

[l On the economy:
Positive on GDP, employment, and consumer welfare; and

Positive on achieving National Goals for SMEs, rural enterprises, and wholesale and
retail trade development.
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Possible Impacts of the World Trade Organization
Accession on Distribution Services in Lao PDR’

1. Introduction
1.1 Objective of the study

The World Trade Organization (WTO) is the only international organization dealing with
legally binding rules of trade between nations. It promotes competition and liberalization of
international trade of goods and services, provides a level playing field in trade to all its
member countries, and mediates trade disputes among them. The Lao Government considers
membership in WTO is necessary for furthering its intentions for development through
international economic integration, and therefore is committed to gaining membership in the
WTO as soon as possible. In the course of accession negotiations, several member countries
have shown strong interests in Laos opening up its services sectors including the distribution
services to greater international competition. The Lao authorities, therefore, wish to have a
thorough understanding of the implications of any liberalization of the Distribution Services
Sector' on the Lao economy. The aim of this study is to make a comprehensive study of the
Distribution Services Sector of Lao PDR” and to propose an appropriate negotiating position
for the guidance of the Lao authorities in making offers for liberalizing the sector.

The study is divided into 8 Sections. Section 2 briefly reviews the objectives of WTO,
compliance requirements under GATS, and the special considerations available to Laos as a
LDC under GATS rules. Next Section reviews the characteristics of the distribution services
sector as classified by the WTO, and goes on to examine in detail the distribution services
sub-sectors in the Lao PDR, and their contributions to the national economy. A detailed
review of the regulatory and policy framework governing the distribution services in Laos is
given in Section 4. It also examines the effectiveness of the current regulatory and policy
regime in facilitating the growth of the sector and safeguards for consumer welfare. Section 5
makes a comparative examination of specific commitments on distribution services by
ASEAN countries under AFAS and GATS, and also the GATS commitments made by a few
landlocked LDCs. Section 6 provides detailed recommendations. An impact analysis of the
recommendations is made in Section 7. Summary of the study findings and summary of
recommendations are given in Section 8. The recommendations cover proposals for the
negotiating strategy, and proposals for legislative, policy, and institutional improvements that
are necessary for distribution services sector to function efficiently in a liberal trading
environment. Both for consultation as well as for collecting information, officials in relevant
stakeholder agencies were interviewed, and their list is given in Annex 7.

" Author is grateful to Mr Viengsavang Thipphavong and Ms Onida Vinavong for assisting with data and
information needed for this study; to Economic Research Institute for Trade (ERIT), its Director General, Mr
Santisouk Vilaychreun, and Director of Economic and Trade Policy Research Division, Mr Xaysomphet
Norasingh for providing office space and facilities during his stay in Laos; and to all those who made valuable
comments on an earlier draft.

! Distribution Services is a sub-sector of the Services Sector. However, in this report we refer to the Distribution
services as Distribution Services Sector and its components as sub-sectors.

? In this report the official name, Lao PDR, as well as Laos is used interchangeably.



1.2 Government’s strategic direction relevant to Distribution Services Sector

In Laos, there is growing awareness both among the policy makers and the private sector, that
trade is an essential vehicle to promote economic growth, by overcoming the impediments
foisted on it by being a land-locked small economy. In order to overcome this geographical
constraint, beginning with the adoption of New Economic Mechanism in 1986, the Lao
government has placed high priority to trade development as a principal means to socio-
economic development and poverty reduction, and taken several steps to promote and
liberalise trade. These include:

[l Acceleration of the WTO accession process;

[] Implementation of AFTA-CEPT Scheme under which over 71 percent of the inclusive
list of products imported from ASEAN countries have been brought down to zero
tariff, and the process on the remainder is to be completed by 2015;

[ Initiatives taken under the Integrated Framework to mainstream trade into national
development strategies, and to address barriers to trade integration; and

(1 Steps taken towards trade liberalisation through a number of measures: relaxation of
import/export licensing and business registration procedures; simplification of the
tariff schedules’; and the adoption of a Trade Facilitation Strategy and Action Plan.

With regard to WTO accession, Lao PDR has undertaken several economic and legal reforms
to make its trading regime consistent with WTO requirements. It has already held seven
Working Party meetings, concluded bilateral agreements with seven WTO members with
only three remaining to be concluded. At the 7" Working Party meeting held in June 2011,
the Lao Minister of Industry and Commerce, Dr Nam Viyaketh, reported on a number of
reforms completed to facilitate the accession process. These included reforms on trading
rights, foreign exchange regime, investment policies, pricing policies, import licensing,
customs, and SPS and TBT regulations.

At the conclusion of the 7" Working Party meeting, the delegations negotiating the
membership bid had agreed to move to a first draft of its report, which is said to be central to
the final deal.” The distribution services sector, which consists mainly of wholesale and retail
trade services, makes a substantial contribution of about 15% of Lao PDR’s GDP, and 23%
of its employment. Therefore it is quite understandable that this sector would play an
important part in the WTO negotiation process. Hence a detailed study of the sector and of
the likely implications of WTO accession for the sector would be an essential material for the
negotiation strategy.

The government has set its strategic direction for socio-economic development in the next 5
years in its 7th National Socio-Economic Development Plan 2011-2015°. The Plan does not
specifically provide direction for the distribution services sector as such. However, for the

3 The current tariff schedule has six tariff rates: 5, 10, 15, 20, 30 and 40 per cent, with non-weighted average
MFN tariff of 11.3 per cent.
* WTO News, available at: http://www.wto.org/english/news_e/newsl1 e/acc_lao 29junll_e.htm

s Ministry of Planning & Investment (2011).



Services Sector, the Plan aims to achieve an annual growth rate of 6.5%, and for it to increase
its share of GDP to 38%, which implies that as a major component of the Services Sector, the
distribution services would be expected to play a key role in achieving that objective. The Plan
also reiterates government’s interest in joining the WTO, and raising competitiveness at
regional and international levels with focus on domestic and foreign investment. Other key
areas of focus in the Plan relevant to trade and development are:

{1 achieving at least an annual growth rate of 8% for GDP;

] graduating the country from the LDC status by 2020;

[l achieving the Millennium Development Goals by 2015;

[l making dynamic changes towards rural development and poverty eradication;

[l promoting SMEs, and the use of new technologies in order to raise productivity
and efficiency;

[] continuing to emphasise gender equality;

[l realising a greater market participation of SMEs so they can provide employment
to more than 85% of non-farm workforce;

{1  expanding retail markets to cover 80% of Kumbans (village groups); and

[ establishing rural enterprise units in at least 30% of the villages

The government’s vision for the sector is more clearly focussed in MOIC’s Manufacturing
and Trade Development Strategy - 2011 to 2020°, where it aims at:

L] promoting wholesale, retail, supermarket, and cooperative trade establishments to
distribute goods in the whole country;

[ increasing village markets by 70% by 2015, and 95% by 2020;

[l increasing wholesale trade by 9 to10% per year from 2011-2015, and by 8 to 9%
per year from 2016-2020; and

[ increasing retail trade by 10-11% per year from 2011-2015, and by 11-12 % per
year from 2016-2020.

2. GATS Compliance Obligations’

The purpose of GATS is to facilitate liberalization of trade in services. Two types of
obligations exist under GATS: (i) general obligations that apply to all members and all

* MOIC, Manufacturing and Trade Development Strategy - 2011 to 2020. Available at:
http://www.moic.gov.la/lao/main.asp?detail=docsN&org=01

7 Some parts of this Section are reproduced from ITC Regulation Toolkit: available at:
http://www.ictregulationtoolkit.org/en/Section.1651.html




service sectors covered under GATS regardless of whether or not specific commitments have
been made; and (ii) sector-specific commitments regarding market access and national
treatment for sectors and activities that members agree to open to international trade.

Under the general obligations, there are two main principles: (i) WTO member countries
must afford each other most favoured nation (MFN) treatment (i.e., prohibition on
discrimination that requires countries to afford “treatment no less favourable than that
accorded to like services and service suppliers of any other country”); and (ii) countries must
ensure transparency of local regulations (e.g., countries should publish measures of general
application, and allow a period of public comment prior to their issuance)®.

Sector-specific commitments are made regarding market access, national treatment and
additional commitments. Members make commitments on market access and national
treatment with respect to four modes of supply: (i) cross border supply (supply of a service
from one country to another where no movement of the supplier to the recipient country is
involved (e.g. a person in country A buying a product from country B through an e-
commerce means such as eBay); (i1) consumption abroad (e.g. a national of country A
travelling to country B and consuming services in country B as in the case of a tourist or a
person shopping overseas); (ii1) commercial presence (i.e. supplier of a service from country
A travelling to or setting up a physical presence in country B in order to provide the service
in country B as in the case of a foreign supermarket chain such as Big C setting up a branch
in country B); and (iv) presence of natural persons (i.e. supplier of a service from, say
country A to country B, having an individual or an employee in country B who is not a
national of country B in order to supply the service such as a foreign shopkeeper operating in
country B). These commitments are made in a schedule, referred to as the Schedule of
Specific Commitments’, and “...where such commitments are undertaken, each Schedule
shall specify:
(a) terms, limitations on market access,

(b) conditions and qualifications on national treatment;
(c) undertakings relating to additional commitments,
(d) where appropriate the timeframe for implementation of such commitments, and

(e) the date of entry into force of such commitments.”"

Any measures inconsistent with market access and/or national treatment shall also be stated
under market access column. These schedules form part of the WTO legal documents.

¥ In compliance with this requirement, Laos has already established the GATS Enquiry Point at FTPD of MOIC
in pursuance of the Decree on the Notification and Enquiry of Trade Related Information No.373/PM of 2010;
and Decision on GATS Enquiry Point, No 0349 MOIC.FTPD of Feb 2011.

? The format of this schedule consists of 4 columns, the first one designated as sector or subsector, next as
limitation on market access, third as limitation on national treatment, and the last as additional commitments. In
the first column, member would list the sectors or subsectors in which it wishes to make commitments, in the
next three columns indicate the commitments in each of the 4 modes under national treatment, and market
access, and any additional commitments respectively with respect to the indicated sector or subsector. These
commitments are indicated either as none (meaning no limitation), or unbound (meaning no commitment), or
unbound* (meaning technically not feasible to liberalise), and or with an explanation if otherwise.

10 WTO, General Agreement on Trade in Services, Article XX.



2.1 Special treatment available to Laos as a Least Developed Country (LDC)"’

As a LDC, Laos is eligible to receive special treatment under GATS in negotiating for
specific commitments. GATS Article IV, paragraph 3 states:

Special priority shall be given to the least-developed country Members in the
implementation of paragraphs 1 and 2. Particular account shall be taken of the
serious difficulty of the least-developed countries in accepting negotiated specific
commitments in view of their special economic situation and their development, trade
and financial needs.

Paragraphs 1 and 2 referred to are the first two paragraphs of the same Article:

(1) The increasing participation of developing country Members in world trade shall
be facilitated through negotiated specific commitments...relating to: (a) the
strengthening of their domestic services capacity and its efficiency and
competitiveness, inter alia through access to technology on a commercial basis; (b)
the improvement of their access to distribution channels and information networks,
and (c) the liberalization of market access in sectors and modes of supply of export
interest to them.

(2) Developed country Members, and to the extent possible other Members, shall
establish contact points within two years from the date of entry into force of the WTO
Agreement to facilitate the access of developing country Members' service suppliers
to information, related to their respective markets, concerning: (a) commercial and
technical aspects of the supply of services, (b) registration, recognition and obtaining
of professional qualifications, and (c) the availability of services technology.

The WTO General Council Decision on Accession of LDCs provides following guidelines'?:
(a) automatic recourse to "special and differential" rules in the WTO Agreements;
(b) restraint by Members in seeking goods and services market access commitments;
(c) account taken of the commitments of existing WTO LDC Members;

(d) recourse to transitional arrangements foreseen in WTO Agreements from the date of
accession accompanied by action plans for compliance supported by technical
assistance and capacity building measures; and

(e) optional participation in plurilateral agreements.

Furthermore, GATS Article XIX provides for the process of negotiation of specific
commitments to proceed with “..due respect for national policy objectives and the level of

"' This topic has been already explained in a similar study published by MOIC: Montague Lord, Implications of
WTO Accession for Insurance Sector of Laos, Foreign Trade Department, Ministry of Industry and Commerce,
2010, pp. 25-26, and is reproduced here with some modifications.

12 WTO, Guidelines for Accession of Least Developed Countries, Annex 4, Document No. WT/L/508,20
January 2003. Available at: www.wto.org/english/thewto e/acc_e/cbt_course e/annex4 e.doc



development of individual Members..”, and “appropriate flexibility for developing country
Members for opening fewer sectors..”.

Under these guidelines, therefore, WTO Members are obliged to take into account the serious
difficulties of Laos in undertaking negotiated commitments in view of its special economic
situation and its development, trade and financial needs."

Laos, on its part, in making liberalisation commitments:
[0 can be flexible;

'] need not offer full national treatment to foreign service providers, which means, if
necessary, nationals can be treated differently (by inscribing it in the schedule of
commitments); and

{1 can offer to open up fewer sectors or part of a sector, and on a suitable timeframe (e.g.
can offer to open up at a future date).

GATS rules (Articles XIV and XIV bis) also provide for the adoption of such domestic
regulations as may be necessary for proper functioning of the trade sector, such as those
relating to protection of human or plant health, and culture and security interests etc. '

Thus, Laos could use the flexibilities available under these guidelines for accession process
as a tool for economic development by drawing out an action plan for progressive
implementation of WTO rules.

3. Distribution Services Sector

3.1 General Characteristics

In today’s trading environment, it is very rare for goods to be sold direct from the producer to
the consumer. Most of the goods are sold through the mediation of countless intermediaries.
This is essentially the role of the distribution services. The sector forms a key service
infrastructure and provides an essential link between producers and consumers within and
across borders. It also impacts immensely on goods trade with its links with other services
such as logistics, transport, and communication. It delivers its services in diverse forms: e.g.
fixed location stores, electronic commerce, door-to-door sales, supermarkets, department
stores, convenience stores, small shops, and traditional informal open markets. It also
interacts upstream with producers, including across borders, and with various other economic
actors such as providers of payment systems, commercial property managers, and advertising
agencies. An efficient distribution services sector is thus vital to healthy growth of the
economy through the provision of a wide variety of consumer goods to the consumer, as well

13 Despite this just requirement, judging by the commitments made by recently acceded LDCs - Nepal,
Cambodia and Cape Verde - it seems LDCs are still enticed to make difficult sacrifices, compared to several
incumbent LDCs and even some ASEAN members who have yet to make commitments, particularly in
Distributions Services.

'* Though these are general exceptions available to Member countries, acceding countries could take account of
them in designing their commitments.



as intermediate and even capital goods to the producers. Its efficiency and development
ensure adequate choice and availability of goods in the market at competitive prices.

For the majority of WTO members, distribution sector’s contribution to GDP is said to range
between 10 and 20 per cent. In most countries, the sector contributes 15-30 % of employment
and comprises up to 40% of the total number of enterprises.'’ In many of them, this sector is
only second to manufacturing in its economic weight, and ahead of such other sectors as
agriculture, mining, financial services or transportation. Due to its relatively higher labour
intensity, the sector also has the potential to provide employment to a large proportion of the
workforce in any country.

In contrast to its importance, however, it is one of the services sectors where WTO Members
have fewest commitments (57 schedules). Of them 25 offered commitments as part of their
accession negotiations.mOnly 39 developing country Members have commitments in this sector
as of 2006.'7 Also, of those making commitments, many member countries, both the
developed and developing, exclude many products from their commitments'®. The exclusions
include mostly agricultural products (products relevant to plant health, food security etc),
pharmaceuticals, tobacco and tobacco products, firearms and other products related to
security, newspapers and magazines etc. For instance, Australia excludes agricultural product
from wholesale, and pharmaceutical from retail; Cambodia excludes all products except
musical and sound equipment from wholesale, and pharmaceuticals from retail; China
excludes salt and tobacco from wholesale and tobacco from retail; U.S.A. excludes alcohol
from wholesale and firearms from both wholesale and retail; and Vietnam excludes tobacco
products,, books, newspapers and magazines, video records, precious metals and stones,
pharmaceuticals, explosives, processed oil and crude oil, rice, cane and beet sugar from all
sub sectors.

The growth and efficiency of a number of complementary sectors such as transport,
communication and logistics are crucial to the efficient functioning of the distribution
activities. Running large inventories being very costly and risky, distributors have resorted to
advanced cost cutting measures such as information and communication technologies and
new management and organizational systems to improve inventory control and better manage
relations with suppliers. Worldwide, with advanced technologies, modernization of the
distribution sector has reduced the market share of the traditional small family shops. This
process is said to have been the case more recently in developing countries, which, for the
most part, have experienced the rapid spread of supermarkets and other forms of 'modern’
retailing such as electronic commerce and bulk-selling. The sector is very dynamic and
changing rapidly. Electronic commerce, driven by increasing use of the Internet, has
complemented traditional modes of marketing both within and across borders.

According to the GATS, the distribution services sector consists of the sale of goods to final
consumers or other re-sellers, and is divided into four sub-sectors: (1) commission agents, (2)
wholesale trade, (3) retail trade, and (4) franchising. Each sub-sector has a cross reference to
certain categories in the CPC Provisional list— see Table 1.

' Arkell, Julian (2010), p.141

'® WTO Secretariat ( 2010), p. 6
'” Martin Roy, et.al (2006), p.35.
'8 WTO Secretariat (2010), p.9



Table 1: Distribution Services Classification List (W/120)

A. Commission agents' services 621

B. Wholesale trade services 622

C. Retailing services 631+632
6111+6113+6121

D. Franchising 8929

E Other

Source: WTO Secretariat, Distribution Services — Background Note, 29 October, 2010.

Commission agents are those who trade on behalf of others (e.g. trading agents, commodity
brokers, and auctioneers). They often trade as wholesalers by supplying to retailers and other
wholesalers on behalf of producers for a commission.

Wholesale trade includes warehousing, cold storage, bonded sites and associated transport
and trucking facilities. They sell merchandise to retailers, to industrial, commercial,
institutional or other professional business users, or to other wholesalers.

Retail traders, on the other hand sell goods for personal or household consumption. They
comprise the multitude of sales outlets ranging from small family stores to large size
supermarkets and hypermarkets. Both wholesale and retail services are characterized as
reselling of merchandise, accompanied by a variety of related activities such as maintaining
inventories of goods, physically assembling, sorting and grading goods, breaking bulk and
redistribution in smaller lots, delivery services, refrigeration services, sales promotion
services, and warehousing.

Franchising involves the use of someone else’s successful business model to sell goods under
the same trademark. Franchisers sell, for a fee or a royalty, specific rights and privileges, for
instance, the right to use a particular retail format or a trademark, to franchisees (franchising
service suppliers) whose business is to trade goods under the privilege so purchased. The
contract between the franchisor and franchisee covers the product, the service, and the
trademark, as well as the entire business format. China in its GATS Schedule of Specific
Commitments on the sector has been quite specific by providing the following definition for
franchising:

"Franchising services consist of the sale of the use of a product, trade name
or particular business format system in exchange for fees or royalties.
Product and trade name franchising involves the use of a trade name in
exchange for fees or royalties and may include an obligation for exclusive
sale of trade name products. Business format franchising involves the use of
an entire business concept in exchange for fees and royalties, and may
include the use of a trade name, business plan, and training materials and
related subordinated services.""’

Franchising has been used by international retailers as a convenient mode of entry into other
countries as it allows the firm to expand without necessarily investing own capital and, thus,
with less risk. It has grown not only in developed countries but also in recent years in
developing countries. Both the franchiser and the franchisee benefit from a number of
advantages: the benefits of a well-established trademark such as public recognition, access to

' GATS/SC/135, Annex 2).



standardized formats, products and services, assistance with marketing, training, customer
relations, accounting, retaining ownership and a degree of management and control over the
establishment. Franchising has facilitated globalizing of retail trade through the spread of
established supermarket chains (such as Wal-Mart, Tesco or Woolworths), and department
stores (such as David Jones, Marks and Spencer or Harrods).

These developments internationally in the distribution services sector, as well as in other
service sectors, could have far reaching implications for a least developed economy like Laos
which has embarked on trade liberalization, and regional and global integration as a means to
fostering economic growth, employment generation and poverty reduction. How well the
international dynamics of the sector will interact with the domestic economy of Laos and
impact on its growth would depend on the manner in which Laos will develop its trade
relation strategies with the rest of the world.

3.2 Distribution services sector in the Lao PDR

The analysis of distribution services sector is based to a large extent on the data available
from LECS 3, LECS 4*°, and Economic Census of 2006°'. Data obtained from the
unpublished database at the Lao Department of Statistics of the MPI, and DDT of the
Ministry of Industry and Commerce, are used. However, statistical data on commission
agents and franchising, two of the four sub-sectors that constitute the distribution services
sector are not available, as the agencies responsible do not yet compile statistics separately on
them. Nevertheless, wholesale and retail sale sub-sectors, on which data are available, are
presumed to dominate the country’s distribution services sector.

Lao PDR’s distribution services sector, like its economy, is still under-developed. Due to
unavailability of data, the sector’s contribution to GDP cannot be ascertained accurately.
However, taking only the wholesale and retail trade into account, the sector’s contribution to
the economy has grown slightly over the years — see Table 2*%. Currently it contributes
approximately 15 % of GDP, 23% of employment, and comprises 58% of total enterprises in
the country. The contributions of both the services sector as a whole and that of wholesale
and retail sale to GDP has shown substantial increases over the years (Table 2). Relatively
higher proportion of enterprises (58%) than the average of 40% for many WTO member
countries is apparently a reflection of the large number of small retail enterprises in the
country.

As noted earlier, contribution of commission agents and franchising services to the economy
cannot be assessed accurately due to unavailability of statistics on them. Hence the statistical
analysis covers mainly the wholesale and retail sale services sub-sectors.

2% Lao Department of Statistics, LECS 3 & LECS 4.
2! Lao Department of Statistics, (2007).
22 Until 2006, in the national statistics compiled by the Lao Department of Statistics, wholesale and retail sale as

a group was included in the GDP statistics, but after 2006 another item, “’repair”, has been grouped with
wholesale and retail sale, and as a result the data prior to and after 2006 are not comparable. In order to
overcome the problem, we have estimated the wholesale and retail services contribution to GDP for the years
after 2006 by disaggregating ‘repair’ item from the group by using ‘wholesale and retail sale’s average share in
the group.



Table 2. Principal sectors’ share of GDP (%)

2003 2006 2008 2009
Agriculture 48.1 33.8 30.1 30.5
Industry 25.7 26.1 259 24.5
Services 25.3 35.5 37.4 38.7
- of which,
10.2 14.4 15.2 15.4
wholesale and retail

Source: Department of Statistics, Lao PDR

Wholesale and Retail trade.

According to 2006 Economic Census™, there are 74,177 primary economic units** in the
country engaged in wholesale and retail trade business®: of them 98.3 per cent are in retail
trade. Approximately 61 per cent of them are in the informal sector (meaning not registered
as a business); 98.8 per cent of them are small sized enterprises™ earning less than K30
million per month (Table 3); and 89 per cent of them earn less than Kip 5 million per month
(Annex 3). About 99% of them supply the domestic market while only less 1.0 per cent
supply the overseas markets. Only 1.4 per cent of wholesale and retail businesses use a
computer, and 1.9 per cent use the Internet for their operations. In terms of regional
distribution, majority of wholesale and retail trade units, approximately 54 per cent per cent,
operate in the central region (including the Vientiane Capital) — see Figure 1. Registered
number of wholesale and retail enterprises in each Province, and the details of legal
organization are given in Annex 1 and Annex 2.

In the wholesale and retail trade in the country, out of total enterprises, there are about 33
domestic-foreign joint ventures, and 30 state-foreign joint ventures®’. These account for about
25 per cent of total joint venture enterprises in the country.

* Lao Department of Statistics (2007)

** Primary economic unit is defined as profit making enterprise.

* Detailed breakdowns of wholesale and retail sale businesses were obtained from the 2006 Economic Census
data base at Lao Department of Statistics (formerly known as National Statistics Centre).

*PM’s Decree on Promotion and Development of Small and Medium Sized Enterprises of 2006 defines Small
Enterprises as those with < 19 annual employed persons or total assets of Kip 250mn or annual turnover Kip
400mn; and Medium Sized Enterprises as those with < 99 annual employed persons or assets <Kip 1,200mn or
annual turnover Kip 1000mn.

?" Lao Department of Statistics (2007).
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Figure 1: Regional Distribution of wholesale and retail businesses

Source: Lao Department of Statistics (2007)

However, great majority (98%) of wholesale and retail businesses are single Laotian
proprietorships. Only a total of 21 enterprises (less than 0.01%) are private joint ventures
between Lao and foreign partners, and 26 are state and foreign joint ventures. Employment in
the wholesale and retail trade amounts to about 23% of total employed in all economic units
in the country.

Table 3: Number employed and economic units by income size

Small Medium to large No. of
s No. . . . No. of formal .
Activities emploved enterprises < size enterprises enterprises informal
ploy 30kip/month > 30kip/ month P enterprises

Wholesale 8,267 1425 201 1,881 973
Retail 70,774 71,890 661 27,131 44,192
Total 79,041 73,315 862 29,012 45,165
Country total 345,723 124,259 2,654 51,315 75,598

Source: Department of Statistics, Economic Census of 2006, Lao PDR

The numbers given in Table 3 work out to an average of about 13,036 wholesale and retail
units per million of population in Lao PDR (as of 2006). Low population density, less
developed transport, communication and IT, could be the reason for this relatively large
numbers of small retail outlets in the country®®. It is said that as the economies develop, the
number of retail outlets would tend to be less with the opening of larger hypermarkets and

¥ E.g. the number of grocery retail outlets per million habitants varies greatly among WTO Members, from
16,427 in Thailand, 14,163 in Egypt, 10,858 in Indonesia, and 10,211 in India, to 963 in the United States
(WTO Secretariat (2010), 7bid.)
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supermarkets which could also benefit from economies of scale and thus be able to supply
goods at relatively cheaper prices.

Gender wise, there does not seem to be a noticeable difference between the occupancy of
men and women in this sector, although women seem to outnumber men marginally (Table
5.2, LECS 4). In some markets, however, such as the informal vegetable, fish and meat
markets, female workers predominate which could be counter balanced by more male
workers in the formal markets. In terms of ownership, a recent World Bank study” suggests
that only around 31 per cent of all formal enterprises with more than five employees in Lao
PDR are female owned; and that they are more likely to operate in the services sector. Female
entrepreneurs also tend to have a lower level of education compared to male entrepreneurs,
and are more likely to suffer from an access to finance constraint. This suggests policy
intervention that target improved access to education and finance, and simplified tax rates for
small businesses are likely to have highly positive gender outcomes.

It is also important to note the link between the retail trade and rural producers. Data
available from the Economic Census of 2006, and the LECS 3 of 2002/3 and LECS 4 of
2007/8, suggest a significant dependency of the rural population on the markets comprised
largely of small businesses, and their economic activities on the rural infrastructure
improvements. Between LECS 3 and LECS 4, the share of villages with access to electricity
has increased from 33 per cent; villages with access to road in dry season have increased
from 84 per cent to 100 per cent, and in rainy season from 65 per cent to 80 per cent. In the
same period, rural entrepreneurial annual income from agricultural activities have increased
from Kip 6,310,000 to K13,051,000 per household - an increase of 15.6 per cent per annum;
the proportion of rural produce sold in the market also increased from 36 per cent to 47 per
cent — an increase of 5 per cent per annum.

According to information from the interviews, it is clear that there are only a few large sized
wholesalers in the country, which include import and export companies and those enterprises
who stock and supply to retailers goods such as building materials, electrical goods, motor
spares, clothing, rice etc. Almost all wholesalers also engage in retail sale business, e.g.
liquor wholesalers and even import & export companies. Retail sale enterprises, as already
mentioned, form the bulk of the distribution sector. These include the multitude of small
retail shops in cities and those scattered throughout the country, most of them specializing in
groceries, clothing, electrical and electronic goods, furniture, stationery, pharmaceuticals etc.
Also included are gas stations (petroleum products retailers) which have increased in number
from 77 in 2008 to 449 in 2010; and most of them operate in the main cities and Vientiane
district™.

Laos still does not have large supermarkets or department stores. However, their mini
versions (minimarts) have appeared all over urban centers in the recent past. Also, over the
last few years, a few medium sized supermarkets as well as a few shopping centres or malls
have been established in the main cities, and there has been an increasing presence of
franchise retailers in the Vientiane Capital (e.g. M-Point Mart). According to media reports
large shopping-malls are being planned to be set up in the near future by investors with
foreign collaboration (e.g. Big C from Thailand and a few others from Singapore and Chinese
Taipei). Enquiries made reveal that on average about 80% of the goods sold in most retail

*° The World Bank, “Gender and Entrepreneurship”, Trade Development Briefing Note, Issue 6, Sep., 2011,
Vientiane.
3% Source: Department of Domestic Trade, Ministry of Industry and Commerce.
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shops, particularly in urban areas, are imported. There are also a few retail shops that
specialize in only imported goods from a particular country e.g. shops that sell only
Vietnamese, Chinese, or Thai clothes, Chinese or Thai furniture, and similarly with motor
vehicles and spare parts retailers. Some Vietnamese and Thai shops are also staffed almost
entirely by their respective nationals.

As common in developing countries, Laos has a large informal retail trading sector which
consists largely of small businesses engaged in retail sale of all types of food and non-food
goods. Many of them operate in traditional open markets selling fresh produce - vegetables,
fish and meat, as well as groceries and clothing. There are over 600 markets all over the
country both in the rural and urban areas (see Annex 4). Each market consists of a multitude
of small businesses run mostly by women. Goods sold in these markets are mostly locally
and rurally produced, thus providing an important link between these markets and the rural
economy.

Together, the informal and formal small retail outlets provide employment to a large number
of relatively less skilled workers requiring relatively less capital and less sophisticated
technology and operating in rural conditions. They make their livelihood, by supplying
goods, mostly agricultural products, to the distribution networks in the market. As of 2007/8,
about 41 per cent population have had less than primary education, 20 per cent of villages
lose road access during the rainy season, and nearly 98% of wholesale and retail businesses
have no computer or internet facilities

Commission Agents. This subsector, as explained earlier, consists of those that arrange the
sale of someone else’s products for a commission or a fee. In Laos the sector is small, each
operating mostly as a small scale business. Key players are business agents or trading agents
who mediate and arrange deals between sellers and buyers; and import & export agents -
those among import and export companies - who arrange the export or import of someone
else’s goods for a fee. According to Lao Yellow Pages, there are about 23 business or trading
agents, and 74 import & export companies some of whom may be operating as commission
agents. Still this sector is small though its contribution to growth of trade could be
substantial. As the Lao economy grows and trading activities gather momentum, this sub-
sector will have the potential to expand. Developments in the communication sector such as
facilities for electronic commerce and mobile phones would be a boost to this sub-sector as
well as to other trading services.

Franchising. The lack of statistics limits analysis of this sub-sector as well. It too is quite
small in terms of numbers, but could be substantial in terms of turnover. The businesses
falling into this category include only a few foreign brand name users such as petroleum
products distributors - Caltex, Petro Viet Oil; Pepsi Cola; Koncept (a Thai furniture brand);
and electronic retailers (Panasonic, Samsung, and Nokia). As the Lao economy gets more
integrated regionally and globally, and depending on the extent and the pace of market access
permitted, franchising could play an important role in the distribution sector, particularly in
advent of supermarkets and department stores in the country.

Competitiveness. Competitiveness in the distribution services is essential to ensure supply of
quality consumer goods in the market at reasonable prices. It depends on a number of factors
such as the absence of undue restrictions on starting a business, prices, and imports; the
availability of efficient transport, communication and storage facilities etc. Unfortunately,
data indicate that Laos’ international overall ranking in the ease of doing business has
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worsened over the last three years from 167 in 2009 to 171 in 2011°" . However, a number of
measures taken by the government recently are expected to improve this situation as well as
competitiveness (see below).

Approximately 91 per cent of the businesses in the distribution sector are owned by the
private sector’”. Starting a business, particularly as an informal small-scale one, is relatively
easy except for the sale of items of security and health concerns. Formalities for starting a
formal business have been made less onerous in recent years with reforms to business
legislation. Several important steps have recently been taken by the government to simplify
business entry, such as elimination of the minimum capital requirement for starting a
business, introduction of a simplified business registration system in major provinces as part
of the Enterprise Law implementation™. A recently adopted Trade Facilitation Strategy and
Action Plan which aim to streamline customs procedures and improve cooperation among
border agencies in dealing with import and export clearing, and the elimination of price
control policy®® are also major reforms that will contribute to further improvement of
competitiveness in the market. However, some constraints that undermine competitiveness
still do seem to exist. These include difficulties relating to access to finance and skilled
labour, and tax payment formalities™.

Modernisation. The fact that nearly 99 per cent of wholesale and retail trade in the Laos is
small scale operations is indicative of the low level of development. As the markets
modernise together with the spread of supermarkets, the size of operations tend to be larger
and their numbers tend to be less. Infrastructure development, particularly the availability of
electricity and roads in rural areas, advanced land transport and information technologies,
skills development through better education and training facilities are essential ingredients for
modernisation of markets. Other requirements include regulatory, judicial and administrative
improvements. For a least developed country, modernisation of markets is bound to take
time, and should happen only at a sustainable pace — a pace consistent with the country’s
development and integration with the world economy. Too rapid modernisation characterised
by influx of too many large supermarkets could displace “mom-and pop” shops and lead to
concerns among those dependent on small businesses, as happened in Thailand.*

Logistics services. Logistics involve the integration of a range of services relating to flow of
goods and services from producers through the supply chain to consumers. This includes
transportation, packaging, warehousing, inventory, information, insurance, and security. A
well-functioning logistics system, particularly what can be referred to as third party logistics
(3PLs) providers who handle transit of products between suppliers, wholesalers and retailers,
is crucial to the growth of the distribution services. A multi-country study suggests that a

*! International Finance Corporation, Doing Business database. Available: http://www.doingbusiness.org.

32 Department of Statistics (2007).

33 The World Bank Lao PDR, Economic Monitor, May 2011.

** Decree on Administration of Prices of Goods and Fees of Services, No. 474/PM, Nov (2010).

* International Finance Corporation, ibid.

%% Displacement of many “mom and pop” shops in Thailand in the early 2000s by US European companies is
said to have led to some political tension (WTO. “Communication from Thailand: Assessment of Trade in
Services.” Document TN/S/W/4 (July 22), Special Session, Council for Trade in Services, WTO, 2002.
Geneva.
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transit delay of one day could reduce trade by 1 per cent.”’ Lao PDR’s land-lockedness and
substantial distance to the nearest ports in Thailand and/or Vietnam make costs of transport
of its imports and exports, in terms of the time taken to deliver the goods to or from the
nearest port, relatively more expensive than those of a country that has ready access to
seaports. An efficient logistics service would contribute to minimising these costs, which will
not only improve Lao PDR’s competitiveness in international trade but also contribute to the
efficiency of the distribution trade services within the country.

A World Bank Study® reveals that the overall logistics performance of the Lao PDR, as
measured by the 2009 Logistics Performance Index (LPI)*, has seen only a modest
improvement from 2007 to 2009. The overall performance indicator has improved from 2.25
to 2.45, on a scale of 1 to 5. However, while there have been improvements in some
component areas such as customs clearance and timeliness, the performance in terms of
improving the quality of trade and transport-related infrastructure and the perceptions of the
competence and quality of logistics services have declined over the same period. Compared
with regional countries, Laos (2.46 overall on the LPI) is well behind Thailand (3.29) and
Vietnam (2.96) but performing slightly better than Cambodia (2.37). Lao PDR also compares
favourably with the average for landlocked low-income countries. Compared to this
grouping, the Lao PDR is better than average on the measures of the efficiency of customs,
international shipments and timeliness, but below average on measures of infrastructure,
logistics competence and tracking and tracing.

Lao PDR’s road density is low — about 172 meters of road per square kilometre of land.** Of
the road network, nearly half is earthen, and only 14 per cent is sealed. About 1/5 of the rural
roads are not motorable during the rainy season.*' These factors contribute to relatively high
transport costs which can act like a non-tariff barrier to trade. Such costs seep through to
wholesale and retail trade impacting on the consumer prices. The sector that suffers most
from poorly developed logistics is rural agriculture. Poor road conditions and inadequate
information facilities make more costly for rural agricultural products to reach markets. Well-
developed logistic services would contribute to cost reductions by minimising transport time,
and would be beneficial to both Loas’ internal as well as external trade. It would certainly be
an essential element for a well-functioning distributions services sector. However, low
population density, low volumes of goods traffic, and remoteness of many rural areas would
limit the scope for rapid development of logistic services on a cost-benefit basis. At present
there are about 60 companies in the Laos that provide logistic services: about 2/3 them in
Vientiane, and the others in the provincial centres. Most of them have worldwide links, and
provide a variety of services: road transport, air transport, river transport, and shipping,
warehousing, and customised logistic solutions.

37 Djankov, S., Freund, C. & Pham, C. (2010),”Trading on Time”, The Review of Economics and Statistics,
92(1), 166.173: Reported in Alberto Bihar et.al. Export and International Logistics, Policy Research Paper
5691, World Bank, June 2011. p. 9.

* World Bank (2010).

% LPI is a measure compiled for comparing the overall logistics environment across countries. It is constructed
from assessments of performance of a number of logistics related items such as efficiency of customs, quality of
trade related infrastructure etc.

0 Source: Department of Statistics (2010).

*! Source: LECS 4.
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4. Review of Regulatory and Policy Framework

4.1 General

Legislative measures often reflect the policies of the government. As in other sectors, the Lao
government has carried out many trade reforms, some of them relevant to the distribution
services sector. These include privatization, reforms on price administration, import/export
administration, investment approval procedures and so forth. In the distribution sector, well
worked out regulatory framework is necessary to safeguard the interests of the distributors as
well as to enhance consumer welfare. However, sometimes too many regulations, or ill-
designed regulations, or the absence of essential regulations can act as barriers to trade on
the one hand and on the other adversely affect consumer welfare. In the course of preparation
for WTO accession, Laos has undertaken many legislative reforms including those to
improve the legislative framework applicable to the sector. While some regulatory reforms in
this area have been completed, some are still in the process of being drafted, and some
remain to be undertaken. This section reviews the legislative instruments that are being
currently applied and the agencies responsible for them. It will also indicate any deficiencies
in the regulatory system, and suggest improvements where necessary.

Several government agencies are responsible for implementing various laws and regulations
applicable to distribution services. The list of regulatory documents currently applied and
agencies responsible is given in Annex 5. The Department of Domestic Trade (DDT) of the
Ministry of Industry and Commerce (MOIC) has the primary responsibility over the sector
while other agencies co-regulate for certain products and practices that come within their
purview. This sub-section reviews legislations generally applicable to the distribution
services.

Decree on Goods Trading Business of 2001**, is the only piece of legislation that can be
considered as one covering the distribution sector as a whole. Coming under the
responsibility of DDT, its objectives are to promote production of consumer goods, ensure
the availability of “sufficient” goods in the market, ensure price stability, and improve living
standard of the people. Although it covers both wholesale and retail businesses, it does not
provide a clear distinction of the two. This legislative instrument is very basic, archaic, lacks
coverage of many essential elements (such as commission agents services, franchising, e-
commerce etc.), and therefore needs to be replaced with a more comprehensive one.

The Enterprise Law*, a significant legal instrument relevant to the distribution sector,
provides procedures and measures for the “incorporation, operation and management of
enterprises”, and thus applies to all enterprises in general including those in the distribution
services. It makes several significant improvements to streamline requirements for business
registration: reduces the time for registration approval to 10 days, except in the case of
certain businesses where technical review process is required*; provides for non-

*2 Government of the Lao PDR, Decree on Goods Trading Business No. 206/PM (2001).

* Government of the Lao PDR, Enterprise Law No. 205/PM (2005).

* Enterprise Law, Article 14 states: Upon receipt of a notification for enterprise registration, the enterprise
registration authority shall examine the nature of the business. If the business is not in the controlled list, the
authority shall consider issuing registration within ten working days from the date of receipt of the notice. In the
event the business falls within the list of controlled businesses, the authority shall immediately forward the
application to the concerned authority. Such authority shall consider the application within ten working days
(except in the case of certain businesses that require a longer technical review process) and issue enterprise
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discriminatory treatment between domestic and foreign businesses; and simplifies business
entry by eliminating minimum capital requirement for starting a business, introducing a
simple business registration system in major provinces, and providing for a ‘negative list’ of
sensitive businesses, thus making it clearer for the prospective investors than was the case
previously.

The Decree on Approval of the List of Controlled Businesses®, following the requirement
of the Enterprise Law, provides a “negative list” of activities that includes only sensitive
activities requiring line agency scrutiny before registration. In addition, it mandates line
authorities to abolish any legislations, procedures or approval requirements for the
registration of business activities that are not in the negative list.

The Decree on Import-Export of Goods™ is a recent reform in terms of meeting GATS
requirements. It introduces the concept of national treatment by providing for non-
discrimination between nationals and foreigners, and simplifies procedures for import and
export licensing by allowing for automatic licensing for some goods. The list of products
subject to automatic and non-automatic licensing also has been substantially reduced and
brought to be in compliant with WTO requirements. The import of goods subjected to SPS
and TBT measures no longer require an import license, and will only require an SPS or TBT
certificate from the respective authorities. This Decree also separates the right to import-
export goods from the right to distribute. Therefore, many import-export companies that
previously engaged in distribution services now have to either include the distribution
activity in enterprise registration certificate to have the right to distribute those goods, or to
give up the right to distribute.

The Decree on Price Administration™, also a recent reform measure, reflects a major change
in pricing policy. Previously, the focus was on applying price controls as a means of price
stabilisation. This decree recognises the role of the market in price determination and that the
State’s role is only to “apply price administration measures in case of necessity and on the
basis of non-discrimination and transparency”.

The Investment Promotion Law of 2009, another major reform, together with its
implementing Decree (2011)*, replaces previous domestic and foreign investment laws and
eliminates the need for new investors to obtain an investment license. It abolishes lengthy and
cumbersome licensing approval procedures for general investment activities, and creates a
level-playing field for both domestic and foreign investors. Under this law, foreign investors
in general business only need registration under the Enterprise Law, and they come under the
purview of MOIC, while the Ministry of Planning and Investment (MPI) retains
responsibility only for the administration of investments that qualify for special concessions
(such as tax holidays).

registration certificate no later than three working days. In the event that the enterprise registration certificate is
not issued, a written response with reasons shall be given to the applicant for enterprise registration.

*> Government of the Lao PDR, Decree on Approval of the List of Controlled Business No. 68/PM (2008)

*® Government of the Lao PDR, Decree on Import-Export of Goods, No. 144/GoL (2011)

“’Government of the Lao PDR , Decree on Administration of Prices of Goods and Fees of Services, No.
474/PM, Nov (2010).

*8 Government of the Lao PDR, Law on Investment Promotion No. 02/NA (2009),

* Government of the Lao PDR, Decree on the Implementation of the Investment Promotion Law No.119/PM
(2011)
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The Law on Consumer Protection’® is also a new initiative that has significant relevance to
distribution services. Currently, different government agencies are responsible for
implementing different aspects of consumer protection, a system that lacks coordination.
MOH is responsible for matters relating to quality control and safety of food and food
products, drugs and pharmaceuticals, MAF for quarantine of plants and livestock, while
MOST is also responsible for quality control of food products and for regulation of chemical
products, trade-marks, weights, standards, and quality control of goods and services. MOIC is
responsible mainly for price surveillance to ensure adequate supply of goods at fair prices to
the consumer. In addition, the Division of Economic Police assist other authorities in dealing
with the offending traders and businesses and investigate any complaints relevant to
economic activities brought to them by any person.

However, the weaknesses and inadequacies in their implementation and institutional
arrangements (such as the lack of coordination with other relevant agencies, inadequate
trained staff) have made these laws and regulations ineffective, and as a result many improper
trading practices (such as the absence of price marking and expiry dates where relevant,
improper documentation etc.) that impact adversely on the consumer exist in the market.
Legislation to bring all different jurisdictions relating to consumer protection measures under
one co-ordinated administration had been under consideration since 2004, but has been
finally enacted only recently in 2010, apparently pressured by an ASEAN initiative. DDT is
currently making preparations to implement this new law by about early 2012.

Decree on Trade Competition’', promulgated as early as in 2004, still remains to be
implemented. Legislative arrangements for adequate competition in the market is another
requirement for ensuring consumer welfare and quite relevant to distributions services.
Measures to prevent predatory behavior by dominant traders are essential to ensure fair
competition and consumer sovereignty and welfare. DDT, the agency responsible for this
subject, has no plans as yet to establish an institutional arrangement for regulation of
competition requirements in the market.

In addition to the regulations mentioned above, which are of a more general nature, there are
several other regulations and implementing authorities relevant to the distribution of certain
specific products.

4.2 Sectoral

Drugs and Medical Products
Distribution businesses of medical products in Lao PDR, apart from having to register under
the Enterprise Law, are regulated under the Law on Drugs and Medical Equipment’*

administered by MOH. This law aims to ensure safety and quality of drugs and medical
products sold. In this regard, criteria for the production and distribution of drugs and medical

*% Government of the Lao PDR, Law on Consumer Protection No. 02/NA (2010)

*! Government of the Lao PDR, Decree on Trade Competition, No. 15/PMO (2004).

> Government of the Lao PDR, Law on Drugs and Medical Equipment No. 01/NA (2000), Article 1: This law
defines principles, rules and measures relating to the management of growing, preservation, exploitation,
production, export, import, distribution, possession and use of drugs and medical products with the aim to
ensure the supply of drugs and medical products that are of good quality, safe and appropriately priced, in order
to prevent disease and provide treatment, and to ensure the good health of the population.
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products have been laid down. The wholesale distribution of drugs and medical products can
be carried out only by the permitted businesses such as drugs and medical products factories,
factory agencies and import-export companies and their branches.

In addition, only drug stores (or pharmacies) are authorized the retail sale of medical
products.”® Regulation on Small Pharmacy’* governs the distribution of drugs and medical
products, and medical equipment. It sets out conditions to be met by drugs stores on
residency requirements, medical related qualifications and experience, location, stores sign,
related documents to be placed in store and equipment used in the store. Meeting these
conditions is necessary for registration as an enterprise”. The operation times and staff
qualification requirements for drugs and medical equipment retail stores are given in the
Instruction on drugs retail sale.’® The Food and Drug Administration Committee’'is
responsible for making decisions on important issues at the national level regarding the
control of quality and safety of food and drug production, their import, export and
distribution.

Food Products

National Food Safety Policy’® plays an important role in food distribution services including
transportation, and import-export. The WTO requirements of Sanitary and Phyto-sanitary
(SPS) and Technical Barriers to Trade (TBT) create obligations on safety of food traded
internationally. The Food and Drug Administration Committee, referred to earlier, is
responsible for overseeing the National Food Safety Policy and formulating laws, regulations
and standards necessary for meeting these obligations.

The Food Law™ aims to control the quality and standard, in particular the safety, of food and
to regulate on the administration and inspection of activities relating to production and
distribution of food. Distribution of food within the country comprises the wholesale, retail
sale, storage and transport of food, and require compliance with specified laws and
regulations concerning the safety and quality (hygiene and nutrients) of food.

Tobacco and Alcohol
There is no specific law governing the distribution of alcohol. However, there is the Law on

Tobacco Control ®° which provides the principles and regulations for distribution of tobacco
in order to protect people’s health from negative impacts of cigarette smoking. The law

>3 Law on Drugs and Medical Equipment No. 01/NA (2000), Article 27: Conditions for Conducting Wholesale
Business Relating to Drugs and Medical Products: (a) be or have a pharmacist; (b) have no criminal record
relating to drugs and narcotic drugs; (c) have medical and business ethics; (d) have good health. At the same
time, the business must have the facilities necessary to ensure the quality of drugs and medical products such as:
standardized warehouses. Article 28. Conditions for Conducting Retail Sale Business Relating to Drugs and
Medical Products: (a) be or have a pharmacist, have a diploma of pharmacy, or be a physician authorised by the
Ministry of Health; (b) be a Lao national, or, if a foreign individual or eupatrid must have permanently resided
in the Lao PDR for not less than five years; (c¢) have medical and business ethics; (d) have no criminal record
relating to drugs and narcotic drugs; (e) have good health, and no mental or communicable disease.

>* Government of the Lao PDR, Regulation on Small Pharmacy No. 482/MOH Regarding (2002)

> Government of the Lao PDR, Regulation of MOH No. 482/MOH Regarding Small Pharmacy (2002)

*® Government of the Lao PDR, Instruction on drugs retail No. 1624/03.DFD (2003)

37 Established under National Food Safety Policy No. 020/MOH (2009), Part IV.1

*% Government of the Lao PDR, National Food Safety Policy No. 020/MOH (2009)

>° Government of the Lao PDR, The Food Law No. 04/NA (2004)

® Government of the Lao PDR, Law on Tobacco Control No. 07/NA (2009)
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provides for taxation, restrictions on smoking areas and distribution points, monitoring and
inspection of production, distribution, and buying-selling of tobacco products. The retail sale
of tobacco products requires prior approval, and their sale to persons under 18 years of age is
prohibited. Specific packaging and inclusion of warnings about the negative impact of
tobacco on the cigarette pack are mandated. MOH is the main authority who approves the
distribution of tobacco in cooperation with other line ministries in controlling the negative
effects of tobacco consumption.

Agricultural Products and Equipment

MAF is the principal authority that administers laws and regulations relating to protection of
plant and animal health, and therefore the distribution of animal and agricultural products,
and related equipment. Three regulative instruments®' provide the legal basis. Business
activities relating to livestock production and meat distribution and processing require prior
approval from MAF. Import and export of both agricultural and animal products are subject
to approval from MAF in addition to that from MOIC. MAF also impose geographical
limitations on the transport of imported animal products; an importer or distributor is
restricted from transporting the imported animal products to another province. In addition,
the veterinary services are required in order to prevent and control epidemic diseases of
animals.

Communication Equipment

Under the Law on Telecommunications®, MPTC regulates the distribution of
communication equipment, and also administers their registration and use within the country,
for monitoring for security and social order purposes. It also approves their technical
standards and quality to ensure compliance with international standards and agreements... In
view of the growing importance of IT services the Telecom Law is being revised, and a new
Decree on Internet Services is being promulgated in order for the authorities to be able to
better regulate and monitor the sector activities.

Technical Standards and Intellectual Property Rights

The Law on Standards ©, administered by MOST, regulates the standards of certain goods to
ensure the safety of consumers and the environment, and conformity with international
requirements. However, this law is not yet fully implemented, and its implementing Decree is
being prepared. Bottled beverages are regulated under Regulation on Bottled Drinking Water
(2006)** which specifies the standards and requirements for bottled drinking water. Food
safety standards are administered under the Regulation on Safe Food® which specifies
requirements for distribution, packaging, storage of food products. Food standards in Lao

%! Government of the Lao PDR, Law on Livestock Production and Veterinary Matters No. 03/NA (2008);
Decree on Animal Disease Control No. 206/PM (2007) MAF; Decree on Animal Inspection, Animal Products
and Goods related to Animal imported and transit Lao PDR No. 207/PM (2007)

®2 Government of the Lao PDR, Law on Telecommunications 02/NA (2001)

® Government of the Lao PDR, Law on Standard No. 13/NA (2007)

* Government of the Lao PDR , Bottled beverages are regulated under Regulation on Bottled Drinking Water
No. 585/MOH (2006)

® Government of the Lao PDR , Regulation on the Control on Production, Exported-Imported Safe Food No.
586/MOH (2006)
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PDR are based on the Codex Alimentarius standards, guidelines and recommendations. In
addition, Regulation on Labelling of Pre-packaged Food® elaborates food law and food
strategies by being a tool for controlling and monitoring the production, importation and
distribution of food in Lao PDR and ensuring compliance with the requirements for standards
and labelling. Food labels require to have the name of food, list of ingredients, net contents
and drained weight, name and address of the manufacturer or packer or distributor, date
markings and storage instructions for storage and use.

Intellectual Property Law®’, also administered by MOST, is considered inadequate to meet
the WTO requirements under TRIPS Agreement, and is being revised. At least, the law does
not seem to be adequately implemented as many faked products such as cheap copies of wrist
watches, mobile phones etc. are being sold openly in the market.

Protection of Public Morale and Public Order

Products such as books, magazines, newspapers, audio-visual goods which can impact on
public morale and public order are listed under the “negative lisf” referred to earlier, where
the approval from MICT is mandated in order to establish an enterprise to engage in import,
production or distribution of those products. According to the Law on Printing No. 05/NA
(2008), prior approval is required from MICT for the distribution of books and other printed
material. The Printing Management Authority has the authority to prohibit the sale of books
or printed matter that it deems necessary for protection of public morale and public safety.®®.

Logistic Services

The regulations applicable to logistics services come under the Land Transport Law®
administered by MPWT. This law determines, among other things, the regime for the
administration, organization, and operation of the domestic, international and cross-border
transport of goods. An enterprise providing logistics services is required to meet several
requirements such as technical capacity, professional competence, financial capacity, honesty
and integrity, roadworthiness of vehicles, and insurance. The law also provides for
compensation to customers for loss of or damage to goods carried by a transport provider.

In conclusion, the regulatory framework has improved considerably in recent years largely
due to the government’s reform efforts to bring it WTO consistent. As for those relevant to
distribution services, legislations relating to trading rights, prices, import licensing, business
registration, investment, and trade facilitation are compliant with WTO-GATS requirements.
Government is making a genuine effort to bring regulations in other key areas such as TBT,
SPS, and TRIPS (Trade Related Aspects of Intellectual Property Rights) into compliance
with WTO requirements, but is likely to take time as the work, which is ongoing, would
require substantial technical input. The legislative reforms hitherto completed have improved
substantially the level of Lao PDR’s openness in general. The new Investment Promotion
Law of 2009 and its implementing Decree of 2011 which brought about this high level of
openness will take time to have their effect, particularly in the distribution services sector. As
detailed in Section 6.3, there are some more inadequacies that need to be dealt with in order
for the sector to fully benefit from that openness.

®® Government of the Lao PDR, Regulation on Labelling of Pre-packaged Food No. 519/MOH (2009), Article 2
7 Law on Intellectual Property Law, No.08/NA, Dec., 2007.

®® Government of the Lao PDR, Law on Printing No. 05/NA (2008), Article 62

® Government of the Lao PDR, Law on Land Transport No. 13-97/NA (1997)
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5. Distribution Services Sector Commitments of Selected Countries

This section examines the commitments made for the Distribution Services Sector by fellow
ASEAN member countries both under ASEAN Framework Agreement on Services (AFAS)
and GATS, and those by selected land-locked least developed member countries under
GATS. In order to devise its negotiating strategy, it is important for Laos to understand how
other ASEAN countries have made commitments both under AFAS as well as under GATS.
Particular attention is focused on Cambodia (acceded in 2004) and Vietnam (acceded in
2007) who acceded to WTO in recent years and went through the same accession negotiation
process that Laos is going through presently. The sub-sectors and the products they have
opened up, what products they treated as sensitive and what timeframes and conditions they
have applied could throw much light on how Laos could design its own strategy. Similarly, it
would be relevant to look at the GATS commitments made by a few land-locked LDCs to see
what considerations, if any, have been taken into account of their being in that category. A
summary of Schedules of Specific Commitments of ASEAN member countries under AFAS,
and of selected countries under GATS is given in Annex 6. A tabular summary of these
commitments is provided in Table 4 below.

Table 4a: Summary of Distribution Services Sector Specific Commitments by ASEAN
Countries under AFAS and GATS

AFAS GATS
Member 4.a 4.b 4.c 4.d 4.e 4a |4b |4.c 4.d |4.e
Brunei
Cambodia | x X X X X X X X X X
Indonesia X
Laos X X X
Malaysia X X X X
Myanmar X X X
Philippines | x X X
Singapore | x X X X
Thailand X X X X X
Vietnam X X X X X X X X
Note: 4.a. Commission Agents' Services; 4.b. Wholesale Trade Services; 4.c Retailing Services; 4.d. Franchising;
4.e. Other.

Table 4b: Summary of GATS Distribution Services Sector
Specific Commitments by Nepal & Lesotho

GATS
Member 4.a 4.b 4.c 4.d
Nepal X X X
Lesotho X X X
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5.1 Comparison

AFAS Commitments. Of the ASEAN countries, Brunei has not made any commitments
either under AFAS or GATS. In terms of making commitments, Malaysia and Myanmar have
been relatively more open than others. Cambodia, Malaysia, Singapore and Vietnam have
made commitments in all the four main sub-sectors. Indonesia has made commitments in
wholesale trade only, while Philippines is the only country that made no commitments in
wholesale trade. Singapore has opened wholesale trade services without restrictions except
for pharmaceuticals and medical products. However, it is noteworthy that Singapore which
has a relatively more liberal trade regime than other countries has opened its retail trade only
for motor vehicles and spare parts.

Laos and Thailand have not made any commitments in retail trade. Products opened by most
countries include clothing and footwear; motor vehicles, motor cycles and spare parts; and
petroleum products. Foreign participation in supermarket retail business is open in Cambodia,
Malaysia and Myanmar. Only Myanmar and Malaysia allow wholesale or retail sale services
in pharmaceuticals and medical products, while retail sale of food and non-food groceries is
open in Cambodia (supermarkets only), Malaysia, Myanmar and Vietnam.

GATS Commitments: Thailand’s commitments both under AFAS and GATS have been
very limited, and under the latter more limited. GATS commitments of Cambodia and
Vietnam in the distribution services are basically the same as those made under AFAS.
However, what is important to note is that both countries made their commitments as
required under their WTO accession negotiations. In that respect their GATS commitments
are important for Laos to take note of. Also it is important to note that these two countries did
not offer to open more than what they had done for ASEAN.

There are 8 LDCs which are also LLDCs and WTO members. Of these, only two countries,
Nepal and Lesotho, have made Distribution services sector commitments. Lesotho, one of the
original members of WTO, has opened for a wide range of goods for both wholesale and
retail trade, but not made any commitments for commission agents’ services. Nepal, on the
other hand, has been more restrictive. Except for radio and television equipment, musical
instruments, and music records, tapes etc. Nepal has reserved the right to delay opening up of
other products, practically until such time that it is ready to do so. It opens for radio and
television equipment etc., in both wholesale and retail sale in Modes 1 and 2, and in Mode 3
market access foreign equity is allowed up to 80 per cent.

Mode 4 is unbound in most countries examined, for all subsectors. In some, it is unbound
except as provided for under horizontal commitments. Malaysia opens it for certain positions
in wholesale and retail sale services under market access; and Philippines opens it for
commission agents in respect of certain types of investments under market access.

No exemptions from national treatment are found in the recently acceded countries

considered, except Vietnam’s requirement under franchising for the chief of a foreign owned
or JV business to be a resident of Vietnam.
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Joint-venture requirements. Table 5 summarises foreign equity limits imposed by countries
under their respective commitments in both AFAS and GATS. Five countries have specified
maximum limits: Indonesia 49 per cent for supermarkets; Laos 49 per cent (clothing and
footwear); and Malaysia 30 per cent, where out of the 70 per cent local equity, 30 per cent is
reserved for bhumiputras. Myanmar specifies minimum limit of 30 per cent while
Philippines specifies different limits for different levels and different types of foreign
investment.

Table 5: Foreign equity limits for Joint ventures under AFAS & GATS commitments

6.

6.1

Country Sector Foreign equity Foreign equity
limit for joint limit for joint
ventures under ventures under
AFAS GATS

Cambodia All sectors Existing laws Existing laws

Indonesia wholesale 49%

Laos wholesale 49%

Malaysia wholesale & retail | 30%

Myanmar wholesale Not less than 30%

Philippines Commission agents | 40-100%

Retail sales 49%

Thailand All sectors 49%

Commission agents 49%

Vietnam 100% 100%

Nepal Commission agents 80%

Source: Respective schedules of commitments

Recommendations

Negotiating Strategy

The strategy should be guided by the national goals, principles and considerations given

below:

Guiding National Goals

As noted earlier, the government’s strategic goals relevant to the sub-sector are -

[0 achieving at least an annual growth rate of 8 per cent for GDP;

[ achieving growth rate of 6.5 per cent for the Services sector, and increasing its

contribution to GDP to 38 per cent;

[ graduating the country from the LDC status by 2020;

[0 making dynamic changes towards rural development and poverty eradication;
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[0 promoting SMEs, and the use of new technologies in order to raise productivity and
efficiency;

[0 continuing to emphasise gender equality;

[0 realising a greater market participation of SMEs so they can provide employment to
more than 85% of non-farm workforce;

[0 expanding retail markets to cover 80 per cent of village groups; and

[0 establishing rural enterprise units in at least 30 per cent of the villages

Guiding Principles

In opening the sector for foreign entry, the government should be guided by the three
principles: honesty, fairness, and justice. These principles are necessary to give confidence
to the prospective investors in the distribution businesses. Honesty will make investors
confident that there will be predictability of any major policy changes affecting them.
Fairness means that the government, in making commitments, will be fair to all parties
affected, the foreign and national businesses, domestic producers and the consumers.
Principle of justice is meant that the government will provide a reliable impartial legislative
and judicial system within which the distribution sector can function efficiently.

Guiding Considerations

Rights available under WTO rules. As an accession negotiating country, Laos is entitled to
impose, in its offer of commitments, any or all of six types of market access limitations
allowed under Article XVI, which include limitations on the number of service suppliers, on
the natural persons to be employed, equity participation etc. GATS rules (Articles XIV and
XIV bis) also provide for the adoption of such domestic regulations’® as may be necessary for
proper functioning of the trade sector, such as those relating to protection of human or plant
health, culture etc., and security interests. As a LDC, Laos is entitled to be flexible and to
seek from negotiating Working Party members, special treatment provided for in GATS
Articles IV and XIX in order to safeguard its interests and concerns. Where such interests and
concerns are identified, Laos should not hesitate to ask for special treatment.

Legislative and institutional capacity. As indicated in Section 4, a more comprehensive
legislative framework, and institutional and staffing improvements will need to be in place in
order for the authorities to properly manage and administer an extensively liberalized
distributions services sector. Hence a transition period may be needed for a fuller opening of
the sector.

Sustainability. Liberalization should be sustainable; meaning that opening of markets for
foreign participation should be bearable to the domestic participants (producers, traders and
employees). Excessive displacements in the form of business closures and job losses could
create social problems in the absence of social security arrangements. The country’s fiscal
resources are inadequate to provide for social security measures. Therefore, selected products

" Though these are general exceptions available to Member countries, acceding countries could take account of
them in designing their commitments.
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for liberalization should be those that are likely to have only a minimal adverse impact on the
domestic economy.

Gradual Approach. Trade liberalization, though desirable, can cause adjustment problems in
the short term. These could include, as explained earlier, closure of some businesses, job
losses, and loss of income. Particularly, small retail businesses as well as rural suppliers to
retail sector could be vulnerable to sudden overseas competition. Given the country’s
economic conditions, gradual approach would give time for domestic firms to adjust to new
levels and forms of competition; and as they develop capacity to withstand more competition,
more areas could be opened up.

Sector Interests. Distribution services sector is not fully developed. A large segment of the
rural population, most of them unskilled’', depends for their livelihood on the sector,
particularly the large informal sector. Most of the operations are small enterprises using
relatively little capital and technology. Thus, there is a need to be concerned about those
dependent on the sector. At the same time the sector needs to be developed so that it could
realize its full potential and contribute more to socio-economic development of the country.
For that to happen, the sector needs to be more productive and efficient through the injection
of more capital, better skills and technology. The strategy, therefore, may need to strike a
balance between these two considerations.

Competitiveness. As discussed earlier in Section 3, competitiveness in the distribution
services is essential to ensure productivity not only in the distribution services themselves but
also the other economic sectors that are linked to them through the supply chains. The effect
of opening to foreign firms could have both beneficial and adverse effects on competitiveness
of local distributors. The entry of foreign firms, particularly the large ones, could be a threat
to some smaller and less efficient businesses. Although this could be seen as an unfavorable
outcome, in the longer term it could be a beneficial effect, as those unable to survive
competitively would deploy their resources elsewhere where they could operate successfully,
thus enabling a more efficient allocation of resources in the economy. Given the low level of
development in terms of skills and know-how, such firms may need time to adjust to new
competitive environment and build up capacity to be more efficient.

Employment and skills development. Foreign firms entering will have more capital, be
larger in size, and benefit from economies of scale, and thus would tend to drive out smaller
firms causing loss of employment. However, distribution services, particularly retail trade,
being relatively more labour intensive, entry of new firms could open up new job
opportunities for local labour. Generation of such new job opportunities could outweigh any
possible loss of employment resulting from closures of some businesses. Also such job losses
could be short-term until such time the affected workers find alternative employment. In
order to ease or remedy the situation, facilities for skills training may need to be improved to
assist the affected. New firms themselves do sometimes train local workers to make them
more productive. Limitations on employment of foreign workers could encourage such firms
to train local employees.

Joint ventures. This business model provides opportunities for local entrepreneurs to open up
businesses within the country in partnership with a foreign investor. The local partner
benefits from the capital contribution as well as from transfers of technology, knowhow and

"' Only about 39% of adult population in urban areas have had any secondary education, and the number is
much less for the rural sector (LECS4).
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marketing techniques. The model is often used particularly by developing countries as a
means of attracting much needed foreign capital and at the same time promoting business
development involving the local entrepreneurs. It also provides opportunities for the local
entrepreneurs to gain experience in managerial roles in running businesses. Exposure to
foreign participation could also contribute to efficient growth of SMEs, enabling transfer of
skills and technologies, and improving access to overseas markets. At present, in Laos, over
90% of primary economic units are small enterprises. With greater exposure to new
technologies, better marketing techniques, the number of medium sized enterprises would
tend to increase.

In distribution services, joint ventures may be encouraged in order to promote SMEs as well
as to enable the sector to gain from benefits of foreign participation mentioned above. In
opening up distribution services, joint ventures may be encouraged and given preference over
100% foreign ownership. Under its investment promotion law, Laos provides for foreign
equity participation between 10-100% per cent’”. However, Laos is free to specify, in its
specific commitments, any foreign equity requirement different to what is provided for either
in its foreign investment promotion laws or its horizontal commitments. Consideration may
be given to limiting foreign equity to 30-49 per cent in specific activities in order to provide
local partners a controlling interest so that they could have better opportunities for learning
and at the same time gaining managerial experience, except in the case of large scale foreign
investments such as supermarkets and department stores.

Presence of natural persons. The Labour Law’> permits enterprises to employ foreign
workers up to 10 per cent of ordinary labour, and 20 per cent of skilled labour of an
enterprise, subject to approval by relevant authorities. However, in the distribution services
sector, the need for technical expertise is said to be relatively less, and there appears to be no
difficulty in obtaining general employment requirements locally. As such, in this sector, the
presence of foreign personnel may be restricted to managerial level, and not more than three
in each large establishment, and two in each smaller firm. Any request for additional foreign
employees may be considered on a case by case basis. Acceptable qualifications, preferably
at tertiary level, in relevant fields, may be required for such personnel.

Geographical Restrictions. Existing laws do not restrict opening of branches of a locally
registered joint-venture. However, as in Vietnam'*, consideration may be given to the need
for prior approval for branching subject to an Economic Needs Test”. The requirement of
ENT for branching is to enable authorities to evaluate whether the market needs the proposed
branching and ensure that local enterprises are inadequate for efficient supply of the product/s
concerned in order to prevent unnecessary competition from foreign owned distributors.

> Government of Lao PDR, Law on Investment Promotion, Article 10, No.02/NA, June., 2009.
7 Labour Law (Amended) No. 06/NA, 27 Dec 2006, Article 25.
™ Under Vietnam’s commitments, applications to establish more than one outlet are subject to pre-established

publicly available procedures, and approval is to be based on objective criteria; and the main criteria for the
ENT include the number of existing service suppliers in a particular area, the stability of market and geographic
scale.

> ENTs are used for determining the need for commitments in other Ares as well. For example, a number of EU
Member States have ENTs in retailing, sometimes in relation to large stores, and Korea has ENTs for different
types of wholesale trade services.
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6.2

Making Commitments

Even though the recent legislative reforms provide a liberal level of openness in general for
foreign participation, in view of the considerations given above, extensive opening of the
distribution services may be inadvisable. In particular, the sector’s characteristics, the
national goals relevant to it, and the need for dealing with the legislative, institutional and
staffing inadequacies have to be taken into account. On this basis it is recommended to
commit to a limited opening at the beginning, as detailed below, and to extend the coverage
after five years of accession if the socio-economic impact of the initial round of opening is
favorable. It is also recommended to apply the following to all sub-sectors:

0

for the products opened, full commitment in Modes 1 and 2, under Market Access and
National Treatment (accompanied by proper regulations, particularly on e-
commerce);

commitment in Mode 3 under National Treatment subject to laws relating to land use
by non-nationals;

Joint Ventures with 30-49% foreign equity, except in the case of large scale foreign
investments in supermarkets and department stores with a floor space of more than
2000 m?, where foreign equity may be extended to 100 per cent;

laws and regulations of Lao PDR especially those relating to foreign investment,
business registration, taxation, land use, immigration, except those applicable to
concession projects; and

limited commitment in Mode 4 under both Market Access and National Treatment:

not more than three foreign persons at managerial level in each larger firm;
- not more than two foreign persons at managerial level in each smaller firm;

- not more than two foreign technical staff (accountants and engineers) in each
firm; and all foreign personnel to have acceptable experience and relevant
academic qualifications at tertiary level.

- Any requests for additional foreign personnel may be considered on a case by
case basis.

6.2.1 Sub-sectors

(a) Commission agents’ services.

Provide full commitment. Being relatively less developed, this sub-sector has the
potential to grow as markets grow with more foreign participation. It is also a
complementary service for the growth of wholesale and retail trade, and can be
supplied even through Mode I. Hence full commitment will be beneficial and
bearable to domestic wholesale and retail traders.
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(b) Wholesale services:

Provide limited commitment. Products suggested for opening:
motor vehicles, motor cycles and spare parts;
bicycles and bicycle parts; and
building materials and hardware.

Wholesale businesses so opened should not be allowed to operate as retailers at the
same time, the objective being to promote local retail businesses. The wholesalers
should sell to retailers and other wholesalers only.

(¢) Retail sale services:
Provide full commitment for supermarkets and department stores with a floor space of
more than 2000 m?, for food and non-food products except pharmaceuticals.
Provide limited commitment for other retailing. Products suggested for opening:
textiles, clothing & footwear;

household appliances (kitchenware and electrical appliances);
radio, television, musical instruments and products; and
petroleum products

(d) Franchising: Provide full commitment subject to floor area restriction of not less
than 2000 m? for supermarkets and department stores.

Franchising will be a significant mode of access for international retailers because it
would enable local entrepreneurs to build shopping malls that include supermarkets with
a range of outlets for well-known franchise consumer brands and can thus be an
alternative to foreign-owned retail outlets. Floor space restriction will leave room for local
entrepreneurs to open smaller franchisee supermarkets.

6.2.2 Rationale for wholesale services commitments

(1 Quality vehicles are essential for transport sector development, a necessity for both
rural and urban transportation.

[l As for bicycles, there seems to be a need to promote their use as an affordable and
energy saving mode of personal transport, as is the case in most other countries.

[] Building materials and hardware are essential for the construction industry
particularly for construction of quality buildings. It is observed that many hardware
items currently used in both commercial and residential buildings are of low quality
resulting in constant breakdowns.

'] Opening only to wholesale is to reserve their retail trade to local entrepreneurs.

Furthermore these products are proposed to be available at wholesale outlets for local
retailers to buy. It would be cheaper for retailers, particularly those in outstations, to purchase
from a local wholesaler who will be able to supply at competitive prices due to economies of
scale, rather than to import by themselves. Of course there are a host of other products which
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can fall into similar category such as furniture. We consider that local retail trade in those
products is fairly well developed and they obtain their supplies partly from local producers
and partly from importers.

6.2.3 Rationale for retail sale services commitments

The proposed consumer durables are essential for improving quality of life. As household
incomes rise, the demand for these products with better quality will increase. Increased
supply of these goods will ensure improvements in quality, choice and prices to the
consumer. It will also crowd out many low quality goods (especially electrical and kitchen
appliances, television sets) currently sold in the market which breakdown too often.

As noted earlier, this sector consists largely of small businesses, about half of them informal
operators, and most source their supplies from local and rural producers. The sector thus
provides employment and livelihood to a large section of the adult population, with a good
proportion of it being unskilled, female, and relatively less educated. Excessive opening of
the retail trade to foreign participation could crowd out the mom-and-pop stores operated by
families with adverse social impact, resulting in loss of employment livelihood to many.
Limited opening will provide the needed exposure to competition which will improve
efficiency and better services to the consumer.

There are a few additional important reasons as to why these particular products are
proposed. Firstly, almost all of them are currently not produced locally and their distribution
more competitively would be beneficial to the consumer both in terms of quality and price.
Secondly, these are the products that most other countries that we studied have chosen for
market access opening, particularly under AFAS, and Cambodia and Vietnam under GATS.
Thirdly, the other consumer products such as food and non-food groceries are proposed to be
opened up only for large supermarkets, thus reserving their small scale distribution to local
enterprises.

Motor fuel and other petroleum products normally sold in petrol service centres is proposed
to be opened for foreign participation under both retail sale and franchising, as is the case in
most countries examined.

6.2.4 Achieving National Goals

The recommended strategy is aimed at:
[] limited opening of the distribution services but at the same time providing for some

competition and knowhow from overseas investors;

minimising the pains of adjustment of the domestic businesses and employees;
increasing the participation of local entrepreneurs and thus promoting SMEs;
providing more opportunities for upstream suppliers at the rural and village level; and

O O 0O O

promoting wholesale and retail sale businesses owned and managed by nationals.

That way it is designed to help achieving national goals, especially those relating to poverty
eradication; SME development; promoting rural enterprises, wholesale, retail sale, and
supermarkets trade; and socio-economic development.
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6.3 Regulatory, Policy, and Institutional Reforms
Regulatory Reforms

Regulatory measures that need to be introduced. The Decree on Goods Trading Business is
inadequate to properly regulate a modern distribution services sector, and therefore needs to
be replaced with a more comprehensive legislation. There are many subject areas relevant to
the sector that it, or any other law in Lao PDR, does not cover, or does not cover adequately.
For instance, currently the only legal redress available for commission agents and franchises
is under the provisions of the Law on Contract and Tort”, which is inadequate. The list of
subject areas that need to be covered in new legislations include the following:

franchising, commission agents, sales promotion activities, commercial
advertising, trade fairs and exhibitions, trade representatives services,
goods auctions, bidding for goods, goods transit services, good
assessment services, good assessors’ services, leasing of goods,
commercial dispute settlement, and multilevel marketing, and
e-commerce.

Among the neighbouring countries, Vietnam has a fairly comprehensive legislation -
Commercial Law’’ that covers almost all general subjects relevant to the distribution
services. Lao authorities could use this law as a basis for drafting a comprehensive legislation
for LAO PDR’s distribution sector.

The Department of Domestic Trade (DDT) of MOIC, being the agency responsible for the
distribution services sector, should initiate drafting of legislation covering above mentioned
subject areas. Instead of having all subjects covered in one large volume as in Vietnam, it
would be better to have separate relatively smaller legal instruments for each major subject
like commission agents, franchising, and one or two instruments covering other subjects.

DDT also should undertake a thorough study of the current legislative provisions relevant to
the distribution sector, including those administered by line agencies, with a view to
identifying any omissions relevant to the sector, and incorporating them either in its own
legislation or recommending to line agencies to do the same. For instance, Food and Drug
Department expressed concern about print and electronic advertising whereby sellers using
food and drug import certificates to authenticate the claims made for their products, and said
that a food or drug import certificate cannot be used as a supporting reference document to
advertise the product, and consumers need to be protected from substandard products sold
through such means’®. MOST is said to be drafting a law on e-commerce, and DDT would
need to coordinate with that agency to ensure that all necessary aspects, especially those
relevant to distribution sector, are covered in the new legislation.

Legislative measures that remain to be implemented. Legislations that have been enacted
but yet to be implemented include the Decree on Competition, the Law on Consumer
Protection, and the Law on Standards. Implementation of these instruments, as soon as

’® Government of Lao PDR, Law on Contract and Tort No. 01/NA (2008).
" Democratic Republic of Vietnam, Commercial Law (Revised), 2005.
™ Vientiane Times, 1 July 2011.
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possible, would also be important for a well-functioning distribution services sector. Relating
to standards, Lao is also obliged to fulfil its duty as an ASEAN member to follow the
ASEAN Harmonization of Standards which aims to remove trade barriers that may exist
because of divergent standards, testing, certification and regulatory practices among the
ASEAN member countries.” Competition law is necessary to ensure a proper competitive
environment, particularly after possible liberalization of the sector, in order to protect smaller
firms from uncompetitive behaviour by more powerful firms. Similarly, consumer protection
law is important to protect the consumer from improper practices by traders. Furthermore, as
recently indicated by the Head of Food and Drugs Department, two laws - one on Drugs and
the other on Food, need to be revised in line with the changes in the international
environment, especially to be consistent with the requirements of WTO (as well as laws of
ASEAN countries)™.

Lao PDR’s regulatory reforms in distribution services will also be its contribution as an
ASEAN member in that ASEAN aims to enhance cooperation in services amongst Member
States in order to improve the efficiency and competitiveness, diversify production capacity,
and distribution of services of their service suppliers within and outside ASEAN.*' The
efficiency of the sector is crucial to ensuring that consumers have access to a wide variety of
goods at competitive prices. Failure of the distribution sector to perform well — which can
arise if government policies restrict competition — can lead to a significant misallocation of
resources and economic costs. Moreover, Lao PDR should prepare its legal framework to
facilitate ASEAN vision in improving the integration and efficiency of transport and logistics
services in the region.*”

Implementation weaknesses that need to be addressed. Although some good legislative
measures exist, there seem to be weaknesses in implementation in some agencies largely due
to staffing and training inadequacies. Casual visits to trading establishments reveal that
regulations relating to, for instance, food safety, the sale of medical products, weights and
measures are not fully adhered to. This is said to be largely due to the lack of adequate
inspection staff. Also, it was revealed that agencies such MOH, MAF, MOST require more
trained staff to be able to effectively carry out responsibilities under their respective
legislations.

Policy improvements
Further policy improvements are necessary in order to support the future growth of the

distribution services. These relate largely to prioritising some of the activities that are under
way in one form or another:

7 Harmonisation of Standards in ASEAN, List of that can be passed through ASEAN with The International
Electrotechnical Commission (IEC) Standard, http://www.aseansec.org/7185.htm

% Vientiane Times, 2 July 2011.

' ASEAN Website.

82 Kris Bayos, ASEAN to harmonize transportation system, April 26 2011, accessed 30 July 2011,
http://www.mb.com.ph/node/315721/a: the ASEAN Framework Agreement on the Facilitation of Goods in
Transit meant to simplify transport, trade and customs regulation; the Framework Agreement on Facilitation of
Inter-State Transport aimed at integrating regional economies and facilitate inter-state transport of goods; and
the Framework Agreement on Multi-Modal Transport designed to stimulate efficient multi-modal transport
services adequate to the requirements of the international trade.
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(a) improving education and training facilities in commerce, accounting, and information
technology by providing for more technical colleges, in order to enhance capacity
building; and enhancing opportunities for female participation in them;

(b) facilitating improvements to rural roads, and road transport services; and removing
any remaining barriers and obstacles to transport of goods from one area to another
(other than those on human, animal, and plant health considerations), with a view to
strengthening linkages with local economy;

(c) implementing competition and consumer protection legislations in order to enhance
socio-economic developmental benefits from possible further growth of the (formal)
distribution services sector;

(d) addressing problems faced by business sector relating to payment of taxes, and
obtaining finance;

(e) simplifying tax rates for small businesses as a promotional measure; and

(f) improving the quality of logistic services with revised regulatory requirements for
tracking and tracing facilities.

Institutional Improvements

Currently DDT seems to be lacking in adequately trained staff to effectively carry out its
responsibilities relating to the sector. It needs to be able understand and initiate the legislative
reforms required to properly regulate the sector. Furthermore, currently its data collation, and
possibly data collection, procedures are inadequate. It should arrange to collect time series
data on a range of items (number of firms and their geographical distribution, investment,
turnover, employment etc.) separately for each of the subsectors (wholesale, retail sale,
commission agents, and franchises). Currently, the data it collects are inadequate for future
policy analysis relating to the sector. The department, therefore, needs to undertake a
capacity building programmes in these respects.

DDT also needs to make institutional arrangements to implement legislations on competition
and consumer protection. Its current plan is only to set up the Commission for Consumer
Protection. Ideally, the functions of the proposed Commission should be expanded to include
the implementation of the competition law as well, and name it as Fair Trading Commission.
The Commission should be made independent enough to carry out its functions without fear
or favour.

7 Impact Analysis

Recommended liberalisation is limited to a few products and leaves out many, as many other
countries do. Trade in these products in the Lao PDR, is already liberal to a large extent. The
main effect of liberalisation will be to open up more joint ventures with foreign investors, and
to improve the supply of better quality products in the market. However, it is not possible to
estimate, beforehand, the exact extent of that effect. As such, a proper ex ante statistical
analysis of the impact of the proposed liberalisation is not possible, and what is provided is
largely a descriptive analysis.

Looking at the international experience, studies have found that, because of its strong
linkages with the rest of the economy, even a limited liberalisation of the distribution sector,
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despite short-term adjustment costs, has generally resulted in significant benefits. These
include: efficiency improvements resulting from increased competition; better prices, quality
and choice to the consumer; productivity improvements due to advanced skills, and exposure
to better production methods and technology; and marketing improvements.*

The recommended strategy being limited commitments, its impact would not be extensive,
However, we could expect that partial liberalisation, together with improvements in
regulatory and investment environment, will result in the medium to longer term, in some
significant impacts on the economy, investment, employment, and consumer welfare, which
would on the whole be sustainable and bearable.

7.1 Impact on sub-sectors

With respect to all sub-sectors, the implication of the recommended liberalisation package is
that foreign entrepreneurs will be able to set up operations within the country as joint
ventures with local partners. Local entrepreneurs will have increased opportunities to form
joint ventures with foreign partners, gain from their experience, know-how and technologies.

Commission Agents services.

Hitherto this sub-sector has been relatively less developed, and proposed opening can be
expected to promote its growth. Local businesses will have more opportunities to form joint
ventures with participation of foreign agents. Local partners will gain experience and
knowhow from foreign participants. As commission agents often trade as wholesalers by
supplying to retailers and other wholesalers on behalf of producers, an increase in their
services, relating to products opened, would be complementary to the growth of wholesale
and retail trade in the country. Their services will increase marketing links between
producers and sellers leading to efficiency improvements, and reduction in transaction costs.

Wholesale trade. Wholesalers who also act as retailers already exist in the Lao market.
Liberalisation is not likely to result in a substantial increase in the volume of new investments
and the sales in the short-term, for two reasons: one, imports in these products are already
liberalised and many firms are in business, and the other, vehicles and building materials
require high capital outlay. In the medium to long-term, the significant impact though would
be opportunities for local businesses to form joint ventures with foreign investors and thus be
able to gain better experience. There will also be the supply of better quality products which
will be available to local retailers. Markets for motorcycles and bicycles will extend even to
rural areas as retailers would be able to obtain supplies from local wholesalers. The increased
availability of better quality bicycles at competitive prices can be expected to make the use of
bicycles more popular as an energy saving, cheaper and more environmentally friendly mode
of transport.

Retail trade. The proposed opening in this sub-sector also will increase opportunities for
local entrepreneurs to form joint-ventures with foreign partners, and to have a controlling

% More information of research findings on the impact of distribution sector liberalisation, see WTO (2010).
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interest in them, and to gain from aforementioned benefits. It is also expected to contribute to
building up of an experienced local entrepreneurial class; and a more efficient and productive
retail trade sector.

Retail sale of goods by overseas retailers also could increase under Mode 1 through e-
commerce where delivery will occur by courier or post (both surface and air) to individual
consumers. This mode of sale could rise as the use of Internet increases particularly through
the spread of Internet cafes which has increased substantially in the city centres, and provide
more choice to the consumer.

Service stations for retail distribution of gasoline, with greater foreign participation under
both franchising and individual foreign investors will improve efficiency and quality of
services. They will also tend to open up convenience stores within their premises and thus be
of better service to the customers.

Minimum floor space limit imposed for supermarkets and department stores is likely to result
in opening of a few such stores, such as branches of large regional supermarket giants like
Tesco and Big-C, in major towns. Currently hundreds of Lao residents daily cross over to
Thai side of the border for shopping at supermarkets contributing millions of Kip including
sales taxes to the Thai economy®’. The availability of similar marketing facilities within will
minimize the need for such trips, increase the volume of retail trade within the country, and
increase domestic tax revenue, which together will impact favourably on the domestic
economy.

The impact of opening of larger size stores would be to reduce the number of smaller stores.

At present in the Vientiane Capital, for instance, there are about 16822 (as of 2006)
wholesale and retail sale shops, majority of which are small shops. This works out to about a
shop for every 41 persons™. After opening of supermarkets and department stores, the
number of small and medium size shops will tend to reduce and the population per shop to
increase.

Franchising. As with commission agents, this subsector is proposed to be open for foreign
participation with relatively less restrictions. Investors, both local and foreign, will utilise this
format to use established foreign trademarks, brand names, and even supermarket chains, to
set up a few supermarkets and department stores in the major cities, as well as gasoline
stations.’ In this format, the franchisees will stand to benefit with assistance from franchisors
in areas such as marketing, training, customer relations, accounting, retaining ownership and
a degree of management and control over the establishment. As such, the quality of their
products as well as the services will improve. The number of franchises in the country will
tend to increase, and there will be a need for the authorities to make regulatory and
administrative arrangements for proper functioning of the sub-sector.

¥ 1t is reported that Lao shoppers in Nongkhai and Udonthani spend about 1 billion Baht a year and pay 7% as
VAT (Vientiane Times, 4 August, 2011.

% Lao Department of Statistics (2007).

% For example, in Vientiane already one such store has been established (M-point Mart), and arrangements are
reportedly under way for another (Big C).
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7.2 Impact on the economy
On Gross Domestic Product (GDP)

Impact on the GDP can be looked at, with the usual ceteris paribus assumption, from the
value added by distribution sector and by other sectors with which it interacts. It can also be
examined, similarly, from the expenditure side, particularly the consumption and investment
expenditures. With liberalisation, the value added in the sector will increase, most likely
more than proportionately with other sectors. Thus its contribution to GDP, both absolutely
and as a proportion, would increase. Currently, wholesale and retail sale services together
contribute about 15.4 per cent of GDP. Proposed opening will lead to increased volumes of
sales of those products as well as those distributed by supermarkets; and with increased
efficiency and productivity from exposure to competition and better technology, the overall
value added in the distribution sector will increase. At the same time the sector’s interaction
with other sectors - agriculture, industry and other services - (through both forward and
backward linkages) will cause these sectors’ value added also to rise, thereby making a
positive impact on the GDP. Looking at it from the expenditure side too, it can be expected
that liberalisation will cause consumption and investment expenditures to rise: liberalisation
is likely to increase investment in the sector as well as in the other sectors with which it
interacts, and similarly will increase employment in the sector and other sectors. Either way,
through increased expenditures or increased value added, the increase in GDP will be the
same, but can be expected to be significant.

On Investment

In Laos, foreign direct investment (FDI) flows have been erratic, substantially high in some
years and very low in other years. In order to smooth out we converted the annual data to 3-
year annual averages for the periods 2003-2005 and 2007-2009 — see Table 6.

Table 6: Foreign Direct Investment: Annual Average US$ ‘000

Sector 2003-2005 2007-2009
Trade sector 8,500 12,793
All sectors 701,506 1,866,509

Source: Department of Statistics, Lao PDR

In the trade sector, FDI has increased over the years, but at a much less rate than for all
sectors. From 2003-2005 to 2007-20009 it has increased by an annual average of 10.8 per cent
compared to the 27.7 per cent for all sectors. Trade sector’s share of total FDI has declined
from 1.2 per cent to 0.7 per cent between the two periods. This may be mainly a result of the
bulk of FDI going into larger capital intensive projects like mining and energy sectors,
increasingly in recent years. Also, in comparison, for instance, with Vietnam the share of FDI
in the trade sector is relatively low. In Vietnam, which also partially liberalised its
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distribution sector on accession, trade sector’s share of FDI increased gradually from about
0.5 per cent in earlier years to 1.1 per cent in 2009*”. Such a trend could be expected in Laos
as a result of the distribution sector’s liberalisation. After accession, based on Vietnam’s
experience, Laos could expect its FDI in the trade sector to reach close to 1.0 per cent of
country’s total, in which case, based on Table 6, FDI flows to the sector could increase from
the present annual average growth rate of 10.8 per cent to 21.7 per cent.

On employment and income

Employment is a function of, among others, investment, economic activities, and the degree
of capital intensity in those economic activities. Being a relatively labour intensive industry,
distribution services sector can be expected to generate additional employment as a result of
increased investment and the growth of the sector after liberalisation. Available data indicate
that current employment in the wholesale and retail sale sector amount to about 23 per cent of
the total employed in all economic activities in the country.*® This is about 60 per cent higher
than the sector’s share in the GDP. As the sector’s share in the GDP increases as expected, its
contribution to employment generation will rise further.

Income is largely a function of productivity. With increased exposure to competition and
better technology, and opportunities for skills development after liberalisation, labour
productivity can be expected to improve and with that employee incomes.

On competition and consumer welfare

Increased foreign participation in the distribution networks, particularly the opening of larger
retail outlets can be expected to pose stiff competition to the local retails shops. This may
crowd out some small and inefficient businesses, and as a result some less skilled may lose
employment. Government may have to arrange for skills and business training programmes
to enable such persons to improve their employment prospects. However, judging by
international evidence, the long-term impact of such competition would be to bring about an
overall improvement in the sector. As mentioned earlier, competition will improve efficiency
and productivity which together will result in better prices, quality and choice, all of which
will improve consumer welfare. The proposed regulatory and institutional improvements in
consumer protection and competition will ensure a healthy growth of the sector, and
maximum benefits to the consumer.

On infrastructure and environment

As with other sectors, growth of the distribution services sector will also have some impact
on the infrastructure and environment. It will increase the demand for better logistics, better
roads, more utility services (electricity, gas, water, sewerage, and garbage disposal).
Regulations may need to be in place to ensure firms take appropriate measures for garbage
disposal and vehicle parking where necessary.

87 General Statistics Office of Vietnam.
88 Department of Statistics, unpublished database of Economic Census, 2006.
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8. Summary
8.1 Summary of Findings

The distribution services sector is an essential infrastructure that, together with its links with
other services such as logistics, transport, and communication, impacts immensely on goods
trade. For most countries, the sector makes a significant contribution to the economy. In the
Lao PDR, the sector is under-developed and is dominated by retail trade accounting for about
98 per cent of the total wholesale and retail trade together. Counting wholesale and retail
trade only, the sector contributes about 15 per cent of GDP, 23 per cent of employment, and
comprises nearly two-thirds of total enterprises in the country. About 61 per cent of
wholesale and retail sale businesses are in the informal sector. Nearly 99 per cent of
enterprises in the sector are small sized, single Laotian owned, earning less than K30 million
per month.

In contrast to its importance, or may be because of that importance, it is one of the services
sectors where WTO members have made fewest commitments. Also, many member
countries, both the developed and developing, have excluded from their commitments, many
products, which include mostly agricultural, health and security related products. So, it is not
surprising that many member countries have made limited commitments both under AFAS
and GATS. Older ASEAN-WTO members, except Thailand, have not made any
commitments in the sector. Only the new members, as required under accession negotiations,
have made some commitments.

However, studies have found that, because of its strong linkages with the rest of the
economy, even a limited liberalisation of the distribution sector, despite short-term
adjustment costs, can result in significant benefits in terms of efficiency improvements; better
prices, quality and choice to the consumer; productivity improvements due to advanced
skills, better production methods and technology; and marketing improvements.

The regulatory regime applicable to distribution services has improved considerably over the
past several years in the course of reforms undertaken in preparation for the WTO accession.
This has improved the level of openness for market access. However, there are some
legislative, institutional and staffing inadequacies that have to be dealt with in order for the
sector to function efficiently.

8.2 Summary of Recommendations
(i) Negotiating Strategy
Detailed recommendations are given in Section 6. Briefly:

(a) the negotiating strategy should be guided by:
[l the relevant national goals, particularly those relating to development of
SMEs, retail trade, and rural markets;
[l principles of honesty, fairness and justice,
[ rights available under GATS rules;
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[l the need for sustainability, gradual approach to opening the sector for foreign
entry; and

[l 1identified implications of liberalisation for the subsectors, competition,
employment, and skills development.

(b) limit foreign equity in joint-ventures in all subsectors to 30-49 per cent, except in the
case of large scale foreign investments in supermarkets and department stores with a
floor space of more than 2000 m?, where foreign equity may be extended to 100 per
cent;

(c) provide commitment in Mode 3 under National Treatment for all sub-sectors, subject
to land-use laws applicable to non-nationals;

(d) provide limited commitment in Mode 4 as detailed in Section 6.

(e) provide full commitment for commission agents, subject to (b)-(d);

(f) provide full commitment for franchising, subject to (b)-(d) and floor space limitation
of not less than 2000 m? in case of supermarkets and department stores; and

(g) provide commitment for selected goods for wholesale and retail sale services, subject
to (b)-(d).

(ii) Regulatory Improvements
Legislative measures that need to be introduced:

DDT should introduce legislation for a well-functioning distribution services sector. Such
legislation may be based on Vietnam’s Commercial Law of 2005, and should cover at least
the following subject areas:

commission agents’ services, franchising, sales promotion activities,
commercial advertising, trade fairs and exhibitions, trade
representatives services, goods auctions, bidding for goods, goods
transit services, good assessment services, good assessors’ services,
leasing of goods, commercial dispute settlement, and multilevel
marketing, and e-commerce.

DDT in coordination with MPWT should review and revise existing legislation
governing logistics services with a view to improving the quality of logistics
services.

Legislative measures that remain to be implemented:
DDT should implement legislations on Competition and Consumer Protection; and

MOST should implement the Law on Standards and ensure the Law on Intellectual Property
Rights meets WTO requirements.
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Implementation weaknesses that need to be addressed:

Agencies such as MOH, MAF, and MOST should improve their inspection capacity (relating
to food safety, the sale of medical products, weights and measures) with more trained staff.
(iii) Policy Improvements

For enhancing capacity: improve education and training in commerce, accounting, and
information technology; and provide for increased female participation in them.

For strengthening linkages with local economy: prioritize rural road improvement, and
promote road transport services; remove any remaining barriers and obstacles to transport of
goods from one area to another (other than those on human, animal, and plant health
considerations); and improve the quality of logistic services through regulatory requirements
for these services to enhance tracking and tracing facilities.

For enhancing social, economic and developmental benefits from possible further growth of
the (formal) distribution services sector: implement competition and consumer protection
legislations.

For improving ease of doing business: address problems faced by business sector relating to
payment of taxes, and obtaining finance; and provide simplified tax rates for small
businesses.

(iv) Institutional Improvements

Upgrade capacity of DDT through skills development programmes in order to overcome its
existing weaknesses in formulating legislative instruments, and data collection and collation,
particularly relating to the distribution services sector.

Set up an independent Fair Trading Commission to implement legislations on competition
policy and consumer protection.

8.3 Impact

[0 On the sub-sectors:
Favourable on all sub-sectors.

[l On the economy:
Positive on GDP, employment, and consumer welfare; and

Positive on achieving National Goals for SMEs, rural enterprises, wholesale and retail
trade development.

40



References

Arkell, Julian (2010), "Market Structure, Liberalization, and Trade: The Case of Distribution
Services", in Cattaneo, Engman, Saez, and Stern (eds.), International Trade in Services;

New Trends and Opportunities for Developing Countries, World Bank, Washington DC,
pp.141-176.

Arnold, John, with Assistance from Dr. Ruth Banomyong and Nipawis Ritthironk (2003),
Logistics Development and Trade Facilitation in Lao PDR, World Bank.

Dahanayake, Sirisena (2005), Making Markets Work Better for Development and the Poor in
Lao PDR, UNCTAD.

Djankov, S., Freund, C. & Pham, C. (2010), “Trading on Time”, The Review of Economics
and Statistics, 92(1), 166.173.: Reported in Alberto Bihar et.al. Export and International
Logistics, Policy Research Paper 5691, World Bank, June 2011.

Lao PDR Department of Statistics (2004), Lao Expenditure and Consumption Survey of
2002/3 (LECS 3), Vientiane.

Lao PDR Department of Statistics (2007), Report of Economic Census, 2006, Vol 1,
Vientiane.

Lao PDR Department of Statistics (2009), Lao Expenditure and Consumption Survey of
2007/8 (LECS 4), Vientiane.

Lao PDR Department of Statistics (2010), Lao PDR Statistics Yearbook, 2009.

Lao PDR Ministry of Planning & Investment (2011), the Seventh National Socio-Economic
Development Plan (2011-2015) - Executive Summary (Draft), Vientiane. June.

Lord, Montague (2010), Implications of WTO Accession for Insurance Sector of Laos,
Ministry of Industry and Commerce, Lao PDR, July, Vientiane.

Lord, Montague (2010), Implications of WTO Accession for Selected Domestic Industries of
Laos, Ministry of Industry & Commerce, Lao PDR, Vientiane

Roy, Martin, Juan Marchetti and Hoe Lim (2006), Services Liberalization in the New
Generation of Preferential Trade Agreements (PTAs): How Much Further than the GATS?
WTO, Sept., Geneva.

World Bank (2010), “Trade Development Briefing Note: Lao PDR Trade Facilitation
Performance - an update from the 2010 Logistics Performance Index”, Issue 2, January,
Vientiane.

World Bank, Lao PDR Economic Monitor, Various Issues. Vientiane Office.

WTO Secretariat (2010), Distribution Services — Background Note, 29 October, Geneva.

41



WTO Secretariat (2003), “Guidelines for Accession of Least Developed Countries,” Annex
4, Document No. WT/L/508, 20 January. Available at:
www.wto.org/english/thewto_e/acc_e/cbt_course e/annex4_e.doc

42



Annex 1: Regional distribution of wholesale and retail enterprises

Cod Name of ‘Wholesal Retai Tota All
1 [|Vientiane 459 16,363 16,822 28,784
2 |Phongsal 11 1,371 1,382 1,824
3 |Luangnamth 20 1,806 1,826 2,391
4 [Oudomxa 37 2,397 2,434 4,484
5 |Boke 30 1,637 1,667 3,049
6 |Luangpraban 61 4,949 5,010 9,604
7 |Houaphan 47 2,522 2,569 3,762
8 |Xayabour 57 4,214 4,271 8,722
9 [Xiengkhouan 62 2,783 2,845 4,181
10 |Vientian 114 7,127 7,241 12,696
11 |Borikhamxa 53 3,274 3,327 6,285
12 |Khammouan 53 3,986 4,039 7,148
13 |Savannakhe 133 8,713 8,846 14,422
14 [Saravan 36 2,760 2,796 4,575
15 |Sekong 4 838 842 1,282
16 |Champasac 67 6,911 6,978 11,588
17 |Attape 17 1,265 1,282 2,116
Tota 1,261 72,916 74,177 126,913
Sourc : Economic Census 2006 , Department of , Lao PDR
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Annex 2: Number and share of wholesale and retail enterprises by legal organization

Domestic . Private Prvivate Private Domestic State an.d State and
. NP ForeignSingle . . . Domestic . . Stae Owned
Activities (laotian)sigle > . Domestic Foreign and Foreign . Cooperation Foeign R Total
Proprietorshi Proprietorship Pratnership | Praprietorshi Pratnershi Private Pratnershi Enterprives
p p P P P P Pratnership P
Wholcsale 1,500 57 25 6 2 3 1 8 24 1,626
Retail 71,293 1,039 92 27 19 25 2 18 36 72,551
total 72,793 1,096 117 33 21 28 3 26 60 74,177
Total economic units 122,988 2,059 459 155 154 101 253 102 642 126,913
Share of the number of economic units by economic activities and legalorganization
Wholesale 122 2.77 545 3.87 130 297 0.98 3.16 3.74 25.46
Retail 57.97 50.46 20.04 17.42 12.34 24.75 1.96 7.11 5.61 197.66
Total 59.19 53.23 25.49 21.29 13.64 27.72 2.94 10.28 9.35 223.12

Annex 3: Number of employees in wholesale and retail enterprises by monthly income size

. Small enterprises< Medlum to lz_n'ge No. of formal | No. of informal
Activities No. employed 30kin/month size enterprises nterpri nterpri
ip/mo > 30kip/ month enterprises enterprises
Wholesale 8,267 1425 201 1,881 973
Retail 70,774 71,890 661 27,131 44,192
Total 79,041 73,315 862 29,012 45,165
Country total 345,723 124,259 2,654 51,315 75,598

Source: Economic Census 0f2006, Department of Statistics, Lao PDR
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Annex 4: Distribution of Traditional open markets in Laos (2009-2010)

No. Provinces Total No. | No. of big markets | No. of medium markets | No. of small markets | No. of trade faire | Rural markets
1| Phongsaly 10 1 3 3 3 0
2 | Luangnamtha 13 2 1 10 0 0
3 | Oudomxay 52 2 13 7 30 0
4 | Bokeo 34 1 2 27 4 0
5| Luangprabang 76 5 5 13 53 0
6 | Huaphanh 21 1 2 18 0 0
7 | Xayabury 39 7 9 16 7 0
8 | Vientiane C. 82 13 14 55 0 0
9 | Xiengkhuang 43 3 0 20 2 18
10 [ Vientiane 43 11 16 15 1 0
11 Borikhamxay 25 2 5 18 0 0
12 | Khammuane 34 10 8 16 0 0
13 [ Savannakhet 64 14 8 31 11 0
14| Saravane 18 3 6 9 0 0
15 | Sekong 8 2 3 3 0 0
16 | Champasack 39 7 8 24 0 0
17 | Attapeu 14 1 5 3 5 0

Total 615 85 108 288 116 18

Source: Departmet of Domestic Trade, Ministry of Industry and Commerce, Lao PDR.
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Annex 5: Regulatory Documents Governing the Distribution Services Sector

Subject

Agency
Responsible

Regulatory Instrument/s

Status

Overall purview

Imports & exports

Investment

MOIC: Dept of
Domestic Trade
-do-
-do-
MOIC: Dept of

Import-Export

MPI

- Decree on Goods Trading
Business No. 206/PM (2001)
- Enterprise Law No. 205/PM
(2005)

- Decree on Approval of the
List of Controlled Business
(2008)

- The Decree on Import-
Export of Goods (2011)

- Law on Investment
Promotion No. 02/NA (2009)

Being implemented
-do-

-do-

-do-

-do-

Pricing

MOIC: Dept of
Domestic Trade

Decree on Price Control No.
474/PM (2010)

Being implemented

Competition

MOIC: Dept of
Domestic Trade

Decree on Trade Competition
No. 15/PMO (2004)

Not implemented

Consumer
protection

MOIC: Dept of
Domestic Trade

Law on consumer Protection
No. 02/NA (2010)

Not implemented;
Planning to
implement by 2012

Health:
Food safety

Pharmaceuticals

Ministry of Health

- National Food Safety Policy
No. 020/MOH (2009)

- The Food Law No. 04/NA
(2004)

- Ministerial Regulation on
the Basic Principles in the
Application of Sanitary and
Technical Measures for the
Food Safety Management
No. 518/MOH (2009)

- Regulation on Labelling of
Pre-packaged Food No.
519/MOH (2009)

- Regulation on the Control
on Production, Exported-
Imported Safe Food No.
586/MOH (2006)

- Regulation on Bottled
Drinking Water No.
585/MOH (2006)

- Law on Medicine and
Medical Products No. 01/NA
(2000)

- Regulation on Small
Pharmacy No. 482/MOH.
(2002)

- Instruction on drugs retail
No. 1624/03.DFD (2003)

Being implemented
-do-

-do-

-do-

-do-

-do-

-do-

-do-

-do-
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Tobacco

- Law on Tobacco Control
No. 07/NA (2009)

-do-

SPS MAF - Law on Livestock Being implemented
Production and Veterinary
Matters No. 03/NA (2008)
- Decree on Animal Disease | Revised Decree is
Control No. 206/PM (2007) being drafted
MAF
- Decree on Animal Revised Decree is
Inspection, Animal Products | being drafted
and Goods related to Animal
imported and transit Lao
PDR No. 207/PM (2007)
Culture Ministry of Law on Printing No. 05/NA Being implemented
Information, Culture (2008)
and Tourism
Standards Ministry of Science - Law on Standard No. Not Implemented;
and Technology: 13/NA (2007) revised implementing
National Standards Decree is being
Council, the Central drafted
Technical Committee
and Local Technical
Committees, Standard
Inspection Unit
TRIPS Law on Intellectual Property, | Being revised
No. 08/NA (2007)
- MOH: Food and - Bottled Drinking Water No. | Being implemented
Drug Authority 585/MOH (2006)
- Regulation on the Control -do-
on Production, Exported-
Imported Safe Food No.
586/MOH (2006)
Transport Ministry of Public - Law on Land Transport No. | Being implemented
Work and Transport 13-97/NA (1997)
Communication Ministry of Post, - Law on Being implemented
Telecommunication Telecommunications 02/NA
and Communication (2001)

-Law on Advertising

Being drafted
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Annex 6: Summary of Selected Commitments on Distribution Services Sector

Summary of Commitments under AFAS

Brunei. No commitments

Cambodia.
Commission agents. No restrictions on the type of goods; no limitations on foreign
capital participation; no mention of the need for joint ventures.
Wholesale. Open mainly for motor vehicles, motor cycles, their spare parts, musical
instruments, and musical products such as tapes and records.
Retail trade. Same as for wholesale, p/us supermarket and department store retail sale
services, only with floor space of more than 2000 m?, and for food and non-food
retailing (except pharmaceutical, medical and orthopaedic goods).
Franchising. Same as for Commission agents.
For all sub-sectors, mode 4 is unbound, except as provided for under horizontal
commitments.

Indonesia.
Commission agents. No commitments.
Wholesale. Open for food, beverages, tobacco, clothing and footwear in premises over
5000 m?; and commercial presence is subject to a limit of 49 per cent foreign equity.
Retail trade. No commitments.
Franchising. No commitments.
For all sub-sectors, mode 4 is unbound, except as provided for under horizontal
commitments.

Laos PDR.
Commission agents. Open for clothing and footwear; foreign equity limited to 49 per
cent.
Wholesale. Same as for Commission agents
Retail trade. No commitments.
Franchising. Same as for Commission agents.
For all sub-sectors, mode 4 is unbound

Malaysia.
Commission agents. Open for clothing and footwear subject to foreign equity limit of
49 per cent.
Wholesale. Open for a range of products including motor vehicles and parts, clothing
& footwear, agricultural raw materials, food and nonfood groceries subject to local
incorporation, foreign equity limit of 30 per cent, and 30 per cent of local equity to be
reserved to Bumiputras (sons of the land). Minimum capital investment requirements
and conditions for presence of natural persons also have been specified.
Retail trade. Same as for wholesale, and in addition open for petroleum products.
Franchising. Open for CPC 8929; foreign equity limited to 49 per cent in market
access.
For all sub-sectors, mode 4 is unbound except as provided for under horizontal
commitments.
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Myanmar.
Commission agents. Open
Wholesale. Open with specifications on legal entity, land holding, and foreign capital
participation with a minimum of 30 per cent.
Retail. Same as for wholesale
Franchising. No commitments.
For all sub-sectors, mode 4 is unbound.

Philippines.
Commission agents. Open except for rice and subject to varying conditions for foreign
equity: 100% per cent foreign equity allowed for higher amounts of capital
employing greater numbers of employees, or exporting more than 60 per cent of
production; otherwise limited to 40 per cent; and varying conditions for presence of
natural persons.
Wholesale. Open only for snowmobiles and related parts. Foreign equity limited to 49
per cent with different requirements of total foreign capital for the main outlet and
branches.
Retail trade. Same as for wholesale.
Franchising. No commitments.
Other. Open for petroleum products retailing.
Mode 4 unbound for all sub-sectors, except for Board membership depending on
foreign capital participation.

Singapore:
Commission agents: Open CPC 621 (excluding pharmaceuticals, medical goods and
cosmetics).
Wholesale. Open CPC 622 (excluding pharmaceutical and medical goods, and
surgical and orthopedic instruments); and motor vehicles.
Retail trade. Open motor vehicles and spare parts; motor cycles, snowmobiles and
spare parts;
Franchising. Open CPC 8929.
Note: For all the sub-sectors and goods categories specified, fully open for Modes 1, 2, & 3
in both market access and national treatment. Mode 4 unbound for national treatment; and
for market access, unbound except as indicated in horizontal commitments.

Thailand.
Commission agents. Open for agricultural raw materials and other goods.
Wholesale. Open for sports goods and bicycles
Retail sale. No commitments.
Franchising. Open CPC 8929
Other. Open for retail sales of motor fuel and fuel oil.
For all sub-sectors, Mode 4 is unbound.

Vietnam.
Specifically excluded for all sub-sectors: cigarettes and cigars, books, newspapers and
magazines, video records on whatever medium, precious metals and stones,
pharmaceutical products and drugs, explosives, processed oil and crude oil, rice, cane
and beet sugar..
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Commission agents. Open for motor vehicles, motor cycles and their spare parts,
subject to certain conditions (see Note below).
Wholesale. Open for food and non-food, motor vehicles, motor cycles and their spare
parts subject to certain conditions (see Note below).
Retail. Same as for wholesale
Franchising. Open CPC 8929.
For all sub-sectors, Mode 4 is unbound, except as provided for under horizontal
commitments

Note: For opened items, some restrictions were applied in two stages for commercial

presence under market access. Since 11 January 2007: foreign companies were allowed to
engage in distribution services in all legally imported and domestically produced products
except for: cement and cement clinkers, tyres (excluding tyres of airplanes), papers; tractors;
motor vehicles; cars and motorcycles; iron and steel; audiovisual devices; wines and spirits;
and fertilizers. As of 1 January 2009, tractors; motor vehicles; cars and motorcycles were
allowed. And since 11 January 2010, all legally imported and domestically produced
products were allowed. The establishment of outlets for retail services (beyond the first one)
were subject to an Economic Needs Test.

Summary of Commitments under GATS

Cambodia. Cambodia’s commitments under GATS are basically the same as those made
under AFAS, except that for the former, a 4-year delay was imposed for commission agents
and franchising under market access.

Thailand. Thailand has made commitments only for Commission Agents’ services in
agricultural raw materials.

Vietnam. Vietnam’s GATS commitments too are as same as those made for AFAS except
that originally a joint venture with a limit of 49% foreign equity was imposed but removed
about a year later. As with AFAS, certain restrictions placed on certain products were lifted
within 3 years after accession, and Commission Agents, Wholesale and Retail sale businesses
were allowed to deal in all legally domestically produced and imported goods (except those
which were generally prohibited). For Franchising, in Mode 3 under national treatment, the
chief of the branch has to be a resident in Viet Nam.

Summary of GATS Commitments of L.and-locked LDCs

There are 8 LDCs which are also LLDCs and WTO members. Of these, only two countries,
Nepal and Lesotho, have made Distribution services sector commitments.

Nepal. Acceded in April 2004.

Commission agents (CPC 621).

Under market access, open for Mode 1 and 2; in Mode 3 open subject to
incorporation in Nepal and foreign equity limited to 51 per cent, but increased to 80
per cent 5 years after accession.

Under national treatment, open for Modes 1, 2 and 3.
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Wholesale Services. Open for radio and television equipment, musical instruments,
and records, music scores and tapes (CPC 62244) in Modes 1 and 2 and under both
market access and national treatment. For Mode 3, open under market access subject
to incorporation in Nepal with maximum foreign equity of 80 per cent: open under
national treatment.

For all other products, no commitments under both market access and national
treatment for Modes 1, 2 and 3, until such time Nepal grants such rights to any WTO
Member in any subsector, or until Nepal determines the types of foreign entities
which may provide these services, except

Retail. exactly the same as for wholesale.
Franchising (CPC 8929). Open Modes 1 & 2 for both market access and national
treatment; open Mode 3 under national treatment; and open under market access

subject to incorporation in Nepal and maximum foreign equity capital of 51 per cent.

In all subsectors, Mode 4 is unbound except as indicated in Horizontal Commitments.

Lesotho. Acceded in May 1995

Commission agents. No commitment

Wholesale. Open with no product specifications.

Retail sale. Open food and non-food, motor vehicles, motor cycles and their spare
parts.

Franchising. Open CPC 8929

In all subsectors, Mode 4 unbound except as indicated in Horizontal Commitments.
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Annex 7: Persons interviewed
Agenc Name/ E- Phon
Ministry of Industry Dr. Somphouang Phinphinith, Director- 020 54440234
Commerc Domestic Trade
Mr. Bounthiene Heosipha, Deputy Directorf bounthien 58@yaho .co 020 99704617
Trade
Dr. Keomorakoth Sidlakone, Director, keomorakoth@hotmail.co 021 412013
Protection and Competition
Mr. Nivone Nhoysaykham, Director, nhoysaykham@gmail.co 020 55522730
Registry
Mr. Gnoykham Aphayalath, Deputy gaphayalath@yahoo.co 020 77617432
Enterprise Registry
Mr. Buavanh Vilavong, Director, Multilateral b.vilavong@laoftpd.co 020 77772242
Policy
Ms. Onida Vinavong, Multilateral Trade o.vinavong@laopdr.co 020 77993318
Division, Project
Mr. Nongchit Khambunhoung, Technical Khamnon 85@yaho .co 020 556773731
ASEAN
Ministry of Dr. (Mrs) Sivilay Naphayvong, Director, Food & sivilaynpv@gmail.co 020 55607781
Division
Mr. Souksomkhouane Chathamat, Head of schanthamath@yahoo.co 020 22207778
Unit
Ministry of Ms Thavichanh Thiengthepvongsa, Deputy ccslaos@yahoo.co 020 22227277
and Investment Promotion
Prime Minister’s Mr Bouavong Sinouthady, Director, Standards bouavon 1@gmai .co 021 243405
Quality
Mrs. Nisith Khammounheuang, Deputy khammounheuang.nast 021 243405
Standards & Quality Division, National Authority gmail.co
Science and
Ministry of Dr. Thachone Bounma, deputy Director, Livestock  [ph bouma@yahoo.co 021 215141
and Veterinary
Minstry of Posts Mr. Vongdeuane Thammavong, Deputy plan_coop@napt.gov.l 021 219904
Teleconmunicatio General, Planning &
Minstry of Mr. Thonglith Syamphone, Director, Division sthonglith@yahoo.co 021 223129
& Distribution of Printed
Unilever Mr. Vilaphanh Khiammanivong, Branch vilaphanh.khiammanivong 020 78119081
Vientiane Unilever N.V., Lao Representative unilever.co
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Tel/Fax: 021450066
Email: foreigntrade@laoftpd.com
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