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Stakeholder interviews

The National Disaster Management Committee (NDMC) is responsible for the prevention and
control of disasters for the whole country and for communicating and coordinating with
stakeholders. The Labour and Social Welfare Division acts as the secretariat for the NDMC when a
disaster takes place. Although the NDMC has a disaster relief fund, it is not sufficient to support all
those affected. Agriculture insurance would support the NDMC and reduce farmers' reliance on the
government.

Interviews with the Department of Agriculture and the Department of Livestock suggest that it
would be difficult to implement agriculture insurance in Laos. The main reason is the limitation of
the government budget to subsidize private insurance. To implement agriculture insurance requires
cooperation between public and private sectors under a public-private partnership framework.
Not all agricultural products can be insured as the government budget is limited so it would be
necessary to prioritize which products are the most affected and their importance to the food
security policy of MAF.

Insurance companies are interested in investing in agriculture insurance, however, the lack of
information makes it difficult for them to initiate insurance in Laos and more research is needed.
They are willing to work with the government to develop agriculture insurance products. The
banking sector is also interested. However, it is not their role to develop insurance products for
farmers and they are more interested in insurance as a form of collateral for loans. They too are
willing to support government insurance products.

Provincial and district authorities work closely with farmers and communities to relieve disaster
losses. Budget constraints at provincial and district levels require a tool to support disaster
management activities such as prevention and relief. Agriculture insurance can reduce reliance on
the government budget and increase farmer participation. Village authorities can also implement
agriculture insurance because support from the government is often delayed. The main concern is
that most farmers are smallholders who cannot afford to buy insurance products.
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Conclusions and Policy Implications

Recommendation
Integrate stakeholders

Integrate financial sectors,
especially banks and
insurance companies with
MLSW and MAF to set

an agriculture insurance
scheme. Public Private Part-
nerships are feasible in Laos.

Main responsibility
NDMC

Timeframe
1-2 years

More research

Conduct more research on
agriculture insurance by
using other methodologies
such as weather indexing,
production cost insurance,
and yield insurance.

NAFRI, NUOL and
insurance companies

Immediate

Develop a pilot project
for agriculture
insurance

Initiate a pilot project in one
village.

MLSW, MAF and
insurance companies

1-2 year

Establish disaster
protection funds

Establish disaster protection
funds related to projects that
may have a negative impact
on farmers (e.g., hydropower,
mining, wood processing).

MOF and MLSW

Immediate

Disseminate disaster
management
information

Basic procedures to ask

for assistance and basic
rules for disaster preven-
tion should be distributed
through posters, leaflets, and
electronic files.

MLSW

Immediate

Promote financial
literacy and risk
management

Apply teaching materials of
GIZ on financial literacy and
include content on risk man-
agement and insurance.

Educational institu-
tions should promote
GlZ and BOL materials
to students

1-5 years
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Abstract

Despite significant efforts to address gender issues at the policy level in Lao PDR, most
agricultural policies continue to target men more than women. Women seldom receive
adequate attention, which may hinder the achievements of agricultural development and poverty
eradication programmes. It is therefore important to characterize and measure women's
empowerment to provide the government with guidance regarding policies to increase farming
productivity and food security. As there is limited information about gender inequality and
empowerment in the Lao PDR, this research aimed to provide statistical data on gender
empowerment and agriculture production and policy recommendation for decision-makers. Data
was collected from 431 households in five provinces among Lao-Tai, Hmong, Khmu, and other
ethnic groups on five domains. The researchers also conducted an econometric analysis to quantify
the impacts of women's empowerment on agriculture, focusing on rice and livestock production.
The results show that women in rural areas play a key role in agricultural production and support
the view that empowering women in agriculture would significantly increase the outcomes of
agricultural production. Recommendations are offered regarding legal frameworks, institutional
and coordination mechanisms, and implementation of policy, and capacity building for gender
empowerment.
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Introduction

Empowering women and reducing gender |,
inequalities are important objectives for 1"
development policies throughout the !
world. Such objectives were stressed W
during several meetings of the Sector | e
Working Group on Agriculture and Rural
Development, in February 2019. Despite
significant efforts to address gender
issues at the policy level, most agricultural

policies target “farmers”. Although women | * ;& . % * 7 7

i . A SN N ;
greatly contribute to agrlculture and food RECRREIESE R L ¥ | é
security, they seldom receive adequate i S S Sl o o)

attention, which may in the end hinder the achievements of agricultural development and poverty
eradication programmes. It is therefore important to characterize and measure women's empow-
erment in the Lao PDR to provide the Lao government with guidance regarding policies to increase
farming productivity and food security.

Objectives and methodology

Whereas there is limited information about gender equality and empowerment in the Lao PDR, this
study aimed to provide statistical data on gender empowerment and agriculture production and
policy recommendations for decision-makers. The specific objectives were:
* To include gender empowerment in agricultural production in Lao PDR in the national
policy agenda.
* Recognize the contribution of gender empowerment in agricultural production for food
security and incomes.

To capture women's empowerment in agriculture, the researchers constructed a women'’s
empowerment index in agriculture based on five domains following Alkire et al. (2013). These
domains reflect the role and extent of women's engagement in agriculture and include decisions over
agricultural production, decision-making power over productive resources, control over the use of
income, leadership in the community, and time allocation (Alkire et al., 2013; Sraboni et al., 2014).
A weighted mean of the domains was constructed to assess women's aggregate empowerment
in the household across regions and provinces. It is important that women's empowerment in
the five domains can be broken down by region and ethnicity to compare gender inequality and
empowerment in agriculture between different population groups. The analysis of sub-indicators
across regions and ethnicities will offer guidance for effective policy interventions for women's
empowerment.

The researchers also conducted an econometric analysis to quantify the impacts of women's
empowerment on agriculture, focusing on rice and livestock production. Based on Sraboni et
al., 2014; Wouterse, 2019; and Diiro et al., 201), the analysis included a production function. The
Women's Empowerment Index is incorporated into equation 1 along with a set of traditionally
controlled variables, production inputs, household, and household head characteristics. This econo-
metric analysis allows statistical inferences on the impact of women's empowerment on rice and
livestock production (Equations 1 and 2). The researchers conducted a Breusch and Pagan test to
check the correlation between error terms and to justify the application of the Seemingly Unrelated
Regression technique.

A quantitative survey was conducted among 431 households from June to August 2020. The
survey focused on rice and livestock farmers Xiengkhuang, Sayyaboury, Savannakhet, and
Champasack Provinces. Households were chosen based on the husband's ethnicity. Most samples
are Lao-Tai households (the predominant ethnic group in Laos) and then Khmu and Bru (generally
regarded as the Lao Therng), Khmu and Hmong, and a small number of samples from other ethnic
groups, mostly Souay.
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Results

Women's labour contribution to rice production: Women are more likely than men to engage in
planting and harvesting activities. Women in all four provinces spend approximately half their time
on planting and harvesting activities and roughly 30% on land preparation and tending to crops.

Women's labour contribution to livestock production: Women in Champasack and Savannakhet
spend approximately 70% and 50% of their time tending to cattle and roughly a third in the other
two provinces.

Women's involvement in productive decisions, asset ownership, and control over household
income from agriculture by province: In all four provinces, 70-80% of husbands and wives make
joint decisions about production. The numbers for joint ownership of land and property range from
15% in Champasack to 40% in Xiengkhouang. The figures for joint decisions on the purchase, sale
and transfer of major assets are much higher, ranging from nearly 50% in Xiengkhouang to nearly
80% in Sayyaboury. Joint decisions on borrowing are common in all four provinces (69—-88%),
however, control over household income is much lower with greater variance by province (11%
in Savannakhet to 40% in Sayyaboury). In contrast, over 50% of women in the sample are active
in community organizations, with the exception of Champasack (33%). The hours women work
per day also varies significantly by province. Nearly two-thirds of the women in Xiengkhouang
more than 10.5 hours per day, slightly less in Champasack (50%) and Sayyaboury, and the least in
Savannakhet (30%).

Women's involvement in domains of empowerment by ethnic groups: In the three main ethnic
groups in the sample (Lao-Tai, Hmong, and Khmu) more than thirds of all women make joint
decisions with their husband on production, purchase, sale, and transfer of assets, and borrowing
money. One-third or less have joint ownership of land or property and the numbers are lower for
control over the use of household income (7% for Khmu and 18—28% for the other three groups).

Participation in village organizations by ethnic group: Again, the number varies widely from just
over 50% for Lao-Tai, Hmong, and Khmu, and just under 30% for other ethnic groups.

Women's empowerment index in agriculture by province: Empowerment index scores range
between 0.65 and 0.76. Women from Xiengkhouang (mostly Hmong) have a higher engagement
score in at least one formal and informal organization. Women from Lao-Tai, Khmu, and other
ethnic groups score higher than Hmong women in the resources domain, but a lower score in the
workload domain than women from other ethnic groups. Women from Lao-Tai, Khmu, and other
ethnic groups are in a better position in controlling household resources, including transferring
ownership, lending and borrowing credit, and using household income from agriculture. Hmong
women work harder, whereas they are comparatively disadvantaged in ownership of household
resources, input in productive decisions, participation in decisions on credit, and the control of
household income from agriculture.

Impact of women's empowerment on agricultural production: This study estimated rice and live-
stock income simultaneously using the Seemingly Unrelated Regression method. The result shows
that women's empowerment in agriculture is positively and statistically significant as a predictor of
agricultural production. Based on the result, arise in the Women's Empowerment Index by 1 percent
is associated with around 18% increase in the value of production outputs. This study found an
inverted U-shaped association between household head's age and production outputs. While it
has been widely reported that female-headed households are less productive than male-headed
households in the farming sector, the present research shows that household head's gender does
not make a difference in rice and livestock production outputs. There are positive correlations
between agricultural outputs and dummy variables controlling for household heads' ethnicity. Khmu
ethnic households tend to have, on average, 33 percent more rice outputs than those from other
ethnicities in the reference group. But there are no significant differences between rice outputs
produced by Lao-Tai and Hmong households compared to the reference group. However, the stake-
holder interviews indicated there is increasingly an understanding of women's role in the sector.
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Although there is no specific legal framework for women's empowerment in agricultural production,
Laos has established a specialized unit for gender equality in the agriculture and forestry sector.
The Division for the Advancement of Women (DAW) under the Permanent Secretary Office of the
MAF. DAW acts as the secretariat for the leaders of the ministry in developing and promoting laws,
mm legislation, and regulations on women. DAW translates the
~ . Women's Advancement Development Strategy into the
- development plans and activities through encouraging and
| coordinating with offices under MAF from central to local
levels. However, the role of offices in the line departments
and provincial and district offices to the village Women's
Union are not well described.

Stakeholders' perspectives on gender empowerment
in agriculture: Existing policies and legislation that
i promotegenderequityandtheadvancementofwomeninthe
agricultural sector are not sufficiently clear, and there are

. % no clear instructions for translating laws or regulations
on gender issues into the implementation plans of development projects. Stakeholder interviews
indicated that the incorporation of gender into the activities of the departments, provincial, and
district offices is limited and the Woman's Union staff of each department lack the budget to
implement policy, plans, and gender strategies in the agricultural and forest sector. At the village
level, the Women's Union representatives do not have a clear plan and work under the guidance of
the village authority.

Recommendations

The following recommendations are offered for consideration.
Legal frameworks

+ Some of laws and regulations were released and revised for decades and gender issue
was not clear mentioned or even not mentioned. Therefore, those law and regulations
may need to be amended (The Law on Agriculture has not been revised since 1998).

* The national gender mainstreaming guidelines in agriculture, land, and environment
sectors need further revision for a better clarification.

* Enact policies to overcome women's unequal access to economic livelihood
opportunities, prohibiting sexual harassment, valuing and redistributing unpaid work,
and ensuring full employment fair for all.

Institutional and coordination mechanism and implementation of policy

* Development donors should improve efforts to promote the advancement of women and
gender equality under international commitments and national laws;

* Agriculture development projects should mainstream gender concerns into all stages of
the project cycle;

* Each project should ensure that men and women have equal control and access to the
resources and benefits from agriculture project operations;

* Provide special attention in encouraging women to participate in planning and
monitoring processes.
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Capacity building for gender empowerment

* Improve the capacity for all stakeholders to enable them to mainstream gender issues
into the agriculture laws, decrees, and regulations, and legislation should address social
issues associated with women in agriculture.

* Provide capacity building for women at PAFO, DAFO, agriculture technic service centre
and village level to be able to incorporate women development work in their activity plan
and implementing the plan accordingly.

* Provide more opportunities and more support for vulnerable community households;
establish village funds for women of ethnic minority and increase their involvement at the
village and household decision-making level.

* Institution arrangement structures of the sub-CAW network should be strengthened and
clarified their roles and measures of coordination to streamline and better coordinate
gender work at all levels and among all actors.
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Abstract

Modernization and commercialization of the agriculture sector require significant public and
private investment in terms of the transfer of scientific and technical knowledge to smallholder
farmers related to diversification of farming patterns and cropping systems and management of
land, family labor, and limited capital resources.

Evidence recognizes contract farming as the principal mechanism for introducing modern
technologies and linking agricultural production to markets, thereby commercializing smallholder
farmers and raising income from on-farm activities linked to poverty reduction.

The current policy and regulatory framework lacks incentives for adhering to the rule of law thus
hindering the development of well-managed contract farming while facilitating negative impacts on
land, labor, and the environment.

Creditand financetoinvestintechnologiesrequired forcommercialization arerigid, carry highinterest
rates, and are of short duration. Smallholder farmers are high-risk borrowers.

Geo-proximity to markets is ademand-pull driver of agricultural commercialization, with the northern
region having a comparative advantage for several agricultural commodities.

The principal environmental risk to rural household income and remaining out of poverty is natural
disaster.
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Introduction

The purpose of this research brief is to synthesize the findings
of ten policy research studies conducted by NAFRI's Policy
Think Tank (PTT) research team between 2016 and 2020, and
complementary research studies. The research was related to
commercialization of agricultural products in Lao PDR.

Background of the policy on commercial-
1zation : l@S%?;
On the theme of agricultural commercialization, the Second Party Congress in 1972 recognized
the need “...to reorganize small individual and less developed agricultural businesses into larger
social enterprises through cooperatives with the voluntary participation of farmers.” The Fourth
Party Congress in 1986 introduced the New Economic Mechanism to promote an open market
economy with government supervision, including promoting foreign direct investment (FDI). In
the late 1990s, the policy emphasis was on Household Economic Production, promoting farm
production through household enterprises linked to regional and international markets. In the
early 2000s, the National Growth and Poverty Eradication Strategy focused agricultural policy on
poverty eradication and developing trade and investment opportunities linked to cross-border
markets through upgraded transport and communications infrastructure in the region. FDI from
China, Thailand, and Viet Nam, Lao PDR's major trading partners, soon followed, comprising almost
three-quarters of all approved FDI projects between 2006 to 2016. Investments were concentrated
in hydropower, mining, agriculture, construction, and real estate. The Chinese lead in agricultural
investments that are located mainly on land concessions in the north, and are linked to contract
farming for commercial crops, including rubber, banana, sugar cane, tea, coffee, watermelon, and
vegetables, among others.

The Eighth National Social and Economic Development Plan, 2016—2020 (8th Plan) has provided
a policy environment that enabled investments by regional trading partners to achieve the 8th
Plan's anticipated social and economic development outcomes. Food and nutrition security and
agricultural commercialization, including value-added processing of agricultural and forestry
products, were important policy priorities. Significant investments in infrastructure to strengthen
cross-border logistics have facilitated regional trade. Science and technology increasingly are
applied to harmonize sanitary and phytosanitary measures among principal trading partners in
the Association of Southeast Asian Nations (ASEAN). At the same time, institutional (e.g., quality
standards, certification procedures) and organizational innovations (e.g., farmer groups, internal
control systems, participatory guarantee systems) have been introduced to certify clean
agriculture products through Good Agricultural Practices (GAP) and organic agriculture. Agricultural
exportsincluding coffee, fruit, vegetables, nontimber forest products (NTFPs), livestock, and selected
field crops have gained a larger share of regional markets. The management of agricultural land
has been improved through an increase in secure titles granted to smallholder farmers resulting in
an expansion of commercial crops. Increased investments in irrigated agriculture have stimulated
private investment in commercialized agriculture.

The policy emphasis of the Ministry of Agriculture and Forestry's (MAF) Agriculture Strategy to
2025 and Vision to 2030 (ADS) includes ensuring national food security through clean, safe, and
sustainable agriculture, and strengthening capacity for commercialized agriculture that contributes
to economic growth, industrialization, and modernization. The ADS targets include: (i) increasing
the quantity of commercial agricultural commodities through industrialization and
modernization; (ii) boosting competitiveness in terms of quality; (iii) improving quality standards
and compliance to regulations; and, (iv) ensuring food security and safety linked to improving
nutrition. Most recently (February 2020), the Lao People's Revolutionary Party's Politburo
told leaders of central and provincial Party committees to improve policy implementation of
providing credit for rural development and poverty reduction aimed at minimizing income
inequality. Important measures include: promoting agricultural enterprises; protecting land
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use rights; providing extension services to encourage modern collective farming linked to
markets; encouraging local and foreign private investment; appropriate arrangements for
contract farming including the '2+3' and '1+4' models; operating agriculture and forestry
demonstration centers to increase investments in and application of scientific research; and,
improving market access roads linking production supply chains to local and regional markets.
In this context, the 9th Plan is expected to emphasize the geo-economic proximity of Lao PDR to
maximize locational advantages within ASEAN. 'Soft' connectivity, i.e. more intensive economic
interactions through preferential trade and investment agreements, and ‘hard’ connectivity in the
form of upgraded roads, railways, ports, and air links to enable information and communications
technology are prospective priorities.

Research approach

Based on a review of 10 policy research reports prepared by the PTT research team between 2016
and 2020, and selected complementary reports (listed under references below), several factors
were identified as critical for facilitating commercialized agricultural development, namely:

Contribution to social development, specifically to alleviating poverty.

Environmental benefits, including contributing to resilience to climate change.

Application of science and technology, blending science-based technologies and indigenous
techniques.

Enabling policy, institutional, and legal framework, emphasizing simplifying administrative
procedures.

Geographic circumstances, specifically agro-ecological conditions, and proximity to markets.
Contract farming arrangements.

Land administration, including secure land tenure for smallholder farmers and arrangements for
commercial land concessions.

Benefits in terms of financial viability of investments (profitability) by key stakeholders.
Markets, specifically the availability of and access to markets.

Labor requirements and availability.

Credit/financing arrangements.

A factor comparison table was prepared to organize the key findings of the research studies related
to each factor. Common themes were identified among the findings and are synthesized in this
research brief. Specific policy measures are proposed for overcoming constraints and impediments
to agricultural commercialization. Policy measures include recommendations for improving
institutional mechanisms and creating an enabling environment for agricultural commercialization,
along with identifying who is responsible for each proposed measure.

Key findings and results
Synthesis of findings and results

Evidenceindicates that commercialized agricultural development had generally positive implications
for social development, income generation, and poverty reduction among rural households.
Although research on banana production indicated disturbing negative impacts on the health of
laborers in banana plantations, white charcoal and banana production, as well as ecotourism and
contract farming, generate additional local employment opportunities and income for poor and
marginalized residents. The long-term (7—15 years) harvesting of benzoin gum for sale also
generates a higher return than upland rice and maize under shifting cultivation. Cattle rearing
is an important store of family wealth and source of income. PTT research indicates that a one
percentincreasein cattle commercializationleadsto anincrease of 1 percent of farmers' income from
sales. Important macro-level policies required to promote commercialized agricultural development
were related to facilitating export-oriented trade and upgrading communications and transportation
infrastructure. Linked to ensuring the sustainable alleviation of poverty, meso-level drivers of
commercialization were deemed more important, including enabling access to natural resources
(i.e., land), extension services, and credit, accompanied by measured regulation from government.
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Minimizing dangers from natural hazards also is important since smallholder farmers have
insufficient savings or social or market-based insurance schemes to cope with crises.

Environmental factors, including health and ecosystems, were important for the maintenance of
natural resources required for cattle rearing, ecotourism, and sustainable harvesting of NTFPs linked
to commercialized agriculture. The research studies provided evidence that commercial banana
production had negative impacts on the environment and complementary studies verified the
detrimental impacts of large-scale monoculture (maize, cassava, rubber, etc.) on forests and
biodiversity. Climate change was found to be a critical environmental factor constraining expansion
of smallholder commercial cattle production. Earning income (i) from ecotourism using biodiversity
in National Protected Areas (NPAs); (ii) from commercial production of white charcoal using mai
tiew (Cratonxylum sp. or Yellow Cow Wood); and, (iii) from harvesting benzoin gum (resin) from
styrax trees (Styrax tonkinensis), enhances smallholder awareness about conservation, the
positive effects of ecosystem services, and the need for sustainable management of biodiversity.
The studies provided evidence that the principal environmental risks to rural household income
was natural disaster (e.g., drought, flood, frost). Natural disaster also is a key factor related to
remaining out of poverty, accessing credit, and successful contract farming. Natural disaster also
influenced whether smallholder farmers used agricultural practices that are not resilient to climate
change which resulted

in crop and livestock losses.

Application of science and technology: Access to and application, adoption, and adaptation of new
technologies by farmers were critical to shifting from natural and subsistence farming to commercial
agriculture that can compete in regional and global markets. The foreign investors and traders
that import science-based technology require reasonably good infrastructure, including electricity,
market access, all-weather roads, and communications, that also contribute to reducing poverty
and facilitating agricultural commercialization. The technologies used in banana production and
contract farming were imported by foreign investors. Alternatively, cattle rearing and white charcoal
and benzoin gum production use indigenous knowledge and traditional techniques. Only two percent
of cattle farmers use a science-based fattening system. Investors in commercial ecotourism blend
modern management systems and local knowledge to operate biodiversity concessions. They
also bring experience, knowledge of markets and consumer preferences, and the ability to build on
indigenous knowledge to develop adventure, nature-based, and ecotourism products.

The expansion of commercialized agriculture linked to modern technologies is constrained
however by complex and inflexible financing of loans and credit for smallholder farmers to
innovate and adopt modern technologies and mechanization. Traders who provide production
inputs to smallholder farmers are a channel for introducing innovation and modernization (see
credit and finance discussion below). PTT policy research studies also have found that imported
technology frequently is accompanied by the increased use and misuse of agricultural
chemicals, particularly forbanana production and contract farming, that have had negative health and
environmental impacts.

Commercialization of the agriculture sector requires an enabling policy, institutional, and legal
framework. The policy research studies revealed that the regulatory framework is inadequate for
commercial production of banana, cattle, and white charcoal. Farmers seeking to commercialize
operations for those commodities reported that regulations are enforced in a discretionary manner,
including production approval processes and the administration, monitoring, and evaluation of
investments. Coordination among departments is not systematic, including among local
authorities. Trade regulations and their enforcement are different in each province. Administrative
fees are charged throughout the production value chain for cattle rearing, including fees for
transporting livestock from one province to another.
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These administrative inefficiencies serve as a disincentive for farmers to invest in commercializa-
tion and increase costs for both farmers and consumers. Commercialized benzoin gum production
is constrained by weak enforcement of the Investment Promotion Law and Law on the Promotion of
Small and Medium Sized Enterprises, No. 011/NA (dated 21 December 2011) at the local level, and
imposition of a profit tax and other fees on benzoin gum as an NTFP extracted from natural forests,
when in fact it is obtained from plantations and agricultural land as permitted under the Land Law.
Researchfindings show that contractfarmingis animportant method of commercializing agriculture,
reducing poverty, contributing to self-sufficiency, transferring knowledge and technology, and
promoting production for export.

However, no clear policy on contract farming has been adopted resulting in a lack of incentives
for farmers and farmer groups to participate in contract farming programs. Without specific
policy-based laws and implementing regulations or guidelines, the current legal and institutional
framework is not effective in regulating contract farming arrangements. Legal contract
enforcement is weak and mechanisms to address conflicts are ineffective. The lack of
implementation within a common policy and regulatory framework and of ways for sharing of
information, skills, and practical experience among stakeholders constrains expansion of
contract farming. Combined with weak capacities, smallholder farmers often are locked into unfair
contracts, at times with the complicity of provincial and district officials.

Geo-economic proximity in terms of agricultural commercialization is defined as the geographic
location and ecological conditions for producing commercial crops in proximity to markets for
those crops or their value-added by-products. Proximity to cross-border and East Asian regional
markets is a key demand-pull factor influencing agricultural commercialization. PTT policy
research indicates that the northern region has a geo-economic comparative advantage for
commercial agriculture products. The north (i) is a center for Chinese investments in commercial
banana production for export to China; (ii) has some 15 to 26 percent of total national cattle
rearing; (iii) contains an estimated area of 1.92 million ha of micro-climate suitable for styrax
trees for commercial production of benzoin gum for export; (iv) produces nearly three thousand
tons (2017) of white charcoal annually using mai tiew sourced from Bolikhamxay and Vientiane
Provinces; and, (v) provides National Protected Areas for commercial ecotourism development.
Contract farming of pigs takes place in all provinces and is expanding, with a target of supplying
50 percent of domestic market demand.

Contract farming is a key supply-push factor influencing agricultural commercialization. The
research on contract farming revealed that investors are able to accelerate adoption of new
technologies by smallholder farmers. Foreign agribusiness tends to dominate contract farmln
because domestic agribusiness enterprises are few, % 9

small, and weak. This situation leads to markets being :
dominatedbylargedomesticandforeignenterprises. Agri- .
business that operates through contract farming also has
links with markets, providing opportunities for smallholder =
farmers. Research evidence confirms that commercial ='ms
banana production in northern provinces was initiated EgMi,
by Chinese investors who established contract farming
originally using the 1+4 model, with farmers providing .
land, but capital investments controlled by investors. In &
terms of risk management, research on the commercial §
production of pigs and green beans through contract
farming indicated that the 2+3 model dominates, with
companies controlling through vertical integration, but
also bearing a higher level of risk. In contract production
of rice, the 3+2 model is used, wherein farmers bear most 2
of the risks.
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Cattle farmers with contracts had difficulty meeting standards and contractual requirements
stipulated by contractors. Although the GOL has no comprehensive policies or incentives for
contract farming, it does encourage enterprises to collaborate with villagers to promote (i) white
charcoal production by providing financial support to register individual smallholder forest areas
for mai tiew or by negotiating contract farming arrangements; and, (ii) commercial production
of benzoin gum, wherein GOL staff collaborates with a foreign investor to promote planting and
management of styrax trees on fallow agricultural land. Importantly, trust and a close relationship
between companies and farmers are critical to contract enforcement.

Effective land administration, including facilitating secure land tenure for smallholder farmers and
managing commercial land concessions, is another key factor influencing agricultural commer-
cialization. PTT policy research shows that land use changes were accelerated by the granting
of land concessions to domestic and foreign investors at reduced land lease fees. While Chinese
investors in commercial banana plantations benefited, landowners were returned land that had been
degraded and polluted with agricultural chemicals, and that required rehabilitation at significant
cost. The granting of land concessions affected farmers rearing cattle and producers of white
charcoal who reported a decrease in land availability for cattle grazing and the supply of raw
material (natural mai tiew) for making white charcoal, respectively. Commercial harvesting of
benzoin gum was less affected because the Land Law allows the use of agricultural land for
growing industrial trees and perennial plants (styrax trees), thus limiting impacts from land
concessions. Access to credit and finance needed by smallholder farmers for investments in
commercial crops also is constrained by the inability of farmers to use agricultural land as
collateral since many lack secure titles. In addition, the research revealed that poverty can be
reduced by providing access to land to poor, smallholder farmers who use agricultural land for
family food and nutrition security, livelihood, and income.

The research confirmed that smallholder farmer income can benefit (profit) significantly from
commercialized agriculture. The financial viability (profitability) of smallholder investments
increased for each commodity studied and for contract farming. Banana farmers benefited from
land lease agreements with Chinese investors (1+4 contract farming) and, if investing themselves,
when they had access to markets and a guaranteed price. However, benefits were decreased when
the cost of land recovery is taken into consideration. Research results indicate that a one percent
increase in commercial cattle rearing leads to a 0.1 percent increase in income from cattle sales.
Thus, expanding cattle herds is important for raising smallholder income and sustainably reducing
poverty. However, cattle farmers are slow to adopt commercial techniques (fattening) even though
traditional grazing makes livestock vulnerable to disease infections.

Commercial producers of white charcoal increased household income from 17 to 19 percent annually.
In addition, farmers can earn more than LAK 80,000 per day (above the daily rate of LAK 60,000
in July 2020) from commercial production of benzoin gum. Ecotourism contributes 36 percent
to household income annually using the Community-Based Ecotourism Practice (CBEP) and 96
percent using the Entrepreneur-Based Ecotourism Practice (EBEP). Contract farming also raises
farmers' income. The income of contract farming rice producers is higher than that of non-contract
farming farmers, and the income of contract farmers cultivating green beans nearly doubles.
The income of contract pig growers drops much less than non-contract growers when market
fluctuations have negative impacts on farmers' income.

PTT's policy research revealed that demand-pull from export markets is a major driver of agricultural
commercialization, although domestic markets remain relevant for some commodities. Commercial
banana production originated in response to demand from Chinese consumers for clean
agricultural products (GAP). Expanded commercialization of cattle rearing reflects growing demand
from domestic consumers for increased food security and from export markets mainly in China
and Viet Nam for dietary diversity. The increase in commercial production of white charcoal is in
response to consumer demand in five countries, namely Japan, Korea, China, Thailand, and Viet
Nam. Between 2005 and 2015 some 90 percent of commercially produced benzoin gum was
exported to the European Union and 10 percent to the United States and India.Ref.4 Contract
farming operated by experienced agribusiness with close links to markets provide new
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opportunities for smallholder farmers and encourage them to pursue market share. The contract
farming of rice, pigs, and green beans targets both domestic and neighboring country markets,
although export markets for these products are limited to cross-border trade. Similar to cattle
rearing, most farmers interested in contract farming lack sufficient market information for
decision making due to weak mechanisms linking farmers to markets. Ecotourism targets both
domesticandforeigntouristmarkets. Theresearchrevealedthatfacilitatingaccesstomarketsthrough
improved transport and communications infrastructure also contributes to poverty reduction.

The research provided evidence that the availability of family labor is an indispensable factor for
agricultural commercialization of all commodities studied. At commercial banana plantations in the
north, smallholder farmers work as laborers for Chinese companies that lease their land. At banana
plantations in central and southern regions, family members are the principal source of labor. Family
labor also is critical for cattle rearing (with equal participation by women and men) and for harvesting
of mai tiew for commercial production of white charcoal, as well as for collecting and drying benzoin
gum. Ecotourism provides employment opportunities for local people in various permanent
positions. The CBEP approach to ecotourism generates income as a secondary occupation for about
10 percent of households, wherein the principal source of income is from on-farm activities and
NTFPs. The research shows that contract farming creates employment choices for farmers.
Household incomes can be raised, and poverty reduced when accompanied by improved education
and skills for heads of households and increasing large and small livestock numbers.

Researchresults confirmed that farmersrequire access to creditand finance to investin technologies
that support agricultural commercialization. Most farmers do not borrow for fear of becoming
indebted and because their financial literacy is inadequate. A complementary study found that in
the case of maize, the only access to credit for farmers is through traders who provide inputs (e.qg.,
seeds, pesticides, herbicides) early in the season. Farmers pay for inputs when crops are sold. This
approach has two implications: i) a negative implication is that farmers are in debt to traders as
non-institutional sources of credit and assume the risk of crop failure (i.e., due to natural disaster or
climate change); and, (ii) a positive implicationis thatinnovation and modernization can be channeled
through traders. In addition, the Enhancing Milled Rice Production in Lao PDR project is cited as a
good example of providing financing to intermediary stakeholders who in turn support farmers thus
contributing to a win-win solution. Few financial institutions provide credit to smallholder farmers
who have a relatively high level of risk. When available, credit is limited, interest rates are high, and
repayment periods are short. Banks hesitate because farmers have demonstrated poor financial
discipline, do not pay back loans, and cannot plan and manage business and finances. Sources of
loans by cattle farmersinclude the Agricultural Promotion Bank (35 percent), and village development
funds (30 percent).Re"” Commercial white charcoal production is of interest to domestic and foreign
investors due to high demand in international markets. Investors in ecotourism (EBEP) and contract
farming have sufficient funds to develop and manage their projects. The CBEP ecotourism approach,
however,requires supportfromgovernmentandinternational organizationsduetoalackoflocal funds
and knowledge to develop and manage ecotourism areas. The principal constraints to accessing
credit include insufficient experience in the commercial products being produced, a low-level of
education, land size, and security of tenure and the availability of family labor.

Conclusions and recommendations

Evidence from the research and complementary studies indicates that generally agricultural
commercialization has positive implications for social development, income generation, and
poverty reduction among rural households. Negative impacts from commercial agriculture
occurred to the environment (ecosystem) and labor (health) as a result of weak regulation of land
concessions for banana production and for contract farming linked to land concessions that
compete for fallow land used for grazing cattle and harvesting NTFPs. In addition, extensive
monoculture reduces biodiversity and causes farmers to be more vulnerable by being dependent on
a single crop. Integrated cropping is a viable option to combine with monoculture.

The financial viability of smallholder investments in commercial agriculture increased for each
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commodity studied and for contract farming. Key supply-push factors influencing agricultural
commercialization include contract farming that is accompanied by introduction and adoption of
new technologies and facilitating smallholder farmer access to markets. The application of modern
(science-based) farm technologies is important to shifting from natural and subsistence farming
to modern commercialized agriculture that can supply a surplus of products for food and nutrition
security and commodities that meet competitive standards for target markets. Investments that
introduce science-based technologies require good transport and communications infrastructure
that also support poverty reduction. Proximity to cross-border and East Asian regional markets is
a key demand-pull factor for agricultural commercialization. The policy research indicates that the
proximity of the northern region to China and Viet Nam provides Lao PDR with a geo-economic
comparative advantage.

Commercialization of the agriculture sector requires an enabling policy, institutional, and legal
framework. Farmers pursuing commercialized operations require equitable enforcement of
regulations, systematic coordination among government departments, and uniformity of trade rules
for each province. More effective land administration is needed to accelerate granting secure land
tenure to commodity producers in rural areas and to monitor the use of land concessions. Land
use changes have accelerated significantly by granting land concessions to domestic and foreign
investors atlowlandleasefees, often with negativeimpacts onland customarily accessed by farmers.

Sufficient family labor is an indispensable factor for agricultural commercialization of all
commodities studied. Farm families also require access to credit to invest in technologies and
processing facilities needed for agricultural commercialization. However, few financial institutions
provide credit adapted to smallholder farmers who have a relatively high level of risk. Farmers who
collaborate with traders may be able to negotiate easier credit terms and gain access to innovative
and modern agriculture technologies at the same time.

Policy recommendations

Related to investments by domestic and foreign agribusiness enterprises: The MAF should take
the lead to create a national level steering committee that would include senior officials from
concerned ministries to screen and endorse commercial investments before a business license is
authorized. The steering committee or other appropriate mechanism should be led by MAF and
consist of representatives from the Ministry of Planning and Investment (MPI), Ministry of Industry
and Commerce (MOIC), and Ministry of Environment and Natural Resources (MONRE). Potential
social, environmental, trade, and technical implications and impacts would be screened for each
investment. Evidence of consultations with village and district authorities should be required to
ensure informed consent is obtained prior to beginning a project on land or using resources within
village territory. The agribusiness steering committee could make recommendations on investment
proposals for consideration by the National and Provincial Investment Promotion Committees. A
monitoring system should be established, and a responsible agency designated for ensuring that
both investors and producers comply with business agreements and environmentally and socially
responsible investment practices.

Related to building the capacity of local officials responsible for authorizing and managing
investments: MAF should designate provincial agriculture and forestry offices (PAFO) to take
responsibility for leading the monitoring and evaluation of agribusiness investments in each
province. Key elements that should be monitored include the use of agricultural chemicals,
social and environmental impacts of investments, including contract farming arrangements, and
other issues raised by villagers, district and village authorities, and investors. Evaluation should
be based on compliance with the regulatory framework. This recommendation requires that
(i) funds are available to support inspection and enforcement; (ii) technical staff have adequate
training on the use of agricultural chemicals, and (iii) provincial authorities have the authority
to halt activities when negative impacts on environment and society are exposed.

Related to cattlerearing: MOIC should work with MAF and the Ministry of Finance (MOF) to harmonize
trade regulations to promote cattle exports; set standard taxes and fees on cattle movements across
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provinces, and organize the payment of fees and taxes through a single window (one-stop service)
to reduce transaction costs. To promote commercial cattle rearing (fattening), MAF should provide
training to interested farmers on nutritional techniques using existing domestic crops, aiming to
improve overall meat quality for sale in high-value regional markets. Promoting cattle rearing to
chronically poor households contributes to food and nutrition security and improves livelihoods. MOF
should work with commercial banks, traders, and investors, to formulate policy lending mechanisms
that would improve access to credit for farmers who have a high potential for commercialized cattle
rearing.

Related to production inputs: MAF should focus on assisting smallholder farmers to access
improved seeds and breeds (e.g., fingerlings in aquaculture, piglets from sources other than foreign
companies), and should implement controls on the use of inferior quality seed, and to avoid the
spread of disease (e.g., Panama disease in banana, anthracnose fungal disease in cassava).

Training should be provided to smallholder farmers and PAFO and district agriculture and
forestry office (DAFO) technicians related to markets (research on commodity prices and demand,
marketing techniques, market development), product certification, trade documentation, and
financial literacy, among other aspects of commercialized agricultural development. PAFO and
DAFO staff also should be better trained to prepare contracts and to monitor and enforce contract
farming arrangements.

Related to the commercial use of natural resources, specifically in terms of ecotourism and by
producers of white charcoal and benzoin gum: PAFO in each province should take the lead to prepare
five-year sustainable land and forest management plans for each company investing in ecotourism,
white charcoal, and benzoin gum or for each producer group, to ensure sustainable management of
ecosystems and raw material supplies, including creating special use zones on suitable land with
the registration of stakeholders. MAF and PAFO should take the lead to train DAFO technicians to
monitor and evaluate implementation of these plans to ensure professional forest and land use
management. MAF should work with ecotourism companies and civil society groups to strengthen
the capacity of local people to manage ecotourism programs, focusing on youth groups. MAF
should standardize forest and NTFP management regulations in each province to improve
protection of resources and prohibit forest lands from being used to cultivate cash crops. Provincial
industry and commerce offices should play a role in evaluating the efficiency of value chains
and identifying means to increase value added through local semi-processing of NTFPs. At the
national level, MAF and MONRE should collaborate to certify benzoin gum to be an NTFP. MOIC and
MPI should provide training to concerned provincial and district officials to effectively enforce the
Investment Promotion Law and Law on the Promotion of Small and Medium Sized Enterprises, No:
011/NA (21 December 2011) at the local level. MOF should undertake a review of profit and export
taxes for NTFPs and ecotourism to consider the source of each NTFP and the local benefits from
ecotourism and adjust taxes accordingly.

Related to contract farming: MAF should take the lead in creating a national level or cross-sector
working group on contract farming consisting of representatives from the Ministry of Justice, MOF,
MOIC, and Ministry of Information, Culture and Tourism, to review the Contract and Tort Law (No.
01/NA, dated 8 December 2008) and to prepare a code of conduct committing contract farming
parties to ethical production, business, and trading practices. Following clarification of MAF
policies related to contract farming, MAF should take the lead to improve institutional
arrangements for monitoring and evaluating contract farming programs. MAF should formulate
a set of guidelines that: (i) clarify institutional arrangements for contract farming; (iij) monitor
agribusiness operations; (iii) provide incentives to encourage efficient operations and minimize
rent seeking behavior; (iv) assess stakeholders' needs related to market information, market
access (including feeder roads), and legal support; (v) promote farmer organizations and
cooperatives; (vi) support agribusiness incubation and engagement in contract farming, and (vii)
build capacity for domestic agribusiness to work with farmers through contract farming. PAFO
and DAFO should take the lead and collaborate with civil society groups to promote ethics, social
values, and village-based mechanisms for effective contract enforcement. The objective is to
provide guidance related to supporting and improving the policy and legal framework for
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investment and future implementation of the ADS, the policies of the Department of Rural
Development and Cooperatives, and the National Nutrition Strategy 2025 and Plan of Action
(2016--2020).

For chronically poor and transitory households:
The principal environmental risk to rural house-
hold income and remaining out of poverty is
natural disaster. MAF should take the lead to
train PAFO and DAFO technicians to promote
climateresilient agricultural production practices
that minimize crop and livestock losses. Working
with provincial and district Disaster Management
Offices and Committees, PAFO and DAFO should
contribute to formulating local early warning
systems to prevent sudden floods and to manage
droughts, in an effort to reduce crop damage
and loss of agricultural products and livestock.
MAF should collaborate with the National
Disaster Management Office to establish
disaster protection funds and operate crop and
livestock insurance programs through local branches of government banks. DAFO should play a
role in information distribution related to basic procedures to request disaster relief assistance and
to access post-disaster recovery funds.

Related to access to credit: PAFO and DAFO should work with government banks to facilitate
access to flexible credit mechanisms for smallholder farmers and especially poor households to
ensure funds are available to invest in technology and innovation. Additional training in financial
literacy and the innovative transfer of knowledge and technology should be provided to ensure the
effectiveness of institutional support and to avoid the burden of debt. For chronic and transitory
escape groups, PAFO and DAFO should improve access to irrigation to support farm production
over the long term.
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Abstract

Tea in Laos is mainly grown and collected by smallholder farmers. It thus has a strong potential to
contribute to poverty alleviation and rural development.

Despite a relatively large production area, the volumes of tea produced and exported are low.
Laos could take advantage of favorable production conditions, unique varieties, and traditional
know-how to develop a high-quality tea sector.

Themostpressingissueistoimprove qualitybothinsidetheteagardenandatlater stages (harvesting,
processing).

Improving farmer capacity can only be successful if the value chainis organized in a way that farmers
are able to reap the benefits of their efforts towards improved quality.

A sustainable and inclusive tea sector strategy focusing on the livelihoods and benefits of
smallholder farmers, fair trade practices, upgrading local processing facilities and diversified
markets should be collectively defined.
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Tea production in the Lao PDR

Tea plants are native to East Asia and §
evidence of tea consumption in China goes §
back to the 2nd century BC. In Laos, tea was
presumably cultivated and traded as early as
the 7th century (Earth Systems, 2016). Forest
tea, which includes both ancient and wild
tea , has been grown in Northern Laos for
centuries (Marseille, 1990). In the 1920s, the
French brought tea from Vietnam to cultivate
on the Bolaven Plateau and recognized the {3
quality of wild forest teas from Xiengkhouang ¥
(Pedersen et al., 2016). The development of .
the tea sector was halted in the 1930s by a preferential trade agreement between the British and
the French. While commercial tea production came to a stop, traditional tea cultivation remained,
although at a much lower scale. In the early 1990s, tea production resumed after the adoption of the
New Economic Mechanism in 1985 and the development of private tea companies. It was however
not until the early 2000s that a growth in Chinese demand boosted the tea sector again. While more
efforts need to be taken, the tea sector has been developing.

The Government of Laos has acknowledged the great potential of the tea sector to alleviate poverty
and for rural development in Lao PDR. The 8th National Social and Economic Development Plan
recognizes the potential for the tea sector to generate value within the country, encourages the
development of local tea factories in selected provinces as well as foreign investment in industrial
tea plantations. The Agricultural Development Strategy to 2025 focuses on developing tea
production in the Northern Uplands and on the Bolaven Plateau and encourages tea certification
(organic, GAP).

Today, the main tea production areas of Laos are located in the Northern Uplands. Phongsaly and
Luangprabang Provinces are the leading provinces in terms of area of tea planted (Table 1). Smaller
yet well-established tea production areas may be found in other areas, such as Paksong District
(Champasak province) or in Peak District (Xiengkhouang province).

Table 1. Tea planted areas (hectares) by province

2009 2010 2011 [2012 | 2013 2014 |2015 2016 2017
Phongsaly 620 | 2,460 | 2,585 2,650 | 2,655 3,230 3235|2812 2,371
Oudomxay 0 555 225 |305 |215 |385 (445 |122 123
Luangprabang 1,300 450 430 |125 |695 710 |785 |785 1,334
Huaphanh 15 110 135 |30 45 65 80 110 403
Xayabury 0 0 0 0 0 0 639 | 790 | 790
Xiengkhouang 0 0 0 0 0 120 | 135 | 290 | 291
Champasak 220 (220 |285 285 |285 (460 460 458 |458

Source: Department of Agriculture and PAFOs, 2018.

1% Ancient tea and wild tea belong to the same variety (Camellia sinensis var. assamica). While wild tea trees grow
naturally deep in the forest environment, ancient tea trees were planted in tea gardens more 100-400 years ago. The main
difference between wild and ancient tea trees is that ancient trees do not naturally occur but were deliberately planted at
some stage in the past (Smith, 2010). The Lao PDR may be home to one of the largest areas of naturally growing wild tea
trees (ibidem).
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Despite a relatively large production area, the total volume of tea produced in Laos is far below
regional and globallevels. In 2015, Laos produced only 6,295 tons of tea over a total surface of close to
6,000 hectares. In 2015, the national average tea yield (kilograms of fresh tea leaves per hectare) was
1,500kg/hawiththehighestteayieldsinOudomxay (2,000kg/ha, MAF,2016). Incomparison, teayields
in Yunnan reach 5,250 kg of fresh leaves per ha (Boupha et al., 2010). Not only are tea yields low, but
they are also heterogeneous, due to differences in the age of the trees, altitude, varieties, plant density,
and farming practices (e.g., land preparation, picking, pruning, use of fertilizers and irrigation). These
differences may in turn be explained by the variety of production models and tea varieties present
in the country.

Tea varieties and production models

Two main varieties of tea (Camellia sinensis) are cultivated in Laos (cf. Table 2). The most
widespread variety, Camellia sinensis var. assamica, grows in the wild in the tropical forests of the
Northern upland areas of Laos, and is generally used to produce Pu'erh tea. Camellia sinensis var.
sinensis has been more recently introduced in Laos, mainly in Chinese plantations (Pedersen et
al., 2016). These two varieties of tea are generally used to produce a wide range of processed teas
(green, black, oolong, Pu'erh, white). Not only are the two varieties different in the types of teas they
produce they also give rise to different economic models and different modes of land use as shown
in Table 2.

Table 2. Tea varieties

Local Terminology | Production Management Market Conditions

Camellia sinensis var. assamica. Large-leafed variety of tea grown in India, Burma, Yunnan, Lao
PDR and Viet Nam, and commonly used for making Pu'er tea in Yunnan and black tea in Assam.

Wild tea trees'’ * Native tea varieties growing naturally in the |+ Demand on international
wild in different areas of the Northern Uplands. | markets

* In most cases, the villagers communally man- | + High market demand in
age the wild tea trees. China

* Tea trees are harvested by farmers. * Price premiums
+ Organic or clean agriculture.

Wild tea tree gar- |+ Tea gardens developed from domesticated +« Higher prices than tea
dens wild tea/ancient trees (wild tea nurseries). from industrial plantations

« Farmer propagation and planting of seedlings | * Lower prices than wild tea
from wild tea trees or ancient tea trees. or ancient tea

* Growing mainly organically in natural gardens.

* Can reach a height of 2—3 meters, retaining a
more natural shape.

* Manual weeding. * International markets

" Also called in some areas “natural” or “forest” tea.
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+ Tea gardens belong to individuals or house-
holds.

Ancient tea trees | * Tea trees were planted from wild tea seedlings | * Price premiums
in tea gardens over 100 years ago.

* Tea trees are old and usually located in remote | * High market demand, es-
evergreen forests. pecially in China

* In most cases, the villagers communally man-
age tea trees.

* Tea trees are harvested by farmers as NTFPs.

* Natural product.

Camellia sinensis var. sinensis. Small-leafed variety of tea common in China and lowland areas
of South East Asia. Commonly used to produce green tea, and black tea production in Darjeeling
(India).

New Chinese & * Investment model is usual land concession or | * Low price

Vietnamese clones | contract farming.
* Tea plantation areas are managed by (1) * Local and international
individual households, (2) local or foreign markets
companies.

* Local labour hired to harvest the tea trees.
+ Use of fertilizers.

+ Seedlings may come from wild forest and
from neighbouring countries (China &
Vietnam).

Source: Developed by NAFRI based on various sources.

Tea related livelihoods

Unlike many other countries where large plantations prevail (e.g., Sri Lanka, Kenya, India), tea in
Laos is mainly grown and harvested by smallholder farmers. Tee trees are cultivated in a traditional
way, with a very low use of chemical inputs and little processing after harvest. Despite this lack of
further on-site processing, various studies show the positive economic impact of tea production on
the livelihoods of smallholder farmers, rural communities, ethnic minorities and women (Boupha,
2010; NUDP, 2015; Pedersen et al., 2016). However, any generalization concerning tea incomes is
rendered difficult by very large price differences. Tea prices depend on:

« the area of production

« the quality of the tea trees (which is determined by the variety, terrain, age of the tree, and
harvesting period)

« existing market opportunities

* the degree of competition between traders

* processing quality

« farmers' bargaining power

In general, prices vary substantially between the spring'? and the rainy season. Figure 1 shows
that tea prices may also vary greatly within a single province. In Phongsaly for example, dried tea
leaves sold in March commanded the highest prices (700,000—800,000 LAK/kg in Project A and
150,000—300,000 LAK/kg in Project B), while the lowest prices were paid in the rainy season
(150,000—200,000 LAK/kg and 80,000—150,000 LAK/kg). The price range was wider in the spring
than during the rainy season. Prices for plantation teas were much lower: dried tea leaves were sold
for only 60,000—80,000 LAK/kg in March and 3,000—-5,000 LAK/kg in the rainy season.

12 peak prices occur between March and May.
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Figure 1. Variations in the prices of tea leaves in Phongsaly Province
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Prices also vary substantially from one province to the other, especially during the peak season

(Table 3).

Table 3. Variations in wild/ancient tea prices over the year and between provinces

Unit: LAK/kg Phongsaly Xiengkhouang Oudomxay
Dry leaves
March 150,000300,000 250,000-600,000 150,000-350,000

Rainy season

80,000-150,000

100,000-200,000

100,000-200,000

Fresh leaves

March

25,000-60,000

25,000

25,000

Rainy season

5,000-15,000

10,000-15,000

20,000

Source: Helvetas.
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Opportunities and challenges for the development of an inclusive
tea sector in Laos

Tea produced in Laos has a high market potential that comes from: favorable production conditions
(e.g., climate, soil types, and altitude) and the low use of chemicals, especially for wild and ancient
tea varieties. This might provide Laos with a comparative edge in the production of organic teas
for niche markets, provided that producers are able to become certified. Laos already has its own
set of organic standards and a local certification body (Kousonsavath et al., 2018) for the domestic
market. Fair trade certification could also offer an additional opportunity for tea farmers grouped into
cooperatives or associations, especially the branch of fair trade that focuses on smallholder farmers
rather than on large plantations (e.g., the Small Producers’' Symbol or SPP). Finally, other quality
signals could be successfully developed, such as: private tea brands; the One District One
product (ODOP) initiative; and geographical indications to promote the country's tradition of tea
production and unique teatreesin coherence with theimage of ahighly biodiverse country with scenic
landscapes that Laos has developed. In the case of geographical indications, this would imply
being able to prove the historical link between the origin and the product. Ecotourism activities
could also be developed to further promote Lao teas and their unique production methods, and the
farmer communities involved in tea production.

Despite relatively large areas of tea, many farmers still gain little from tea production as local value
addition remains low. With most of the tea sold in China, the prominence of Chinese in tea processing
and trade is hardly a surprise. This may be seen as a tremendous opportunity, the abundance
of small Chinese factories ensuring a regular access to the highly lucrative Chinese market.
However, it might also be a source of concern if an important share of the value added is
captured downstream, by stakeholderslocated outside the Lao PDR. Anotherissue may ariseif foreign
traders and factories compete with (or even hinder the development of) local cooperative processing
units willing to buy tea from their farmers throughout the year to supply alternative markets. It is
therefore essential to carefully consider how the value chain is organized in order to enable
alternative models to exist and to ensure market access for all.

Related to value addition, the ability to produce high-quality tea is a major challenge as proper
quality standards for tea are still lacking and farmers are slowly developing the skills to comply with
existing market standards. While organic and fair trade certification seem promising, farmers' ability
to comply with strict regulations and to keep records throughout the production process remains
a challenge, not to mention the cost of certification to reach foreign markets. Training farmers
to improve their understanding of (and compliance with) these standards is essential. Stricter
monitoring systems are needed to ensure that tea labelled as organic is genuinely free of
chemicals. The creation of cooperatives should also be genuinely encouraged for fair trade to
become an option at all.

Last but not least, low tea yields could probably be improved by focusing on appropriate tea
management, cultivation and harvesting techniques and better management of soil fertility. To be
solved, the question of yields should however not limit itself to technical aspects, but also take into
account what incentives farmers have to improve their yield and what means they are given to do
so (e.g., access to rural credit, access to technical and market information).

Implications for the development of the Lao tea sector

The Government of Laos has a critical role to play in the development of a sustainable and inclusive
tea sector. This may be done by creating the conditions for a fruitful dialogue and consultation
between the various stakeholders (e.g., farmers, collectors, processors, investors, exporters,
government) in view of developing a common vision and a strategy (development, marketing,
communication) for the Lao tea sector. Within this concerted framework, meaningful measures to
ensure that the tea value chain genuinely benefits the farmers should include, among others: the
promotion and effective monitoring of fair contracts between farmers and their communities and
tea traders; the adoption of strict and effective rules for foreign investment in tea (to ensure that the
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investment approval process takes into account the livelihood and benefits of smallholder farmers);
the effective prohibition of trade monopolies; and the protection of farmer land rights. Other less
top-down approaches involve supporting farmers through farmer advisory services, and training
farmers and government staff (PAFO, DAFO) to become tea specialists. Tea producers should be
registered and comply with minimum requirements that should include maintaining simple records
on the origin of tea seeds, plants, diseases, yields, prices, sales and names of buyers.

There seems to be some space for the establishment of a Tea Learning Alliance to capitalize on past
experiences, promote information sharing, and collectively think about the future of the tea sector
and the respective role of the different stakeholders in the definition of a national strategy. This task
force could also play a leading role in investigating the diversity of international tea markets and in
developing a collective strategy to satisfy such markets. Finally, it could be responsible for collective
thinking about how to improve packaging (an important factor of success for the domestic and
regional markets) and develop traceability and labelling, which are essential on foreign markets
where companies buy loose tea that they package themselves and where food labelling
requirements are often very strict.

Figure 2 summarizes different areas where improvements are needed for the Laotian tea sector to
unlock its full potential. These areas cover the entire value chain and thus a variety of actors, both
public and private, that are likely to be called upon to work together. The specific modalities of such
cooperation between stakeholders are not detailed here.
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Figure 2. Needs assessmet

Inputs

Production

Harvesting

Processing

Quality
control &
certification

Distribution
& marketing

Value chain

Needs

Improved tea varieties and seeds
Organic fertilizers

Access to credit

Good agricultural practices
Promotion of transplanting
techniques

Promotion of intercropping
Improved harvesting techniques
Improved post-harvest handling of
tea

Dissemination of good
manufacturing practices
Minimum national quality
standards for tea

Internal control systems

Training on standards and
certification

Good knowledge of markets
Strong standards and certification
system

Recognized quality signals (ODOP,
Gls)

Improved labelling and traceability
Advertising

Improved road access

Fair trade conditions

Strict control of concessions
Improved collaboration between
value chain actors

Creation of a Tea Learning Alliance
Greater sharing of information

Research Gaps

Identification of Lao tea varieties
Tea variety selection

Tea grafting and propagation
Tea tree nutrition
Pest and disease control

Cost-benefit analysis of existing
processing techniques
Compilation and analysis of
existing quality standards for tea

Detailed market analysis for
different teas

Comparative analysis of alternative
models (spot, contracts,
concessions)

Collection of data on production &
prices

Analysis of value distribution from
the farm to the border, and to the
final consumer

Source: NAFRI. Notes: in yellow and bold, the most urgent needs to be addressed. More long-term
needs are indicated in white.
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Supporters of the Lao tea sector

Joint development projects

Lao Upland Rural Advisory Services, The Agro-Biodiversity Initiative, Sum Son Seun Jai, Northern
Uplands Development Programme, Eco-Friendly Intensification and Climate Resilient Agricultural
System

Development partners

Agronomes et Vétérinaires Sans Frontieres, Agence Francgais pour le Développement, CARE, Centre
de Coopération Internationale en Recherche Agronomique pour le Développement (CIRAD),
Comitéde Coopérationavecle Laos (CCL), Community Organization, Participation and Empowerment,
European Union, Food and Agriculture Organization, Gesellschaft fir Internationale
Zusammenarbeit

(G1Z), GRET, Helvetas, International Fund for Agricultural Development (IFAD), OXFAM, Swiss
Development Cooperation, Stichting Nederlandse Vrijwilligers (SNV), United Nations Development
Program.
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