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Terms of reference and scope 

Terms of reference 

This research is undertaken as a component of the Australian Centre for International 
Agricultural Research (ACIAR) funded Project FST/2010/012 Enhancing Key Elements of 
the Value Chains for Plantation Grown Wood in Lao PDR.  

Within Objective 1 of the Project - To address constraints and inefficiencies in the value 
chain, from harvest to processor stages, that limit returns to smallholder growers, Activity 2 
poses the research question: how can barriers to legal registration of smallholder planted 
trees be addressed, and transaction costs in their sale and delivery be diminished?  This 
report addresses the second element of that research question, examining the nature of the 
transaction costs regime applying to smallholder timber plantation sector in Lao PDR. A 
separate paper by Smith (2014) addresses the question of plantation legality.  

The key elements of this report, which broadly conform to and augment the project 
milestones, are as follows: 
 

• A definition and contextualization of plantation transaction costs in Lao PDR; 
 

• Perspectives on transaction costs, including some criteria for assessing the 
performance and appropriateness of the transaction cost regime; 

 
• The policy significance of transaction costs; 

 
• A description of the underlying methodology and approach for the study; 

 
• A review of literature and related work in Lao PDR; 

 
• A description of the nature and incidence of plantation transaction and the points of 

incidence of thee costs along the plantation timber value chain in Lao PDR;  
 

• A description of the scale of impact of transaction costs and charges based on case 
study data; and 

 
• A discussion on opportunities for growers, industry, government in Lao PDR and 

others to diminish the impacts of transaction costs and charges associated with the 
plantation value chain in Lao PDR. 

 

Scope 

In accordance with the Terms of Reference, the focus of this report is primarily on the impact 
of transaction costs on the plantation value chain between the grower and the sawmill or 
other first point of processing. The emphasis is particularly on the experience of smallholder 
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timber plantation growers although many of the observations and the recommendations for 
ameliorating the impact of plantation transaction costs will also be relevant to larger scale 
plantation growers and processors. 
 
Transaction costs also arise in connection with other parts of the extended plantation value 
chain, including establishment and registration of plantations, export of timber and wood 
products and with the importation of timber for processing in Lao PDR. Costs associated 
with these stages are not considered in detail here but are described in the plantation 
legality overview presented by Smith (2014). 
  
Other related projects by Ling et al (2014) and Flanagan et al (2014) consider respectively 
how growers in Lao PDR might organise themselves collectively into grower groups or 
associations or forestry enterprises and how they might approach the question of 
certification and these projects also include discussion relevant to plantation transaction 
costs in Lao PDR.  
 
 
  

 
!

Smallholder!roadYside!teak!plantation,!Ban!Kok!Ngiew,!Luang!Prabang!Province.



 

Transaction Costs Associated with Growing and Selling Smallholder Plantation-grown Wood in Lao PDR – 
Incidence and Mitigations 

 

7!

 

Transaction Costs – definition and context  
The study of transaction costs has become a specialized field in economics, historically 
associated with the study of externalities and how firms organise to efficiently allocate 
resources (Coase, 1937).  

Although transaction costs can represent a significant part of the cost of doing business 
(Cox, 2002 for example estimates that transaction costs amount to nearly half the cost of the 
traditional economy in the United states) they have traditionally been overlooked in financial 
and economic analyses. It is important that their impact be understood and taken into 
consideration by individual businesses so that they fully understand the factors affecting 
profitability and return on capital, and by policy makers wishing to improve the efficiency of 
the business environment and thereby facilitate trade and attract investment and also so that 
the social policy objectives of forestry programs will be achieved and unintended adverse 
outcomes avoided.  

Some definitions of transaction costs include the following: 

• The costs of facilitating market exchange. These include the costs of discovering 
market prices and the costs of writing and enforcing contracts (OECD, 1993). 
.  

• The costs of trading across a market (neoclassical definition), or the costs of 
establishing and enforcing property rights (property rights definition) (Allen, 1999). 

 
• The costs of transacting that are not included in the price, including: 

• discovering who to deal with;  
• informing suppliers and negotiating terms;  
• drawing up a contract;  
• inspecting products and process; and  
• adapting to changes affecting each party as they occur (O’Malley, 2009). 

 
Other definitions assist in differentiating transaction costs from other types of costs faced in 
commerce – for example: 

• Zhang (2001) differentiates transaction costs - the costs of all the information 
processing necessary to coordinate the work of people and machines that perform 
primary processes; and production costs - the physical or other primary processes 
necessary to create and distribute the goods or services being produced. 

 
• North (1990) divides the total costs of production into transformation costs, the costs of 

inputs of land, labour, and capital involved in transforming the physical attributes of a 
good, and transaction costs, the cost in defining, protecting, and enforcing the property 
rights to goods.  

 
Transaction costs include not only monetary costs but also non-monetary costs, such as 
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time expended by program participants. Transaction costs here include costs associated 
with searching for interested partners in the transaction and in investigating prices, 
negotiation costs (coming to an agreement), approval costs when the transaction must be 
approved by government, the costs of establishing and monitoring baseline conditions (in 
the context of Payments for Environmental Services (PES) schemes), enforcing compliance 
with a contract and the cost of insurance (Dudek and Wiener (1996) in Jindal and Kerr, 
2007). 

Transaction costs may also arise from opportunistic behaviour – where one or both parties in 
an exchange seek to make additional rents from a transaction. Parties bargain, haggle, 
search for information and monitor each other in order to protect themselves from this 
opportunism. These activities are costly (Carias Vega and Keenan, 2014).  
 
Adhikari (2004) discusses three categories of transaction costs faced by community forest 
groups:  

1. Transaction costs of monitoring implemented decisions (including costs incurred 
during the process of setting up the forest user group, acquiring information and the 
costs of co-ordinating activities, like resources spent for meetings, settling conflicts, 
and so on). Time and resource invested in-group formation and organization building 
are key inputs to the community forestry process.  

2. Transaction costs incurred in reaching decision about user group identification, 
including negotiation with potential members, committee formation, resource 
demarcation, building capacity of resource users in preparing plans and participating 
in training activities; and 

3. Transaction costs of implementation, referring to the costs of carrying out 
implementation activities to comply with the management decisions made. 

These costs may be substantial and dominate other observable (pecuniary) cost. 

Ray and Bhattacharya (2011), in a study of forest management institutional arrangement in 
West Bengal note that in community based natural resource management, transaction costs 
refer to costs associated with negotiation, attendance at community meetings, monitoring 
activities, resolution of conflicts and enforcement of property rights to natural resources.  

Allen (1991) discusses property-related transaction costs, which comprise costs of 
establishing and maintaining a property, including the cost of information, negotiating, 
establishment, enforcement and control. Allen identifies the following three types of 
transaction cost: 

1. Transaction costs of information on how to establish the property, manage it together 
with more co-owners and, how to restore the property and pass the administrative 
procedures related to identification and registration of a property. 
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2. Social transaction costs or transaction costs of exclusion include the cost of 
mechanisms which owners need to safeguard their property under pre-defined rules 
(e.g. a bankruptcy law) enforced by the state (e.g. police and courts). 

3. Transaction costs of uncompensated ownership restriction. They are relatively high 
in transforming countries due to the tradition of state regulation and nearly absent 
compensation for restriction in the use of a property from public funds. They 
depreciate the value of a forest property. 

Taxes (as distinct from fees and services charges associated with the provision of 
government services) are not transaction costs and are referred to only incidentally in this 
paper. As a simple differentiation, transaction costs arise in connection with the commercial 
events or processes through which income is derived, while taxes are levied on the income 
derived through those commercial events. Smith (2014) includes an overview of the taxation 
regime in Lao PDR as it affects timber industry and other businesses and individuals.  

Working definition 

The above illustrate the breadth in definitions of transaction costs in the economic literature.  
An underlying theme (and definition for the purposes of this study) however is: 

Monetary and non-monetary costs associated with facilitating the organisation of and 
trade by the plantation sector, including costs associated with the definition and 
protection of property rights.  

The direct cost of exchange (ie the price), capital costs other than those involved in 
establishing property rights (land and equipment), the costs of labour (salaries and wages) 
and the other underlying (transformational) costs of the business activity (ie manufacturing, 
marketing, administration and distribution costs, whether direct or indirect) are not 
considered “transaction costs”.  

In the Lao PDR plantation context, most monetary transaction costs arise as a consequence 
of government activity, particularly costs associated with regulation of the growing, 
harvesting and distribution of wood and other forest products and in establishing plantation 
property rights through the land registration and plantation registration processes. 
Transaction costs also arise in the private sector – for example payments to timber agents or 
other middle-men to arrange or consummate a timber sale or to arrange finance for or the 
brokering of timber sale transactions. This category also includes other costs of discovering 
who to trade with and defining the terms of the transaction. Both monetary and non-
monetary transaction costs are also incurred by growers and others through participation in 
activities designed to improve their ability to participate in the market. Examples of this last 
category include cost involved in training, participating in grower group activities or 
plantation certification processes.  
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Perspective on transaction costs 
We set out to undertake an objective analysis of the transaction cost regime pertaining to the 
plantation timber value chain in Lao PDR. We do not take a position for or against the 
imposition of transaction costs per se, and recognize that transaction costs can play an 
important role where they assist in facilitating plantation development and trade in plantation 
timber and non-timber products and where they can assist in providing the infrastructure 
necessary to support orderly plantation forestry development and trade in forest products.  

The Government of Lao PDR (GoL) has decreed that certain fees and service charges may 
be levied in connection with the growing, harvesting and processing of plantation timber 
(teak and other species) and other activities associated with the plantation value chain, while 
wishing to foster plantation development for a variety of reasons, including as a pro-poor 
opportunity for income diversification and to encourage more settled patterns of land 
utilisation. These objectives are stated in a number of key policies including the National 
Growth and Poverty Eradication Strategy (2004), the Forestry Sector Strategy (2005), the 
National Export Strategy (2011-2015) and various Prime Ministerial Instructions and 
Resolutions of the GoL.  

The question therefore is not whether transaction costs are “good” or “bad”, but whether the 
transaction cost regime associated with the plantation sector in Lao PDR functions 
appropriately so as to facilitate the achievement of the objectives set out in the policy 
framework. In considering that question and in examining the effectiveness of the 
transaction cost regime and its impacts on society in Lao PDR, the following criteria might be 
applied:  

• Efficiency – does the transaction cost regime contribute to an outcome where the 
economic well being of Lao PDR society as a whole is optimized for the resources 
available? 

• Equity – are the impacts of transaction costs borne fairly and proportionally along the 
value chain and socially or do the transaction costs impact disproportionately at any 
point or on any particular sector of society? 

• Transparency – is the operation of the transaction cost regime and its impact clear to 
all existing and potential participants involved in or contemplating involvement in 
plantation timber growing or processing in Lao PDR? 

• Consistency – is the transaction cost regime, as far as possible, stable and uniformly 
applied, with minimal unwarranted variation between localities, sectors of society and 
sectors of industry?  

• Simplicity – is the transaction cost regime, as far as possible, not overly complex or 
requiring undue effort in its understanding, application and administration and is it 
geared to the capabilities (literacy, numeracy, financial, time and other resource 
constraints) at the point of impact? 

• Co-ordination – is policy in respect of transaction costs developed in co-ordination 
with related government portfolios (eg, trade, investment, rural development, poverty 
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eradication, health, land use, infrastructure development, etc) so as to optimize 
achievement of policy objectives across government as a whole and so as to avoid 
duplication and overlapping responsibilities or unintended or perverse 
consequences, and is there appropriate co-ordination across government agencies 
in the development and implementation of policy.  

• Respect for the rule of law – do all of the participants in the value chain in any 
capacity, including growers, processors and regulatory officials, conduct themselves 
in accordance with the rule of law, or is the sector subject to corrupt practices and 
other distortions that detract from transparency and efficiency and achievement of 
the GoL’s policy objectives and are there effective mechanisms in place for 
addressing negative behaviours when they exist? 

The above tests establish a series of yardsticks against which the operation of the 
transaction cost regime can be evaluated. To the extent that the regime operates at variance 
from the above objectives, then adjustments may need to be made to its underlying 
principles or operation. 

 

 
Young teak Taungya planting over pineapples 
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Previous review of plantation transaction costs in 
Lao PDR 
Lao PDR has a decentralised structure of government, with a strong central administration 
and provincial, district and village administrations, each with the capacity to promulgate laws 
and regulations and / or having a role in their application, including in relation to natural 
resources and forestry laws. Savathvong (2010) reviewed the laws and regulations 
pertaining to forestry administration and the imposition of fees and service charges in Luang 
Prabang Province (which includes “the vast majority of teak plantations” in Lao PDR). He 
noted that the law in relation to the management and promotion of tree planting has been 
amended over time at central and local levels. Local adaptations have been necessary to 
reflect local conditions, although these fit within the framework of laws and directives from 
relevant ministries as their point of reference. 

Savathvong op cit identifies four main laws, six decrees, orders and directives of 
government ministries and, for Luang Prabang Province, two other legally binding 
documents pertaining to plantation forestry and the timber industry. These deal with tree 
planting and environmental protection, the long-term development and promotion of tree 
planting, plantation investment as a source of supply for the wood processing industries, 
plantation registration, the issuance of logging and export permits, land taxation, the 
collection of taxes and service fees for timber and non-timber forest products and logging 
and transactions in relation to planted timber. He further identified three legal instruments 
that, though pertinent to timber plantations and the forest industry, appeared to have “not 
been used for the calculation of taxes”. Officials at all levels of government, but particularly 
at the district and provincial level and also the village administration are involved in the 
administration of the legal framework. 

In addition to providing for the imposition of taxes (income tax, turnover tax and profit tax), 
the legislation also includes the authority for the imposition of Formality Fees for the 
provision of government certifications and approvals, and Service Fees for the provision of 
government technical services (surveys, measurements etc). Savathvong op cit indicates 
that the application of these fees and charges to plantation timber and products is unclear as 
they are based mainly on natural forest products. The basis for determining the services fee 
was found to be particularly unclear, and he recommended that the basis for determining 
these charges be clarified. 

Savathvong identified three periods with respect to the legal arrangement for imposition and 
collection of government taxes and charges on the timber industry: pre-1970, during which 
taxes and charges were levied and collected mostly in accordance with the law; the period 
from mid-1970 to 2010 (the time of his report) - a period of rising living standards - during 
which there was a lack of coordination between the agriculture, forestry and finance 
agencies causing overlaps in tax collection and high tax payments on the part of business; 
and a third period, after the November 2008 Presidential Decree designed to clarify the 
arrangements with respect to Formality and Service Fees, which was not implemented due 
to “resistance within Luang Prabang Province because the ‘old method’ generated higher 
revenues for government”.
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Selected literature review 
Most of the literature concerning forestry transaction costs draws on experiences with 
community forest management and often with schemes aimed at production of forest 
environmental services (Payments for Environmental Services (PES) schemes, or carbon 
sequestration), as distinct from smallholder plantations – our focus here. The references 
presented here are also drawn from a number of countries where economic and social 
circumstances might be very different to the situation in Lao PDR. Despite these differences, 
there are many lessons that can be drawn and applied to the circumstances of smallholder 
growers and processors in Lao PDR. 

Literature review – key points 

The following are some key points drawn from the literature reviewed further below:  

• Transaction costs (monetary and non-monetary) can be a critical factor in the 
success or failure of community forestry and need to be incorporated into the 
formulation of policy, while growers and industry too need to consider the transaction 
cost implications of their participation in plantation growing and processing activities.  

• Transaction costs can present a disincentive for households engaged in community 
forestry and PES projects.  

• Transaction costs may impact more significantly on poorer households than on 
medium or higher income households, especially where transaction costs have a 
high fixed component.  

• Institutional support is critical for effective community forest management, including 
transaction cost minimization.  

• The costs of cooperation are an element of transaction costs. Cooperative structures 
can therefore reduce transaction costs where they are founded on trust and simpler 
group governance mechanisms. 

• Selecting the right governance structure and arrangements is crucial for controlling 
transaction costs in community forest management and grower group organisations.  

• Vertical integration can have significant benefits for mitigating transaction costs. 
However, there are efficiency limits to vertical integration, beyond which costs of 
integration exceed gains. The issue therefore is to identify the optimum level of 
integration.  

• Decisions concerning forestland management and property rights, including changes 
from public to community or private ownership or management, need to explicitly 
consider transaction cost implications if unintended or even perverse outcomes are 
to be avoided. 

• Transaction cost implications of forest sustainability criteria and certification schemes 
also need to be explicitly considered. High transaction costs and complexity are 
barriers to adoption of forest certification, particularly for smallholder forestry.  
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• Poorer returns back to the community as a consequence of high transaction (and 
other) costs turn discourage the adoption of farm or smallholder forestry. 

• eCommerce can be usefully employed in lowering transaction costs, especially those 
costs involved in searching for new market opportunities.  

• Transaction costs arising through corrupt practices are a strong disincentive to 
participation in community forestry. There is a need for better governance and 
enforcement to eliminate these practices.  

Literature review - summary 

Carias Vega and Keenan (2014) examined the transaction cost implications of governance 
structures for a range of vertical integration levels in Mexican Community Forest Enterprises 
(CFE). 

Vertical integration will eliminate some transaction costs, but vertical integration must be 
governed through new forms of organization or governance structures. These governance 
structures present trade-offs and no single governance structure can possess all of the 
advantages of the others without costs. 

Communities that want to benefit from commercial forestry face considerable transaction 
costs in their relationships with external service providers and buyers. Opportunistic 
behaviour from buyers and contractors to secure additional rents can occur at all levels of 
vertical integration. Governance structures have the task of taking on these transaction costs 
and aligning contracting relationships between CFEs and their commercial partner. 

Community forestry enterprise programs around the world emphasize the acquisition of 
technical, managerial and organizational capacity, business skills and certification in order to 
promote ‘success’ in these CFEs. There is also a strong drive for vertical integration. Forcing 
a particular organizational structure or pushing for value adding within the CFE could result 
in inefficiencies that reduce the benefits accruing to the community as a whole and it is 
important therefore to select the optimal level of integration.   

Wasswa-Matovu (2006) found that transaction costs, evaluated as the difference of the 
share of benefits and costs of resource appropriation from community forestry, presented a 
disincentive for households to engaged in Community Forest Management in Uganda.  
Contributing factors included: 

• The low state of social capital, hindering participation in community forestry and 
undermining the authority of traditional leaders to mobilize for collective action, 
raising transaction costs;  

• The lack of threshold capability (tools etc) to effectively participate in community 
forest management; 

• Disincentives created by corrupt and illegal practices by officials and politicians; 

• Disincentives against marginalized groups and domination by local leaders and 
community elites; 
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• Failures of Community Land Associations (CLAs) to be fully democratic and 
accountable; 

• Low levels of monetary values derived from community forestry activity; and 

• Institutional and policy bottlenecks. 

Wasswa-Matovu concludes that measures that seek to garner the participation of 
communities in CFM, but underplay the importance of well functioning institutions (i.e. rules 
and regulations underpinning CFM, local and traditional governance structures and their 
roles in building community social capital, democratic and accountable CLAs, etc.) are 
bound to fail. The success of CFM initiatives in the study areas therefore calls for measures 
to strengthen all manner of institutions that promote community cooperation and 
participation for community forestry, and in particular measures to improve household 
income and asset bases to lower transaction costs in community forestry (by increasing 
household capacity to participate). 

The lesson here is that properly functioning institutions are essential to minimize transaction 
costs and impediments to participation in Community Forest Management.  

Meschak  (2002) found that transaction costs for Participatory Forest Management (PFM) 
were higher for poorer households compared to medium and richer households in Tanzania. 
Higher income groups obtained the most net benefits followed by medium and poorer 
households. The change from public to community based forest management may lower 
transaction costs incurred by government, but this may in effect shift costs to poorer 
members in the community. Therefore transaction costs associated with participatory forest 
management can be critical in determining the success or failure of these schemes and 
need to be incorporated into policy analysis and setting.  

Palo and Lehto (2012), in another study examining the transaction cost implications of 
changing from public to private based systems of forest land management, point to the need 
to carefully consider appropriate / optimum forest property rights regimes. On the one hand, 
while devolution to community or private forestry should reduce bureaucratic transaction 
costs in forestland management and administration, the transition from public to community 
or private ownership creates one-off transaction costs as well as on-going transaction costs 
in the maintenance and enforcement of property rights.  Such devolution, in the absence of 
appropriate environmental and land ownership regulation (which involve other bureaucratic 
transaction costs), may lead to deforestation and concentration of land ownership. The 
balance of these different transaction costs is an important consideration in determining the 
optimum forest property rights regime.  

Zhang (2001) also stressed the importance of taking into consideration the transaction cost 
implications of different arrangements of forestland management (eg public v private v 
community management).  Zhang considered transaction costs in different forestland 
management regimes, including public-owned forestry, subsistence forestry, non-industrial 
private forestry and China’s shareholding forestry system. He maintains that the persistence 
of public forestry, community forestry and household forestry can be well explained by 
transaction cost economics. There are lower transaction costs in public forestry regimes 
because there are fewer property rights to maintain and protect. While moves toward private 
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ownership or forms of collective ownership or management might be seen as desirable on 
efficiency grounds in traditional economic analyses, private ownership and collective 
ownership implicitly involve the creation of property rights which need to be defined and 
enforced, thus giving rise to transaction costs. 

In order to improve efficiency, the gains from private ownership or joint ownership or 
management need to outweigh the costs, including increased transaction costs. 

Zhang points out that, while the evolution to market-oriented systems is inevitable when a 
more market-based economy prevails, he also points out that the transaction costs 
associated with forestry production (hiring, monitoring labour, getting capital and marketing 
the product) to be relatively high compared with agriculture. 

Zhang also applies this analysis to the emergence of forest sustainability criteria and 
certification and argues that here too the increased transaction cost burden (eg individual 
compliance costs, regulatory costs, costs associated with creating and enforcing 
sustainability branding) need to be carefully considered in analyses of the merits of adoption 
of such schemes. 

Kaputa et al (2011) make the point that, in the context of contracting out forestry operations, 
the transaction costs of “outsourcing” may exceed efficiency gains.  

Transaction cost economics therefore has implications for the optimal size and structure of a 
firm (or, perhaps in our case, the extent to which vertically integrated forestry organisations 
maintain efficiency). A firm (organization) will tend to expand until the cost of organizing an 
extra transaction within the firm becomes equal to the cost of carrying out the same 
transaction by means of an exchange on the open market or the cost of organizing in 
another firm. 

Rai et al (2010) undertook a study into why little or no Sal (Shorea robusta) timber was being 
supplied to the market from community forests of the Terai and Inter-Terai regions of Nepal. 

Factors identified include that individual forests are too small to profitably harvest and 
market sales, and that institutional barriers to entering into contracts, or forming larger 
cooperatives for logging, processing and market sales of timber may also be a constraining 
factor.  

Another possible constraining factor may be institutional inefficiencies because of low 
stumpage value and high transaction costs caused by an unsatisfactory government 
regulatory role, a complicated auction process, and policy uncertainty. The formal rules of 
property rights of resources and the performance of the polity, bureaucracy, and judiciary all 
influence the transaction costs of forestry. The governance structure of markets and the 
associated transaction costs influences decisions by organisations on whether to “buy” or 
“build” as a business strategy. The contracting/cooperative mode of governance structure 
lies between these two alternatives.  

Goedecke and Ortman (2006) reviewed the costs of labour contracting in the South African 
forest industry and found that transaction costs also affect contracting arrangements. Having 
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clear laws and arrangement in place with respect to contracting assists industry to selecting 
the most efficient form of contracting arrangement. 

Ray and Bhattacharya (2011) examine the transaction costs of co-operation in community 
based forest management in West Bengal, India. Transaction costs play a role in 
determining success and failure of co-management. They cite North (1990) who argues that 
community institutions will survive if they can effectively reduce transaction costs.  

Ray and Bhattacharya cite commons literature, which suggests that successful resource 
management depends on the cost of co-operation, an element of transaction costs, and 
other sources that suggest that in a heterogeneous society, institutions perform poorly 
because of high costs of co-operation. (Midgley (pers com) comments that heterogeneity is 
an issue for forming and maintaining co-operative structures in Lao PDR society. He cites 
the example of the village of Ban Kok Ngiew, which has three mainstream ethnic groups, 
four belief systems, three unrelated languages plus educational and economic hierarchies 
and political alliances). 

The general lessons to be drawn from the Ray and Bhattacharya study include that that 
absence of trust raises transaction costs and reduced collective action, high cost institutions 
with complex governance mechanisms are less likely to endure, and that transaction costs 
adversely affect collective action for forest management. Key findings from the study include 
that problems of collective action emerge from inadequate information and conflicting 
interests, and that transaction costs should be given due importance in analyzing the 
performance on co-management of resources.  

The key point of relevance to smallholder forest managers in Lao PDR, particularly in 
respect of forest group management and joint forest enterprises, is that they should 
endeavour to have simple group governance mechanisms in place, reinforced by 
transparency and trust amongst group / enterprise members, and that the costs of 
participation (both monetary and time / opportunity costs) be kept to a minimum consistent 
with effective and efficient operation of the group or enterprise.   

Milan et al (2013) found that transaction costs were a disincentive to participation in PES 
schemes in Vietnam. The transaction costs involved were primarily opportunity type 
transaction costs – costs of participation, including information gathering, monitoring, 
attendance at meetings, deciding whether to participate, time involved in negotiations and 
contract administration, conflict resolution, and enforcement and compliance costs.  

The transaction costs were influenced by factors including the level of education of the 
household head, the level of interest in inter-cropping the farm, farmer’s union membership, 
and the provision of seed support.  

Conclusions and policy implications from the study include: 

• Private transaction costs are major components of PES and are significant for uptake 
of PES contracts but difficult to quantify; 

• Transaction costs are higher in relative terms for poorer households; 
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• To compensate for the higher transaction costs in poorer households, there should 
be provisions for direct access to NTFPs and cash products;  

• Further research is needed on comparison of transaction cost associated with 
different forms of arrangements (household, community) 

Adhikari (2004) discusses common property forest management in Nepal. Transaction costs 
are an important determinant in the success or failure of community-based resource 
management. They are a major component of resource management costs and vary 
according to socio-economic status of resource users and characteristics of the community. 
In particular, they can affect participation in management activities, with the poor bearing a 
proportionally larger share of the costs.  

While the move from state to community based forest management reduced costs to the 
state, it increased transaction costs for the community, with the burden of these costs falling 
disproportionally on poorer households.  

Community-based forest management involves implementation of different property rules, 
liability rules, regulations, incentives for resource management and distribution of costs and 
benefits among group members. Transaction costs could be a barrier to participation in 
community forest management, especially for poor households. 

Though the benefits of changing from an open access regime to regulated common property 
are widely recognized, the transaction costs are often neglected. Institutional change is not 
costless or instant (North 1990). Institutions are important factors for management; however, 
the potential (transaction) costs and time for institutional transformation should be carefully 
considered (Zhang 2001).  

Cox (2002) discusses the potential for greater use of eBusiness as a means for small-scale 
farm foresters to reduce transaction costs, particularly costs associated with market 
research, to find and supply higher priced market segments and to reduce the unit cost of 
transacting timber sales. This may be of particular relevance to researching new export 
markets for both wood and non-wood forest products and where growers are producing 
niche species (Vlosky, 1999). Cox points to success with adoption of eBusiness at reducing 
costs for small scale forestry in the United States.  With transaction costs amounted to 
nearly half the costs of the traditional economy the beneficial economics of the new 
globalized economy and the wider notion of eBusiness is self evident. 

Cox also points to the increasing use of electronic wood markets internationally and the 
potential benefits to small-scale forestry in making the market more accessible. These 
illustrate the potential to join buyers and sellers, provide information on species and an 
interactive buying experience for the consumer. 

Bisson et al (2003) found that weak governance has resulted in high transaction costs in 
managing forest operations in the Philippines. The Philippines has placed over 5 million ha 
under community-based forest management, however, these operators are incurring high 
costs in obtaining approval of management documents and in transporting legally-harvested 
forest products. For example, a medium-sized truck transporting wood products was 
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required to pay $60-$140 in “transaction costs” at each of 14 check points in Eastern Luzon. 
Community-based forest management operators reported that each operator has to pay the 
Department of Environment and Natural Resources up to $400 for the approval of a work 
plan authorizing the annual allowable cut. In addition, these operators pay DENR up to $500 
each year to facilitate the issuance of an Environmental Compliance Certificate. These 
transportation and approval fees are not legally required and significantly reduce the 
profitability and economic viability of community-managed forest operations. 

High transaction costs for obtaining harvesting and transport permits, difficulties in handling 
demands for “revolutionary taxes” from armed groups combined with the high cost of money 
have also discouraged forest plantation development. 

The high transaction costs of applying for forest land tenure instruments and obtaining 
resource use rights can also fuel conflicts between forestry-based institutions and 
communities. 

Bisson et al conclude that better governance and enforcement is needed to eliminate illegal 
overcharging. Poor returns back to the community in turn discourage the adoption of 
forestry. 

Jindal and Kerr (2007) examine costs associated with grower participation in PES schemes. 
Transaction costs are a significant component for most PES programs. One study on carbon 
sequestration projects found that transaction costs ranged from 6 per cent to 45 per cent of 
the total PES cost. Scolel Te in Mexico, a community carbon sequestration project covered 
by the study, spent more than $1.3 million on transaction costs, which was 33% of the total 
budget. 

Transaction costs increase the expense of securing an environmental service through PES. 
High transaction costs reduce the quantity of an environmental service traded, reducing the 
gains from trade and the size of the market for an environmental service.  

Transaction costs also had a high fixed component, which means that relative costs decline 
as the volume of environmental services being traded increases under any given project. 
Costs also tend to escalate when more parties are involved. Both these factors have an 
adverse effect on feasibility of PES programs that aim to work with smallholders. As a result, 
PES programs that aim to alleviate poverty by contracting smallholders can find it difficult to 
break even. To maintain their pro-poor focus and share a larger proportion of revenue with 
service providers, PES programs must find a way to reduce their transaction costs.  

Jindal and Kerr also comment that certification will have very high transaction costs, and 
many of these will be fixed, again disproportionally affecting smallholders. 

Jindal and Kerr identify three broad ways to achieve transaction cost reductions for PES 
projects:  

1. Simplifying guidelines especially in connection with regulation and participation 
costs.  
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For instance, initial guidelines under the Kyoto Protocol were considered too strict for 
small-scale carbon sequestration projects. The Protocol’s executive board has now 
simplified requirements (design, registration, validation, and monitoring) to reduce 
transaction costs for carbon sequestration projects that target low-income 
communities and generate emission reduction of less than 8,000 tCO annually. The 
major forest certification schemes could take a similar lead.  

2. Reducing costs of monitoring and measurement. In the PES context, these can 
be significant and proportionally higher for smallholders with fragmented pieces of 
land.  

3. Adopting institutional innovations, including (and with reference to Smith and 
Scherr, 2002): 

i. Use of free intermediaries to help link buyers and sellers;  

ii. Contracting with small farmer groups as a way of achieving economies of scale 
and thereby achieving lower per farmer and per transaction unit costs. [Note 
however that some of the costs that no longer occur between the buyer and seller 
instead are incurred within the group].  

iii. Create specialised services from intermediary organisations (i.e. create new 
specialised intermediaries to efficiently provide critical technical expertise or 
support); 

iv. Build on and strengthen other existing community development programs; 

v. Bundle environmental services payments, by developing multiple payments for 
different activities on the same piece of land; 

vi. Establish large scale, area-wide projects, develop project over entire jurisdiction -
partner with other small providers to share transaction costs of project 
development; 

vii. Create cost-sharing mechanisms, contributions by national or state agency, 
overseas development communities; 

viii. Seeking out markets that pay a premium for the “green” products; 

ix. Reduce data costs. Improve data and methods for project planning, baseline 
development and monitoring; and 

x. Create portfolios of projects. These can also reduce transaction costs as 
implementing agencies share valuable physical and human resources across 
projects. As standardized operating procedures develop at one project site, they 
can be easily replicated elsewhere. 

Subedi et al (2014) reviewed the current climate for private sector investment in Nepal’s 
forestry sector. Amongst the inhibiting factors, they identified:  

• Cumbersome legal procedures, additional tax burdens and high transaction costs for 
harvesting and trade.  
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The harvesting of trees from private land requires documents and coordination with 
three government agencies. The process is cumbersome and time consuming. 
Private tree-growers are forced to handover the harvesting procedure to contractors, 
which in turn limits producers’ bargaining power. 

• High risks and transaction costs of timber businesses. 

Cost involved in obtaining permits increases transportation costs. Unofficial costs 
and donations required to be paid to forest officials, political groups, local gangs and 
clubs and other officials of various line agencies. Other major factors that increase 
transaction costs include costs to ensure security during transportation and high 
interest on loans taken from the informal sector 

Subedi et al point out that transaction costs along the value chain can negate the effects of 
incentives to favour forest industry businesses and that political stability favours lower 
transaction costs.  

Initiatives identified to improve the investment climate and reduce transaction costs include: 

i. Clear policy and legislation. 
ii. Establishment of a One Window Policy (OWP) to facilitate investment, 
iii. Development of clearly defined legislation and an effective enforcement mechanism 

to improve transparency, accountability and anti-corruption measures, 
iv. Improve the policy environment through initiatives including: 

a. Informing policy with science and participation from community and industry; 
b. Eliminating policy contradictions between key forestry legislation; 
c. Improve policy provisions and practices on tenure rights and access 

arrangements; 
d. Facilitating enterprise establishment and operations to make it affordable; and 
e. Address institutional and law enforcement issues in forestry. 

In discussing opportunities and challenges for community forestry in tropical America, de 
Jong et al (2010) found that an immense challenge for community forestry initiatives was the 
legal formalisation of forestry activities in accordance with pertinent regulations. Obtaining 
legally valid documents and permits, usufruct rights in the form of forest concessions or 
extractive reserves, as well as constituting formal smallholder organisations involved lengthy 
processes with high transaction costs, even more as government norms and regulations 
often were relatively difficult to comply with. 

Where some kind of certification was pursued, this also proved to be an equally 
cumbersome and expensive undertaking. 
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Policy significance of transaction costs  
The GoL wishes to achieve a number of its policy objectives through encouraging the 
development of plantations and wood processing industries. These objectives include 
poverty eradication, adoption of more settled patterns of land use, an increase in forest 
cover with a target of 500,000 ha of plantation by 2020, economic and trade development, 
investment attraction and provision of revenue to the state budget. 

Traditional economic analysis has focussed on production costs rather than transaction 
costs (Zhang 2001). However in community-based natural resource management, 
transaction costs can be a very significant proportion of overall costs. Jindall and Kerr (2007) 
refer to studies indicating that, in Payments for Environmental Services projects, transaction 
costs could represent as much as 45 per cent of the project budget. Adhikari (2004) 
demonstrates that transaction costs can disproportionally impact on the poor and be 
important determinants of participation in community-based forest management.   

For these reasons, the impacts of transaction costs in their various forms need to be 
considered at all levels, including value chain participants as well as government policy 
makers. Failure to take these costs into account may lead to some or all of the following:   

1. A disincentive for farmer participation in forestry plantation development. 
Although landholders’ motivations for participation in plantation development may be 
influenced by a number of factors other than the strict profitability per se of plantation 
development (for example, it is often cited that plantation trees are seen as a form of 
reserve that can be called upon in times of particular household need – Midgley pers 
comm), at some point, growers will be sensitive to the impact of regulatory and other 
transaction charges and opt out of plantation development in favour of other land 
uses. This represents a direct challenge to the government of Lao PDR’s desire to 
foster plantation development.  

2. A disincentive to investment in the plantation sector. There is institutional and 
commercial interest in investing in the forestry sector in Lao PDR. Unlike 
smallholders, whose motivations for participation in forestry plantation development 
will include a mixture of commercial and non-commercial factors, businesses and 
institutional investors will be much more concerned with the commercial performance 
of investing in plantation development. Their investment decisions will be strongly 
influenced by the cost structure of participation in forestry plantation development in 
Lao PDR, which includes transaction costs, and the transparency and stability 
considerations including with respect to of the transaction cost regime as they need 
to be able to predict, with reasonable certainty, the future impact of transaction and 
other costs on their business performance. Off-shore Institutional and commercial 
investors are highly sensitive to the stability and transparency of the potential 
investment environment and avoid investment where they deem sovereign risks 
(including perceptions of instability or uncertainty or opacity in government regulatory 
and other intermediate costs) to be too high. 
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3. Relative disadvantages against other plantation investment destinations. 
Institutional and commercial investors will assess the relative strengths and 
weaknesses of Lao PDR and other potential investment destinations. To the extent 
that Lao PDR may be judged to be less attractive against other potential investment 
destinations in terms of cost and or risk, including due to the impact of transaction 
costs and the transparency of the transaction cost regime, then Lao PDR will lose 
investment to other destinations. 

4. Impediments to investment by the processing sector. The Lao PDR timber-
processing sector is also a source of potential plantation investment. Existing and 
potential new processing industry will be highly sensitive to the impact of transaction 
costs in making “buy-or-build” decisions – that is, whether or not to purchase timber, 
and whether that should be from domestic or international sources, or whether to 
invest in developing their own plantation resource. To the extent that cost structures 
discourage sourcing wood domestically in favour of imports, the economy of Lao 
PDR misses out on potential investment opportunities.  

5. Loss of flow-on benefits. Just as plantation development has economic multiplier 
benefits through creating opportunities for increased investment and employment in 
processing, harvest and transport of forest products and in market development, the 
loss of investment opportunity, including through a disadvantageous transaction cost 
regime, has multiplier opportunity losses in other sectors of the economy. 

6. A poorly administered transaction cost regime, especially where the rules governing 
its operation are opaque or unduly complex or variable from place to place, creates 
opportunities for maladministration and rent seeking behaviour, and further 
associated costs (both official and unofficial – i.e. “facilitation payments”) along the 
value chain. All such costs translate to additional frictional costs for growers and 
processors and because the nature of such imposts are not likely to be transparently 
revealed, they are likely to be of significant concern to growers and investors. 

7. Loss to the revenue base and trade opportunity. A poorly administered or 
excessively high transaction cost regime may actually result in a loss to the 
government revenue base through regulatory avoidance or evasion.  

8. A disincentive to plantation legality. The costs associated with registration can act 
as a disincentive to the full legal establishment of plantations. Without registration, 
plantation-grown wood cannot be legally sold on either the domestic or international 
markets, forcing growers to sell timber through unofficial channels, perhaps at lower 
prices than would otherwise be achieved. The existing cost arrangement may be a 
contributing factor to the present low levels of plantation registration – estimated as 
less than 10 per cent in Luang Prabang Province (Midgley pers comm), although the 
inability to attract a price premium for legally sourced wood and the lack of 
understanding of the registration process are also contributing factors (Smith 2014).    
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Methodology 
The research methodology for this project involved initially conducting interviews with a 
number of value chain participants to gain an appreciation of views toward the operation of 
the plantation transaction cost regime and also to assist in scoping subsequent stages of the 
project. Information from these interviews is also used here (discussion below and in Table 
1) to compare experiences of the transaction cost regime with policy, to give insights into the 
actual operation of plantation transaction costs compared with the official policy position. 
Two teak sawmillers were interviewed, one timber trader and three smallholder grower 
interviews were conducted. One of the sawmills also has their own established timber 
plantations, which supplements their resource base. All of the interviewees are either based 
in northern Lao PDR (Luang Prabang Province) or processing timber grown in this region in 
other parts of the country. In keeping with ethics requirements, individual interview 
responses are not discussed and interviewee names and details are not revealed. We also 
had a number of discussions with project partner organisations the Luang Prabang Teak 
Program and The Forests Trust, which have extensive experience over a number of years in 
working with plantation growers and the plantation wood processing industries in the region. 
We also supplemented these interviews with discussions and site visits with growers and 
timber processors over 2012 and 2013. 

We also reviewed relevant government decrees that provide the official basis for imposition 
of fees and service charges, and also reviewed the previous study by Savathvong (2010) on 
the operation of the plantation transaction costs regime. 

These sources allowed us to present a characterisation of plantation transaction costs in Lao 
PDR and to make some observations concerning the operation of the transaction cost 
arrangements. The results are discussed in the section next below “The Nature and 
Incidence of Plantation Transaction Costs in Lao PDR” which, together with the discussion 
on the “Policy Significance of Plantation Transaction Costs”, presented above, addresses 
the first two project milestones: mapping the supply chain and surveying transaction costs 
and component costs, and contextualising the issues as a basis for discussion with supply 
chain participants and government. 

We next reviewed a number of recent case study plantation timber sales, which provided 
further insights into the practical operation of the transaction cost regime and the range of 
impacts on growers and processors. The results are discussed in the section “The Impact of 
Plantation Transaction Costs in Lao PDR”.  

The insights gained through the above, together with a review of the literature concerning 
plantation transaction costs and through discussion with growers, industry and government 
officials and also together with indications emerging from other related ACIAR studies, then 
allowed us to draw together some observations concerning opportunities for minimising the 
impact of plantation transaction costs, both monetary and non-monetary, as required in 
fulfilment of project Milestone 3. These observations and recommendations are presented 
below in the section “Opportunities for Minimising the Impact of Plantation Transaction 
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Costs” and will form the basis for further discussion with value chain participants and 
government, as required in fulfilment of the final project milestone.  

It should be noted that, while many of the observations set out in this report will be generally 
applicable to the plantation timber sector in Lao PDR, our focus has been particularly on 
smallholder teak plantation growing and local processing. It should also be noted that this 
study reflects the plantation transaction cost regime as it operated particularly in Luang 
Prabang Province over the period of the study - 2012 to 2014. The policy regime pertinent to 
the plantation timber industry has and continues to undergo development as the GoL strives 
to meet its industry, environmental and social policy development objectives. From our 
discussions, it is evident that there is awareness within government of the issues and 
challenges associated with the development of an efficient transaction cost regime for the 
plantation timber sector. Some of the observations set out in this report may therefore have 
been superseded by recent policy developments pertinent to plantations in Lao PDR. 

 

 

Teak billets in mill yard, illustrating the small piece size typical of trees harvested from 
smallholder woodlots
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The Nature and Incidence of Plantation Transaction 
Costs in Lao PDR 
The first project milestone and foundation for subsequent stages of this study involved a 
characterisation of plantation transaction costs between growers and processors. As 
described above, the methodology for this study involved collection of data on transaction 
cost incurred by plantation value chain participants between growers and processors. The 
two primary data sources for this study were 1) cost information gathered through interviews 
with growers, processors and timber agents (described above) and 2) from schedules of 
fees and charges found in the relevant policy instruments – in particular the Presidential 
Decree 003 on Fees and Service Charges. . The results are presented in Figure 1 and Table 
1 and are discussed below. 

It is important to note here that these data will understate the full extent of transaction costs 
on participants in the plantation timber value chain because certain costs were either not 
available to us or could not practically be enumerated for the purpose of this study. In 
particular, these include: 

• The very significant time and effort opportunity transaction costs involved in 
participation in plantation management activities. Examples include the cost 
associated in gaining skills associated with plantation management and timber 
processing, attending training activities, establishment of grower organisations and 
enforcement of group governance arrangements, settling disputes amongst 
cooperative group members, the cost of searching out market opportunities and 
market information, the costs of compliance with sustainability or certification criteria, 
etc. Costs of this nature will almost certainly be incurred by all value chain 
participants to a greater or lesser degree; 

• Certain costs were closely held for commercial reasons and were not available to us. 
In particular here are the margins charged by timber agents or harvesting contractors 
or other functionaries that assist – and are often necessary – to facilitate timber 
sales; and 

• Other unofficial costs or facilitation payments, which are not officially revealed 
because they are outside the operation of the law. We discuss these unofficial costs 
further below. 

The unrevealed costs could potentially have a greater impact on individuals than do the 
monetary transaction costs. The message therefore is that all involved in the plantation 
value chain as well as government policy makers need to consider the impact of transaction 
costs in all forms whether it be in terms of the impact on their own circumstances or in 
developing and implementing policy. The literature reviewed here provides examples of how 
transaction cost economics can be applied to the circumstances of growers and businesses 
(for example Carias Vega and Keenan, 2014; Wasswa-Matovu, 2006; Geodke and Ortman, 
2006; Ray and Bhattacharya, 2001 and Cox 2014) or by government in analysing the 
broader transaction cost implications in policy setting (for example Meschak, 2002; Palo and 
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Lehto, 2013; Zhang, 2001; Allen, 1991; Rai et al , 2010; Milan et al, 2013 and Adhikari, 
2004).  

In Lao PDR, the main authority for government fees and charges is found in Presidential 
Decree 003, which came into effect on 26 December 2012, superseding Presidential 
Ordinance 03 of 19 November 2008. Overall administrative responsibility for implementation 
of the Decree rests with the Ministry of Finance (Article 109). 

Decree 003 lists an array of fees and service charges pertinent to all forms of activity, 
including those associated with plantation development, transport operations and wood 
processing and furniture manufacturing as well as many activities that might be incidental to 
timber plantation development, transportation, processing or export (for example soil testing, 
fumigation of products for export, export licencing etc.). Table 1 lists those fees and charges 
most directly related to plantation development, timber sales and wood processing, while 
Appendix 1 lists a range of other charges that are less directly related but which could 
potentially impact on operators along the plantation value chain.  

Decree 003 lists both fees and service charges levied by individual government Ministries. A 
fee is defined as an amount collected by government for the delivery of various 
authorisations and certificates, while a service charge is defined as the price for provision of 
government technical services (Article 2). The decree also states that “Fees must be based 
on the same principles across the country, and that the rate must be reasonable and 
consistent with socio-economic growth in each period, and that the rate charged for 
provision of technical service must be based on the capacity of the government in each area 
to provide the service in question” (Article 3). A key point to note here is that while fees must 
be based on the same principles across the country they may vary with time depending on 
socio-economic circumstances, while service charges can vary from place to place, 
depending on the capacity of local government. There is therefore in-built capacity for 
discretion in the application of the Decree which can lead to problems where the discretion is 
arbitrarily or inconsistently applied. 

The fees and service charges prescribed in the Decree are applicable only within the 
territory of the Lao PDR (Article 4). 

The Decree provides for recognition and reward for persons or organisations demonstrating 
outstanding performance in its implementation (Article 106) as well as sanctions for officials 
who transgress in administration of the Decree (Articles 107 and 108). 

Importantly, Decree 003 also lists (generally at the end of Divisions) a number of specific 
exemptions or reliefs that may be obtained from the application of provisions under certain 
circumstances – for example for “poor villages” or where timber is harvested for community 
purposes. Some of these terms are open to interpretation, which can create inconsistency in 
the application of the Decree. 

In many cases the fee schedule is quite complex with many divisions and perhaps more 
than one factor determining the rate to be applied, adding to the complexity in interpreting 
and administering the Decree. In the interests of being concise, we have omitted much of 
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the detail presented in the Decree and instead the official rates have been reduced to the 
fee range and how the fee is predicated (1).  

It is also important to note here that while Table 1 includes a wide array of costs, these will 
not all apply to every individual plantation owner or business. For example, some costs are 
only pertinent to plantation development, while others will only be relevant to harvesting and 
transport operations and others only apply to processing or export operations.  

Where comparative data are available, Table 1 also provides a comparison of stated costs 
(obtained from the grower, agent and processor interviews described above) against the 
scheduled fees and allows us to make some observations concerning the application of 
scheduled transaction costs by comparing the scheduled rates for fees and service charges 
with the rates indicated by growers of mills. Comparative data are not available in all cases 
because not all of the scheduled costs will apply in every circumstance and because the 
focus of our survey was only on that part of the value chain between the smallholder grower 
and the first processor.   

Table 1 also indicates the Government Ministry responsible for levying the particular fee or 
service charge and also gives an indication of where and by whom along the value chain the 
cost is borne, although they may vary depending on the circumstances of the sale – for 
example a grower might bear the cost of the haulage permit fee or this might be borne by 
the mill or timber agent depending on the negotiated circumstances of a particular timber 
sale. 

Figure 1 is a simplified representation of the plantation timber value chain (adapted from 
Mohns (2009, from Midgley et al, 2012), with emphasis on the stage between growing and 
processing of plantation timber. The approximate points of incidence of official transaction 
costs are superimposed to indicate broadly the stage along the value chain at which these 
costs are incurred.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1 As a simple example, Table 1 lists, in a summary form, the registration fee for business associates with 
production forestry as “variable from 20,000 LAK to 150,000 LAK, depending on the registered capital of the 
business”. However, in detail, the Decree actually provides the following schedule of rates: 
 
Registered capital Rate (kip/registration) 
Not exceeding 10,000,000 LAK 20,000 LAK 
From 10,000,000k to 50,000,000 LAK 50,000 LAK 
From 50,000,000k to 100,000,000 LAK  100,000 LAK 
Over 100,000,000 LAK 150,000 LAK 
Decree 003, Article 41.2 
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An overview of plantation transaction costs 

The discussion below presents an overview of the monetary transaction costs associated 
with growing and selling plantation timber in Lao PDR. Not all of these costs will be incurred 
by all participants in the value chain as some are relevant only to specific types of operations 
– for example the fees and charges relating to plantation harvesting are relevant to 
plantation growers while only mill owners and wood processors would incur factory 
registration charges.  

A significant cost category not discussed here concerns the cost associated with plantation 
registration. Smith (2014) discussed this subject in a review of the policy framework for the 
timber plantation and wood processing and export industries in Lao PDR, including a review 
of impediments to plantation registration. Plantation registration is touched on here only 
incidentally in the context of remission from the payment of land tax. 

1. Business Registration and Licencing costs 

• Timber industry businesses along the value chain are required to hold Business 
Enterprise Registration, as well as Tax Registration, as for any other type of business 
in Lao PDR. The fee is variable, between 20,000 LAK and 50,000 LAK depending on 
the registered capital of the business. The fee is paid once and is valid until the end 
of the period for which the enterprise is authorised to run its activities. As smallholder 
plantation owners are unlikely to have a registered capital, then it is presumed they 
are exempt from this fee. There is also an exemption for businesses with a registered 
capital of less than 1M LAK, which would also operate to exclude small plantation 
owners and processing businesses. 

• All businesses are required to hold a Business Operation Licence. This appears to 
be a one-off flat fee of 60,000 LAK per registration. The fee would apply to all 
business along the plantation value chain although it is not clear if this applies to 
smallholder plantation enterprises. 

• Sawmills and wood processing factories are required to hold a Factory Operating 
Licence. The fee charged for issue of the licence varies between 15,000 and 2M LAK 
depending on the number of employees and / or the total horsepower of machinery 
used. The licence remains valid for three to five years depending on (unspecified) 
criteria relating to factory activity and size. There is a concessional rate of 10,000 
LAK for “household factories” with less than ten employees and with a total 
horsepower of machinery less than five horsepower. The concessional rate would 
apply to many of the unsophisticated sawmills in Lao PDR, usually taking small 
consignments of logs for processing into squares for export or re-sale to local 
secondary processor. 

• All chainsaw owners are required to pay a chainsaw licence fee, stated to be 1M LAK 
plus annual renewal fees (also stated as 1M LAK). Chainsaw owners are required to 
keep their saws at the local Provincial Forestry Office and notify the PAFO and DAF 
in Vientiane each time the chainsaw is to be used. While there does not appear to be 
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any prohibition on ownership of chainsaws, the high licence fee would make 
ownership impractical for the majority of smallholder plantation owners, and 
chainsaws are therefore more likely to be restricted to professional harvesting 
contractors or larger companies. The strict regulation around chainsaw licencing, 
which effectively limits ownership, appears to be aimed at addressing the problem of 
illegal logging and also explains the predominance of manual tree falling methods in 
smallholder plantations. 

• Plantation owners also pay service charges varying from 50,000 LAK per hectare to 
80,000 LAK per hectare of plantation area for plantation survey. Plantation survey 
might be required for various administrative purposes but in particular for the 
purposes of plantation registration.  

• Tree planting businesses also need to hold a special permit to carry out their 
activities. The cost of the permit varies from 20,000 LAK to 150,000 LAK depending 
on the registered capital of the business. This is presumably in addition to the costs 
associated with Enterprise Registration and issue of the Business Operating Licence, 
described above. 

2. Transaction costs associated with timber sales and transportation 

The harvest and transportation of plantation timber in Lao PDR is highly regulated. Smith 
(2014) describes the operation of the harvest quota system and regulatory processes 
around plantation timber harvesting and transport. These procedures may have been 
influenced by regulations to minimise illegal harvesting of native species and this may result 
in some unwarranted administrative and cost burden for plantation growers. 

• For plantation owners, having determined to sell a parcel of timber, the first step 
involves discovering who to sell their timber to (or they may have been approached 
by a mill or timber agent) and negotiating the terms of sale. Where the plantation 
owner manages the harvest and sale process himself, he may also have to negotiate 
with contractors to arrange the harvesting process and extraction to the roadside and 
perhaps also (depending again on the terms of the sale) transport to the mill. The 
plantation owner will also have to invest time in arranging the necessary approvals 
through the PAFO, including pre- and post-harvest inventories as described further 
below. All of these steps give rise to transaction costs – either monetary in the form 
of timber trader’s and contractor’s margins, the regulatory fees and charges or the 
time and effort opportunity costs to the grower at each step. The actual costs of the 
private negotiations, between the plantation owner and mill or timber agent or 
contractors, were not available to us.  

• Once the sale has been negotiated and a contract is drawn up, but before harvesting 
can commence, a pre-harvest inventory is required to be undertaken by DAFO staff. 
The scheduled rate for the pre-harvest inventory is 400,000 LAK per hectare, 
although growers interviewed reported a range of fees charges as 5,000 LAK to 
8,500 LAK (with 7,000 LAK though to be more representative) per m3 harvest 
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volume2. Some growers and a trader interviewed reported that they commonly 
undertake the inventory themselves but still have to pay the fees to DAFO for issue 
of the paperwork, which may diminish the veracity of the pre-harvest inventory as a 
point of control on timber harvest and sale. There was also some comment from 
growers interviewed that the fee charges varies between DAFO offices. The Luang 
Prabang Teak Program (which is a special unit within the DAFO at Luang Prabang) 
is accredited by DAFO to undertake the pre-harvest inventory and post-harvest log 
measurement for those tree farmer groups that it supports, with the fees collected 
from the growers and remitted to DAFO. We note however there appears to be some 
question about the necessity for pre-harvest inventory for plantation in Lao PDR. 
Grace et al 2012 comment that “Plantations have no formal inventory or requirement 
to mark trees for harvest. All trees harvested are taken directly to Log Landing 2 for 
measurement and registration by DAFO, who develop the Log List” (P 46). 

• Following pre-harvest inventory, the plantation owner must obtain approval for the 
harvesting operation (Cutting Permission or Harvesting Permit). The scheduled fee 
varies between 30,000 LAK per m3 to 50,000 LAK per m3 depending on the area of 
the plantation, while growers interviewed reported rates of 30,000 LAK and 40,000 
LAK per m3 – which is within the scheduled fee range. We were advised that very 
small harvest volumes (less than 5 m3) were approved at District level, while harvest 
volumes greater than 5 m3 require Provincial approval.  

• Following cutting, an official log list is prepared at the roadside landing (Log Landing 
2). Each log is branded with a unique identifying number and an official log list is 
prepared.  The pre-harvest inventory and post-harvest log list are important control 
documents serving down-stream regulatory functions. The Log List, together with the 
Pre-Harvest Inventory and Harvesting Permit described above, form the basis of 
control and verification of timber harvesting from all plantations and provide the basis 
for reconciliation of pre- and post-harvest timber volumes and also checking of 
harvest volumes with mill records. These documents must accompany each 
consignment of timber from the plantation to the mill yard (Log Landing 3). As for the 
pre-harvest inventory, the LPTP is accredited to undertake the post-harvest 
measurement and preparation of the log list for member growers, collecting and 
remitting the prescribed fees to the DAFO. The scheduled fee varies between 
200,000 LAK per ha to 400,000 LAK per ha depending on the harvest area, while 
growers interviewed reported charges based on harvest volume, varying from 5,000 
LAK to15,000 LAK per m3. Interviewees also reported instances where branding 
hammers were “loaned” to growers who then prepared their own log list. 
Lattanavongkot (pers com) advises that where DAFO allows others (growers or 
agents) to undertake these measurements, there is provision for inspections to take 
place to maintain the veracity of the record-keeping processes. We were unable to 
ascertain how widespread this practice may be but the practice could, if not properly 
controlled, present opportunities for understatement of volumes and underpayment 
of fees and charges and also Income Tax. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2 Although predicated differently, the rates approximate: For example, assuming ASV 0.05 m3 and 1,000 spha x 
7,000 LAK per m3 = 350,000 LAK per ha, which approximates to the scheduled fee rate of 400,000 LAK per ha. 
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• Although the operation of the taxation system in Lao PDR is outside the scope of this 
project, it is worth mentioning that smallholder plantation growers also pay income 
tax at the time of each timber sale based on the volume of timber removed. The 
assumption is that smallholder growers do not keep sophisticated accounts that 
would allow the measurement of income and so volume of timber sold, which is more 
easily determined and can be verified with reference to the official log list, is used as 
a surrogate for income in determining income tax liability. This underscores the 
importance of ensuring the veracity of the pre- and post-harvest volume 
measurements. Because growers pay their income tax at the time timber is sold, as 
described, the income tax payment is sometimes (mistakenly) considered to be a 
transaction cost. 

• In addition to the fees charged for the post-harvest check and preparation of the log 
list, service charges are also raised by the Department of Agriculture and Forestry for 
log measurement and classification activities and for log stamping and issuance of 
the transport permit from the roadside landing, even though these activities 
presumably occur concurrently. For plantation species, the prescribed fees are 
20,000 LAK per m3 and 10,000 LAK per m3 respectively.  

• The grower (or agent) needs to obtain approval for transportation of the logs from the 
roadside log landing to the mill or to the agent’s holding yard. This approval, known 
as Moving Permission or Raw Material Moving Permission, is one of the more 
contentious steps along the value chain, with (at least in the past) some ambiguity in 
the roles of MAF and MoIC, and it was indicated to us that this has led to instances 
where two transport permits and payment of two service charges were required for 
movement of the same parcel of timber. Smith (2014) discusses moving permissions 
and recent instructions to clarify the roles of the agencies in the administration of 
these charges. The scheduled fees include a Permit to Transport Timber (30,000 
LAK) and a “Permit Passage” of 100,000 LAK. Additional Transport Permit fees apply 
for transportation of processed plantation timber (beyond the mill), described as 
20,000 LAK per time (presumably per truck load). Refer to Table 1 for Transport 
permit fee rates applying to other timber and non-timber forest products. The charges 
associated with moving permissions were reported to us varying between 5,000 LAK 
to 7,100 LAK per m3 (Transport Permit Fee) and a flat fee of 60,000 LAK, discounted 
to 30,000 LAK for LPTP (Raw Materials Moving Permission) (we were not able to 
discover the legal basis for the stated remission). 

• At any point where government staff, usually from the DAFO or PAFO, need to 
undertake any field based activity associated with a plantation administrative or 
regulatory procedure, it is common practice for a charge to be raised to cover the 
field costs and incidentals, in addition to the service fees themselves. This would 
typically be required in association with activities such as surveys for land registration 
and plantation registration, pre-harvest inventory and post-harvest checks and 
inspections associated with the granting of moving permissions. These charges 
include a per-diem cost, reported as 35,000 LAK per person per day plus a “petrol” 
allowance typically of 30,000 LAK per person per day (but variable depending on 
distance travelled). A typical pre-harvest inventory, for example, involving a field crew 
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of three over two days, would therefore cost the grower 390,000 LAK in addition to 
the service charges and any charges for stamping or issuance of documents. 
Farmers interviewed complained of instances where these fees are charged although 
the field officers did not actually visit the site, sometimes relying on measurements 
provided by the farmers themselves to issue the appropriate certificate or approval.  

• In addition to the above, there is a range of minor service charges prescribed in 
association with the government clerical activities, including those associated with 
the issuance of the various permissions and certificates described above. These 
include fees for stapling (4,000 LAK per staple) and stamping documents (listed as 
500 or 600 LAK per stamp). 

• Internal roadside checkpoints were discontinued in Lao PDR in 2012. Border 
checkpoints remain in place to monitor and control cross-border movements of 
timber and as at 2012 there were 16 international border checkpoints and 29 
provincial checkpoints where timber can cross the border into neighbouring countries 
(Grace et al 2012).  The Department of Forest Inspection (DOFI) also has wide-
ranging inspectorial powers including in forest, at temporary roadside checkpoints 
particularly where they have a suspicion of unauthorised activities and at mills. 
Lattanavongkot (pers comm) advised that there are no fees imposed in connection 
with these inspections but a mill operator interviewed and also MIdgley (pers comm) 
advises that truck drivers can be charged up to 1,000 Thai baht3 (about A$35) at 
each stop and that a truck could expect at least three such stops carting a load of 
logs between Luang Prabang and Vientiane. It was suggested that these charges 
might be to overlook overloaded trucks or incorrect paperwork accompanying the 
load of timber. Laity (pers comm) also advised that other authorities (e.g., National 
Parks, police) also have the authority to conduct inspections and that fees (generally 
of nominal value) may arise in connection with these inspections. 

• The GoL also raises Reafforestation and Trade Control fees in connection with the 
harvest of FSC Controlled Wood. For the relevant categories, the fees are 50,000 
LAK or 70,000 LAK per m3. 

3. Unofficial costs 

A further cost category, not illustrated in Table 1 or Figure 1, refers to unofficial costs, also 
know as facilitation payments or informal payment or even goodwill payments.  

We refer to them as unofficial costs because they are outside the operation of the law. 
Based on the accounts described in interviews, these include payments for a variety of 
reasons, including relatively benign situations such as to expedite an approval or other 
regulatory process, to more serious situations such as to facilitate collusion to understate 
harvest volumes and thereby underpayment of cutting permission charges and, in particular, 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3 We were unable to ascertain why this charge is expressed in Thai baht but it may be that such charges apply 
only to export shipments, which commonly occur through Thai ports. 



 

Transaction Costs Associated with Growing and Selling Smallholder Plantation-grown Wood in Lao PDR – 
Incidence and Mitigations 

 

34!

Income Tax. Such payments would be considered to be low to moderately serious forms of 
petty corruption4.  

Despite their having no legal basis, these payments can be considered a form of transaction 
costs as they assist in facilitating transactions along the value chain.  

From our discussions with growers, timber agents and sawmills, these unofficial payments 
arise widely along the value chain. Although they were a general source of complaint, there 
was also a widespread acceptance - or perhaps resignation – that these payments were 
simply a reality of doing business and that they were necessary in order to get things done – 
at east in a timely manner.  

There is no official data on the magnitude of these costs but it was reported to us that they 
could be as little as 20,000 to 40,000 LAK for very routine procedures (in addition to the 
official charges) up to or exceeding 200,000 LAK (stated as 1,000 Thai bhat, about A$35) for 
example to avoid infringements at roadside checks for overloaded trucks or where the 
paperwork understates the volume of timber carried. Saunders (2014) estimated that bribes 
to officials and other unauthorized payments constitute 35–40 per cent of the overheads of 
logging companies in Lao PDR, although this was in the context of illegal logging so the 
impact on the plantation value chain is likely to be less.  

The GoL acknowledges that these practices exist, not just in the forestry sector but more 
generally in the Lao PDR economy and that these practices are an obstacle to achievement 
of the government’s development objectives. The Government has put in place a number of 
anti-corruption measures as discussed further in the section below: Indications of corrupt 
payments in the plantation sector. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
4 To et al (2014) refers to the definition in Brack (2003). Petty corruption reflects short-term, tactical relationships, 
including: payments given to or solicited by junior officials, falsification of harvest records to avoid management 
rules or payments, and overlooking relatively small-scale infringements. Grand corruption involves long-term, 
strategic alliances with high levels of mutual trust, constituted in order to support politicians and parties, obtain or  
extend concessions or licenses, avoid prosecution for non-compliance with national legislation, and negotiate 
favourable terms of investment. 
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Table 1: Monetary transaction cost associated with the plantation value chain – between growers and mills. 
 

Category and cost 
type 

Authority5 Amount / range (LAK) Stated amount 
per survey6  

Paid by Levied by 

1. Business registration and operating permit costs   
Enterprise registration 
and tax registration 

Article 11 Variable from 20,000k to 5,000,000 LAK depending on the value of registered 
capital.  
No charge where registered capital is less than 1,000,000 LAK. 
Paid once and is valid until the end of the period for which the enterprise is 
authorised to run its activities. 
 

125,000 LAK, all 
business types.  
 

All businesses 
along the value 
chain 

Ministry of 
Finance (MAF) 

Business Operating 
Licence 

Article 9.3.6 60,000 LAK 50,000 LAK – five 
year licence plus 
annual renewal fee. 

All businesses 
along the value 
chain 

DoF 

Factory Operating 
License. 
 

Article 12 Variable from 15,000 to 2,000,000 LAK depending on the number of 
employees and / or the total horsepower of machinery used in the factory. 
Concessional rates for “household factories” with less than 10 employees and 
total horsepower of machinery less than 5hp. Fee is 10,000 LAK renewable 
annually. 
The license is valid for 3 to 5 years depending on activity and size of the 
factory (unspecified). 
Further fees apply for applications to extend the factory Operating License, or 
to increase the capacity of the factory or to relocate the factory, based on the 
same rate scale. 
Issuance of a copy of the licence attracts a fee of 30,000 LAK 

380,000 LAK, all 
business types. 
 

Mill owner / 
operator 

DoIC 

Permit to register a tree 
plantation 

Article 41.6.7 5,000 LAK per time    

Plantation survey Article 
42(VII)1.3 

80,000 LAK per ha for areas < 5.0 ha, reducing to 50,000 LAK per ha for 
areas =>20.0 ha. 
 

 Plantation owner DoAF 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5 Unless otherwise indicated, Authority refers to the Article number in Presidential Decree 003 on Fees and Service Charges 
6 Where available. Survey did not provide comprehensive commentary on all cost categories. 
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Category and cost 
type 

Authority5 Amount / range (LAK) Stated amount 
per survey6  

Paid by Levied by 

Permit fee to operate a 
business related to tree 
planting 
 

Article 41.2 20,000 to 150,000 LAK depending on the registered capital of the business  Plantation 
business operator 

DoAF 

Chainsaw (Wood-
Cutting Machine) 
licence 

Decision No. 
0080 MAF 
(Procedures for 
Importation, 
Management 
and Utilization 
of Chainsaws). 
Also Goods 
Import 
Licensing 
Procedures No 
180/PM 2009  

The prescribed fee is not set out in the Decision itself but by Reference to 
Presidential Decree on Fees and Service Charges (003): Article 6. Fee and 
Charges 
Fee and Charge for issuance and modification of chainsaw import licenses 
shall follow the Presidential Edict on “Fees and Services Charges” as set out 
for each period.  
 

Stated as initial 
charge of 1Mk plus 
annual renewal 
charges. 
Import tax and 
registration fee may 
also apply 

Harvesting 
contractor 

MAF 

2. Fee associated with timber sales and transportation 

Cost of developing the 
sales contract, and, 
where a trader is 
engaged, the trader’s 
margin.  

  Depends on 
negotiation between 
the grower and the 
mill or timber agent 
where one is 
engaged. Data not 
available to us as 
this is tightly held.  

Grower Mill or timber 
agent 

Application for potential 
harvest 

 5,000 LAK per m3. This is as stated by  a sawmiller interviewed. However, as 
this is pre-harvest, then this is assumed to be based on an estimate of the 
volume to be harvested.  

As stated by 
sawmller 
interviewed  
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Category and cost 
type 

Authority5 Amount / range (LAK) Stated amount 
per survey6  

Paid by Levied by 

Pre-harvest inventory 
 

Article42(VII)1.2 400,000 LAK per ha 
 
 

Responses ranged 
from 5,000 LAK per 
m3 to 8,500 LAK per 
m3, though thought 
that 7,000 LAK per 
m3 is more 
representative. 
Timber trader 
interviewed also 
commented that 
there is an 
application fee of 
5,000 LAK per m3 
for the potential 
harvest. 
 

Farmer 
landholder 

DAFO 

Cutting permission 
(also known as 
Harvesting Permit) 

Article42(VII)1.4 50,000 LAK per m3 for areas < 0.5 ha, reducing to 30,000 LAK per m3 for 
areas => 10 ha 

Responses ranged 
from 30,000 to 
40,000 LAK per m3 
  

Landholder Dept of Trade 
and Commerce, 
via DAFO (<5m3 
harvest vol.) or 
PAFO (>5m3) 

Post-harvest check 
(Log stamping /Logging 
certificate (preparation 
of log list) aka Harvest, 
Monitoring and 
Measurement Fee. 
Purpose is to ensure 
that the harvested logs 
are consistent with the 
pre-harvest inventory. 

Article42(VII)1.5 400,000 LAK per ha for areas =< 0.2 ha, reducing to 200,000 LAK per ha for 
areas => 0.5 ha. 
 
Timber agent’s comment that the post harvest inventory may be done at the 
sawmill (instead of at the log landing). The “standard fee” is 400,000 LAK per 
shipment (two trucks, apprx 25 m3, or about 16,000 LAK per m3) plus an 
informal “goodwill fee” of 400,000 LAK is also made to the officer.  

Responses ranged 
from 5,000k to 
15,000 LAK per m3.  
 

Farmer / 
landholder or 
trader, depending 
on how the sale is 
arranged.  
 

DoF 
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Category and cost 
type 

Authority5 Amount / range (LAK) Stated amount 
per survey6  

Paid by Levied by 

Service charge for log 
measurement, 
preparing log list, 
scaling, quality 
classification and 
control of logs at 2nd log 
yard: 
• Prohibited species; 
• Controlled Species; 
• Plantation timber 

Article 42(VII)2  
 
 
 
 
 
30,000 LAK per m3 
20,000 LAK per m3 
20,000 LAK per m3 

 Grower or trader, 
depending on 
how the sale is 
arranged 

DoF 

Service charge for log 
stamping and issuing 
transport permit from 
2nd log yard: 
• Prohibited species; 
• Controlled Species; 
• Plantation timber 

Article 42(VII)3  
 
 
20,000 LAK per m3 
10,000 LAK per m3 
10,000 LAK per m3 

 Grower, trader or 
mill, depending on 
how the sale is 
arranged. 

DoE 



 

Transaction Costs Associated with Growing and Selling Smallholder Plantation-grown Wood in Lao PDR – Incidence and Mitigations 

 

39!

Category and cost 
type 

Authority5 Amount / range (LAK) Stated amount 
per survey6  

Paid by Levied by 

Fee to obtain a license 
to transport timber 
(permissions to move 
timber beyond the 
roadside log landing) 
 
Transport Permit fees: 
• Local transport of 

timber and non-
timber forest 
products; 

• Export of timber 
and non-timber 
forest products; 

• Transport of 
processed native 
forest timber; 

• Transport of 
processed 
plantation timber; 

• Permit to transport 
non-timber forest 
products; 

 

Article 16 
 
 
 
 
 
Article 41.6.1 
 
 
 
Article 41.6.2 
 
 
Article 41.6.3 
 
 
Article 41.6.4 
 
Article 41.6.5 
 
 
 

Permit to transport timber 30,000 LAK per copy. 
Permit passage 100,000 LAK per copy. 
 
 
 
 
100,000 LAK per time 
 
 
 
20,000LAK per time 
 
 
100,000 LAK per time 
 
 
20,000 LAK per time 
 
30,000 LAK per time 
 
 
 

Responses here 
included “Transport 
Permit Fee” of 5,000 
LAK to 7,100 LAK 
per m3, a “Moving 
Fee” or Raw 
Materials Moving 
Permission” of 
30,000 LAK.  Also 
report of a flat fee of 
60,000 LAK 
discounted to 
30,000 LAK for 
LPTP. 
 

Trader, harvesting 
contractor or mill, 
depending on 
how the sale is 
organised 

DoIC 
 
 
 
 
 
 
 
DoAF 

Field costs for DAFO 
staff. 

 Fees charged whenever DAFO staff conduct field inspection or measurement 
activities.  
Comment here by growers and agent that these field costs may be levied 
even if DAFO staff don’t visit the site but instead complete the documentation 
based on information provided by the grower or agent. 

These were reported 
as 35,000 LAK per 
person per day per-
diem, plus a petrol 
allowance of 30,000 
LAK per person per 
day, but these could 
be variable 
depending on the 
distance that the 
DAFO staff need to 
travel. 

  

Services charges for 
documents and stamps 

Articles 9.4 Staple: 4,000 LAK per staple; stamp for tax paid (big): 600 LAK per stamp; 
stamp for tax paid (medium and small) 500 LAK per stamp. 
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Category and cost 
type 

Authority5 Amount / range (LAK) Stated amount 
per survey6  

Paid by Levied by 

Checkpoint fees  Advised (per Lattanavongkot) that there are no fees charged in connection 
with DOFI border and roadside inspections. However a sawmiller interviewed 
and Midgley (pers comm) report that (unofficial?) fees of about 1M LAK could 
be imposed, particularly if a truck is overloaded or the paperwork not in order.  
Other authorities (National Parks, Police) may also carry out inspections and 
there may be nominal (Unofficial?) fees paid (Laity per comm) .  

Up to 1M LAK Haulage 
contractor 

   

Reafforestation and 
trade control fees: 
 

Art 42 (VII) 5.1 Prohibited Type 1 and 2: 200,000LAK per m3; 
Special wood: 100,000 LAK per m3; 
Controlled Wood I and II: 70,000 LAK per m3; 
Controlled Wood III: 50,000 LAK per m3 
 
Control fee is 15,000 LAK per m3 for all categories 
 

Timber agent 
interviewed  
commented that 
there is a charge of 
40,000 LAK per m3 

covering many 
issues, including 
environmental 
protection and 
reafforestation fee. 
 

Farmer DoAF 
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Figure'1:!Incidence!of!official!transaction!costs!associated!with!plantation!development!and!timber!sales!in!Lao!PDR!
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Observation concerning the Incidence of Plantation Transaction 
Costs 

From the discussion above and the data presented in Table 1 and Figure 1, we can make 
the following observations concerning the nature of transaction costs associated with 
plantation establishment and timber sales in Lao PDR.  

1. The incidence of transaction costs is widespread along the value chain. As Figure 
1 illustrates, costs arise widely in the process of selling parcels plantation timber, 
including timber sale planning and negotiation, harvest and transportation.  

2. In addition to the costs directly applicable to plantation management, timber 
transportation and processing, there are many other fees and service charges that 
may also be applicable at points along the plantation value chain. For example, 
costs associated with operating a transport business, which would apply to all such 
businesses, including those involved in the haulage of plantation timber or processed 
timber products. 

3. Transaction costs can be both monetary and non-monetary in nature, in the latter 
case through the time and effort involved in participation in forest management 
activities and in the timber sale process. 

4. Monetary transaction costs arise mostly in conjunction with government 
regulatory activities, but also are associated with private sector activities where 
traders, contractors or other middle-men are engaged to carry out activities 
associated with the timber sale process. 

5. Cost reductions and remissions are available. There is provision within the law for 
cost remissions and reductions in certain circumstances. For example, fees 
exemptions where timber is harvested by a grower for their own household purposes 
or for community purposes.  

6. For those costs where grower data were available for comparison with the scheduled 
rates, there were discrepancies both in terms of the rate of the fees and how the 
fee was predicated. In some cases, converting the fee using likely harvest volumes 
approximated to the scheduled fee. On other occasions there were significant 
differences between the schedule and reported rates. 

7. The prescribed charges are in many cases variable, sometimes with reference 
more than one factors (plantation area, harvest volume, number of workers, 
horsepower of machinery, etc.). This adds to the complexity in understanding and 
applying the scheduled fees and is likely to be a source of error and or 
misunderstanding in administering the regulations. 

8. The business of growing and selling plantation timber in Lao PDR is highly 
regulated. The regulatory arrangements are designed to support the orderly 
development of forest resources and the industries they support. However, each 
regulatory approval attracts the application of a cost or charge, borne by the grower 
or processor or by haulage contractors of timber agents.  
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9. Aspects of regulation designed to address illegal harvesting of native forests 
appear to have influenced regulatory arrangements for plantations and this has given 
rise some additional administrative and cost burden for the plantation value chain.  

10. Complexity –The legal arrangements pertaining to forestry and the wood processing 
sector in Lao PDR are complex, with an array of laws and decrees. The 
administrative arrangements add further complexity, with the laws implemented 
through four levels of administration – central, provincial, district and finally village 
level committees. The legal complexity is reflected in the complexity of requirements 
pertaining to fees and charges. The complex and dynamic nature of the legal 
arrangements creates difficulties for value chain participants and regulatory officials 
alike to maintain a complete and current understanding of all aspects of the law, 
including in respect of fees to be levied. Interviewees indicated that the laws and the 
Government officials implementing them can be intimidating to poorly educated 
growers.  

11. In addition to the service charges associated with various regulatory approvals, any 
procedure requiring a field inspection or measurement by regulatory officials routinely 
attracts the application of additional costs to cover per-diem and transport costs for 
the field crew.  

12. It was reported that on some occasions fees and service charges and per-diem costs 
were charged even though regulatory officials did not actually visit the site to 
undertake the necessary inspection. There may be some arrangement (formal or 
otherwise) allowing growers to undertake their own measurements in some cases but 
we were not able to discover the basis of this arrangement.  

13. On those occasions where field staff do not visit the site, the forms associated with 
the regulatory measurement may be completed on the basis of figures or 
measurements provided by the farmer himself, creating obvious risks of fraudulent 
reporting and undermining the veracity of regulatory processes. 

14. We found that there are inconsistencies and sometimes conflicting 
determinations and application of costs. This is likely due in part to the legal 
complexity described above giving rise to inconsistent interpretation of regulations 
pertaining to costs, but also to a degree reflects the application of legitimate local 
variations allowed for in the administrative scheme. However, where local variation is 
applied, the framework for the application of this discretion is not always transparent.  

15. There are overlaps and perhaps competing interests – There has been some 
overlap of regulatory and administrative responsibility in the past and this has given 
rise to cost duplication. The most notable example has been in connection with the 
administration of raw materials moving permissions, where it appears the relative 
roles of DoF and MOIC have not been well defined and there has been some over-
charging of moving permission fees. Smith (2014) describes recent developments to 
clarify responsibilities and eliminate overcharging in this area. 

16. Cost savings have been achievable through clarifying the interpretation of 
regulations. We noted examples where cost savings have been achieved through 
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educative processes with growers and regulatory officials to clarify the interpretation 
of laws pertaining to fees and charges and this has also helped to bring about a more 
consistent understanding and application of regulations pertaining to costs.  

17. Unofficial transaction costs or facilitation payments are widely charged at 
virtually each stage of the value chain. Interviewees reported a widespread 
requirement to pay additional informal fees along the value chain. Whilst the 
incidence of these costs is widespread and of concern to growers and processors 
that we interviewed, it was regularly stated that it is necessary to make these 
payments in order to do business.  These costs could have a significant discouraging 
affect for smallholder growers and they also impair the transparency of the plantation 
cost regime, acting as a discouragement to potential investors. They are therefore a 
matter of significant concern. 

18. Transaction costs can be either capital costs or to revenue account. Capital costs 
are those where the right or benefit obtained survives in perpetuity or over a number 
of years. Examples here would include the various one-off or periodic business 
operating licences or the cost of plantation registration. Transaction costs to revenue 
account are generally those involved with each individual transaction or commercial 
event. Examples here include the cost of negotiating a timber sale, or the cost of the 
right to harvest and transport plantation timber. In both cases, the transaction costs 
can arise from the operation of government regulatory activities, or the operation of 
private players along the value chain (for example the cost of arranging a sale 
through a timber agent) or through the time and effort expended in participating in 
plantation management and related activities (gaining skills, involvement in group 
development or on-going group governance activities, etc). 

!

 

Teak billets marked according to the Lao tree marking convention, showing harvesting!compartment!
number,!baseline!number,!strip!line!number,!tree!number!and!log!number. 
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Towards a different approach? 

From the foregoing discussion we can see that the processes associated with timber 
plantation growing and sale in Lao PDR can be quite involved and give rise to a stream of 
costs for plantation growers and processors.  

While plantation owners have an entitlement to use timber from their own plantations for 
their private use, where the harvest is for commercial reasons, permission from PAFO is 
required. Grace et al (2012) list the following documents that should accompany 
commercially harvested timber consignments: 

• Plantation certificate; 
• Cutting permission,  
• Moving Permission; 
• MIC (PAFO Document) 
• Loading Certificate; and 
• Log list prepared at Log Landing 2.  

To the above list could be added a certificate of pre-harvest inventory although the 
requirement for this in the case of small-holder plantations is unclear, with some of those 
interviewed for this study indicating that a pre-harvest inventory is a requirement for all 
timber plantation sales, while Grace op cit suggests indicate that this is not required.  

The present regulatory processes associated with timber plantation sales appear to have 
three main objectives:  

1. To provide a link to the timber quota system, through which timber is allocated to 
mills. We note here though that the inclusion of timber from small-holder plantations 
in the timber quota system appears to be uncertain and also beset with practical 
difficulties where (as in the majority of cases for small-holder timber plantations) the 
plantation is not registered (Smith pers comm., Flanagan pers comm.);  

2. To monitor timber harvesting activities, which appears to be influenced by processes 
established to monitor harvesting in native forests and particularly to address the 
problem of illegal logging. The relevance to plantation management therefore 
appears to be questionable; and  

3. To establish a point of control for determination of price and for State revenue 
purposes, including determination of taxes payable. This is a wholly legitimate 
objective, raising revenue to help fund State programs. The post harvest inventory 
plays an important role in substantiating tax payable.   

There appear to opportunities here for simplification of processes that would lead to cost-
savings for growers. The key question in looking at possible alternative streamlined 
approaches more appropriate to the scale and nature of the smallholder plantation industry – 
which is typified by small harvest volumes for each individual sale, small piece size, and 
opportunistic harvesting often linked more to household cash needs than industry 
requirements per se – while protecting the revenue base to the State. The main 
opportunities appear to be around the present pre-harvest controls (pre-harvest inventory 
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and cutting permission) and whether some of the present steps could be combined or even 
eliminated – at least for smallholder plantations, and also controls around timber 
movements. There may also be opportunities for growers themselves to undertake some of 
the activities associated with harvesting control, although this would need to be in 
conjunction with some process of accreditation for growers and appropriate levels of audit 
and oversight by government officials (PAFO / DAFO / DOFI). 

Some thoughts are presented below. These are not developed in detail but are rather 
presented as discussion starters that would require further development in terms of 
feasibility and implementation. Testing of these and other opportunities for cost reduction 
can occur as part of the Milestone four activity for this project where other approaches may 
also be identified. Other options involving further relaxation of the current arrangements 
were considered, including total de-regulation in which all plantation growing and harvesting 
activity is treated as an as-of-right activity but this would be problematic in terms of 
demonstrating legality / traceability and also from a revenue protection perspective without 
significant changes to the present taxation arrangements.  None of the approaches is free of 
opportunity for corruption or rent-seeking behaviour, which need to be addressed through 
the GoL’s anti-corruption framework, as discussed in other parts of this report.  

1) Simplified procedures for smallholder growers. 

This could involve exemption of growers holding, in aggregate, less than a specified total 
area of timber plantation (say 5 hectares) from some of the present regulatory and 
administrative steps – pre-harvest inventory, cutting permission and transport approvals. 
Post-harvest inventory and preparation of the official log list would remain in place and 
would serve as the basis for taxation payment and also proof of origin of the timber for 
traceability purposes. Theoretically, the removal of the pre-harvest inventory would 
create difficulties for integrating small-holder timber plantations with the quota system 
and regulating supplies to mills although, as discussed above, the requirement for a pre-
harvest inventory for plantations appears to be uncertain and, at a practical level, 
appears to be moot because small-holder motivations for timber sales are largely driven 
by household financial needs rather than a systematic approach guided by quota 
requirements. It is therefore proposed that wood flows from small-holder plantations be 
estimated for quota purposes based on broad scale inventory and modelled on the basis 
of past behaviour of growers and timber agents presenting timber to processors. Formal 
inventory and quota requirement could be retained for commercial plantations above the 
specified limit. Timber sourced from small-holder plantations below the specified 
minimum size could also be exempt from the requirement for moving permissions, 
saving growers the monetary and time opportunity costs of obtaining moving permission. 
As is presently required, the official log list would accompany the timber consignment to 
the timber agent’s or mill yard and this list and log marking would form the basis for 
traceability and reconciliation of logs received by mills.  
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2) Period-based harvesting and transport approval. 

Instead of the current arrangement where a pre-harvest inventory and cutting permission 
and transport approval is required for each intended sale, a pre-harvest inventory could 
be made valid for a period of time – perhaps two years – for any timber sales and 
harvesting and haulage operations occurring from the designated plantation. Cutting 
permission and harvest approval would similarly apply for the same extended period. 
Post- harvest inventory and preparation of the official log list at Log landing 2 would 
remain in place at the time of harvest as the basis for determination of taxation liability 
and as proof of origin of the timber. Savings would accrue to the grower and / or agent 
through the reduced number of administrative approvals. This approach could again be 
made available to small-holder timber plantation growers (up to 5 hectares), with larger 
commercial timber plantations requiring pre-harvest inventory and transport permissions 
for each sale. 

3) Grower accreditation with DAFO audit and oversight 

This option involves accrediting growers or growers organisations (in a manner similar to 
the current accreditation to LPTP) to undertake the pre-harvest inventory (if this is to be 
retained for small-holder plantation growers) and even perhaps log-measurement and 
preparation of the log list at Log Landing 2. The latter step would need to involve 
supervision through DAFO and audit and oversight through DOFI given it’s importance 
for revenue purposes and also for traceability as part of the process for establishing the 
legal origin of timber. The accreditation process could be run through DAFO and involve 
training in measurement processes and the clerical processes involved in completing 
and processing the records. Accreditation would need to be periodically reviewed and 
would be revoked if any fraudulent mis-recording was faound. We were informed that on 
some occasions growers already undertake the pre- and post- harvest inventory and log 
measurement on behalf of DAFO although this is not officially sanctioned practice and so 
this options may normalise what are current practices on some occasions, with a system 
of accreditation and oversight to maintain the accuracy of records.     

These options are not necessarily discrete and other options could be devised that are 
combinations of the above approaches.  

 

Rudimentary sawmill processing teak squares
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The impact of plantation transaction costs 
This section examines the impact of plantation transaction costs on growers, based on case 
study timber sale data from Luang Prabang Province over the period 2009 to 2012. The 
sales are predominantly routine sales of plantation timber, although Timber Sale nine in the 
table below was necessitated by land resumption due to road widening works. All but one of 
the sales in the table are from tree farmer groups supported by the Luang Prabang Teak 
Program (LPTP) and, in most cases, the small-holder plantation owners, with our without the 
support of LPTP, conducted their own pre-harvest inventory and post-harvest log 
measurement. Timber Sales seven and eight were for FSC certified wood, which sheds 
some light on relative prices obtained for certified versus non-certified wood. 

Before discussing these data it is important to make the following general points: 

• There is no “typical” experience of the value chain and therefore no typical 
experience of the impacts of transaction costs in their totality. The general 
observations set out below therefore need to be interpreted cautiously and individual 
experiences can vary widely depending on a number of factors, including the nature 
of the participant’s activity – for example, an individual smallholder grower harvesting 
individual trees from their own woodlot for household use, as distinct from an 
industrial grower harvesting larger quantities of timber, perhaps partially from their 
own plantation, for value-added manufacturing, as distinct again from an agent 
accumulating parcels of timber for on-sale to mills. 

• The pathway for any particular timber sale transaction and therefore the associated 
costs will also vary depending on a variety of factors. These might include whether 
the timber was for domestic or traditional use or for sale commercially, whether the 
timber harvesting operation was performed by the owner of the timber or a 
commercial operator (e.g. harvesting contractor), whether the plantation was 
registered, how far the timber parcel travels along the value chain e.g., is it used as 
rough sawn timber or is it subject to further value-adding, whether the timber is 
processed domestically or for export and whether local cost remissions might have 
been granted at Provincial levels. Our interview results indicated a high level of 
variability in the experience of growers and processors regarding the incidence and 
magnitude of transaction costs and other government charges. 

• Table 2 describes only the impact of monetary transaction costs between smallholder 
growers and the first processors for the case study sales reviewed. For reasons 
described above, this will understate the true impact of transaction costs along the 
value chain because it does not include transaction costs associated with other 
stages of the plantation process (e.g. plantation registration, business registration 
etc.), the non-monetary transaction costs borne by value chain participants (e.g. 
market discovery costs, the costs of participation in training and group activities, etc.) 
and other costs which were not available to us (agent and contractor costs, and 
unofficial facilitation fees). The magnitude of these costs may, in some instances, be 
greater than the official monetary costs indicated below.  
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Table 2: Case study timber sale cost data – Luang Prabang Province 
(Adapted from data provided by the Luang Prabang Teak Program and The Forests Trust) 

Description 
Levied 

by 
Unit of 
charge 

Average 
(LAK) 

Sale number 

WS1/2009 
(Note 1) 

WS2/’09-10        
(Note 2) 

WS1/2011 
(Note 3) 

WS2/2011 
(Note 4) 

WS3/2011 
(Note 5) 

Non LPTP 
2011  

(Note 6) 

WS4/2011 
(FSC) 

(Note 7) 

WS1/2012 
(FSC) 

(Note 8) 

WS2/2012 
(Note 9) 

Volume (m3)    10.425 155 43.4 21.759 13.151 130 20.598 68.75 FSC 90.55 
Non-FSC 
16.55 

Value (LAK)    10,000,000 103,758,751 22,936,888 12,019,240 7,649,703 75,400,000 19,964,965 49,328,006 71,016,973 

Average value (LAK per 
m3) 

   959,233 669,412 528,500 552,380 581,682 580,000 969,267 717,498 663,090 

Costs associated with sale             

   Pre-harvest inventory DAFO LAK per m3 7,000 417,000 1,078,000 203,000 226,000 170,000 701,000 263,000 313,000 557,000 

   Cutting permission 
(document fee) 

PFS Flat fee 
(generally) 

30,000  1,165,000 30,000 30,000 30,000 60,000  30,000 30,000 60,000 

   Document fee DAFO Flat fee 10,000 10,000  10,000 10,000 10,000 20,000 10,000 50,000 80,000 

   Document fee PAFO Flat fee          30,000 

   Log measurement fee DAFO LAK per m3 5,000 130,000 1,162,500 325,000 208,000  980,000  515,000 806,000 

   Stamping fee PFS LAK per m3 10,000 100,000 1,550,000 434,000 270,000 130,000 1,306,000  680,000 1,074,000 

   PFS staff per-diems for 
stamping 

PFS LAK per 
person per 
day 

35,000   30,000 30,000 30,000 60,000 30,000 35,000  

   PFS staff petrol for 
stamping 

PFS LAK per 
person per 
day 

20,000   100,000 100,000 200,000 400,000 200,000 115,000 210,000 

   Document fee  PTD   8,000  30,000 56,000 50,000 200,000    

   Moving Goods 
Permission 

PTD   210,000  100,000  100,000 200,000 207,000   

   Moving Permission PFS Flat fee 30,000  1,105,000 30,000 30,000 30,000 60,000  30,000 30,000 
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   Petrol for PTD staff for 
log check before loading 
onto truck 

     100,000       

   Document fee at District 
Financial Office 

           20,000 

Total transaction costs    875,000 6,060,500 1,392,000 960,000 750,000 3,987,000 740,000 1,768,000 2,867,000 

Transaction costs per m3 
(% of sale value) 

   83,933 
(8.75%) 

39,100 
(5.84%) 

32,074 
(6.07,%) 

44,120 
(7.99%) 

57,030 
(9.80%) 

30,669 
(5.29%) 

35,926 
(3.71%) 

25,716 
(3.58%) 

26,769 
(4.04%) 

Other charges             

   Income tax DAFO LAK per m3  985,000 7,058,000 868,000 554,000 263,000 5,229,000 422,000 1,375,000 2,149,000 

   Profit / turnover tax    1,546,000 4,941,000        

   Royalty (Resource Tax)    285,000 3,106,000        

   Inspection Fee     1,200,000        

   Other Charges     4,035,000    1,000,000    

Total other charges    2,816,000 20,340,000 868,000 554,000 263,000 6,229,000 422,000 1,375,000 2,149,000 

Other charges per m3 (% 
of sale value) 

   270,120 
(28.16%) 

131,226 
(19.60%) 

20,000 
(3.78%) 

25,461 
(4.61%) 

20,000 
(3.44%) 

47,915 
(8.26%) 

20,487 
(2.11%) 

20,000 
(2.79%) 

20,065 
(3.03%) 

Total transaction costs 
and other charges 

   3,691,000 26,400,500 2,260,000 1,514,000 1,013,000 10,216,000 1,162,000 3,143,000 5,016,000 

Total transaction costs 
and other charges per m3 
(% of sale value) 

   354,052 
(36.91%) 

170,352 
(25.44%) 

52,074 
(9.85%) 

69,580 
(12.60%) 

77,028 
(13.24%) 

78,585 
(13.55%) 

56,413 
(5.82%) 

45,716 
(6.37%) 

46,835 
(7.06%) 

Notes: 
1. LPTP and farmers completed pre-harvest inventory and post-harvest log measurement. 
2. Farmer did pre-harvest inventory. Log measurement was undertaken by DAFO. Plantation teak (aged 15 – 20 years) sale to sawmill in Vientiane. 824 trees, 3123 logs, vol. 155 m3. 
3. Farmers completed pre-harvest inventory and log measurement. Document fees were paid by the buyer. 
4. Farmers completed pre-harvest inventory and log measurement. Document fees were paid by the buyer. 
5. Farmers completed pre-harvest inventory and log measurement. Document fees were paid by the buyer. 
6.  Private sale, not sourced from a LPTP supported village. Very time consuming. Involved arrangement of two Plantation Certificates at a cost of 500,000k each. 
7. FSC wood. 
8. FSC wood. 
9. Mainly emergency wood sale due to road construction clearing. Included both FSC and non-FSC wood. 
 
General comments: 

• Reduction in overall taxes is largely due to clarification with Government as to what is and is not required. Said that there had been a lot of uncertainty previously causing farmers to pay 
taxes that were not their responsibility. 
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• Some taxes (and charges were variable and rates were not specified?? 
• The legal basis of some of the charges was unclear. 
• Felt that the overall cost to farmers was too high – e.g. 6% of wood sales price paid to government simply to allow farmers to harvest their own wood 
• The time taken to arrange payment of taxes was felt to be a very significant imposition (mostly carried out by LPTP staff during the period of these sales) and was a constraint to being 

able to deliver wood in a timely manner.  
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Sawmiller case study: 

The following example was provided by a sawmiller interviewed for this study. This involves 
transport of squared teak logs from Luang Prabang to Vientiane: 

• PAFO officers come to the sawmill to check inventory and inspect the squared logs. 
The PAFO officer stamps the logs with the official hammer. A standard fee of 
400,000 LAK per shipment (normally two trucks – approximately 25 m3) is charged. 
An informal “goodwill” fee of 400,000 LAK is also made to the officer. 

• The sawmiller takes all certificates and receipts to the Provincial Treasury who 
checks that everything is in order and income tax is then paid (based on the value of 
the timber): 

o <10M LAK: 250,000 LAK tax 

o >10M LAK: 500,000 LAK tax 

o >100M LAK: 1M LAK tax. 

• If all documents are in place a tax receipt is provided. If there are any shortcomings 
in the paperwork or papers are missing, then informal payments may be required. 

• With this tax receipt, the shipment of squared billets can leave the sawmill. 

• At each DOFI checkpoint (note that official internal checkpoints have been 
discontinued, although the Department of Forest Inspection still has the right to carry 
out random inspections, especially where irregularities may be suspected), stated 
that there may be five of these between Luang Prabang and Vientiane where a 
payment of 1000 Thai bhat informal fee is required at each checkpoint. There may be 
additional random checkpoints as well and similar fees may be required. 

• The miller commented that it is difficult to make a profit on any shipment lass than 
100m3. 

• The miller also commented that informal payments may also be required at the 
border to facilitate the shipment of round logs across the border to China. This export 
may be illegal and it also has an impact on logs available for local mills. 

• The miller also commented that regulatory officers are reluctant to come to the field 
and this is diminishing the accuracy of data on log classes being harvested.  

• This miller also commented that he favoured a return the arrangements in place 
between 2000 and 2005, when there were firmer but clearer laws in place and more 
accurate records were kept and better controls over harvesting. The liberalisation 
since 2005 has led to a widespread relaxation of regulatory oversight of sawmills and 
this has been to the detriment of the industry, including in terms of occupational 
health and safety. 
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Timber trader case study 

A timber trader interviewed for this study provided the following account of his experience 
with the operation of the industry and the associated transaction costs: 

• The trader buys small loads of logs and also isolated trees and accumulates loads of 
timber for sale to mills and, on some occasions, round logs destined for China. 

• Prices for logs delivered to the traders yard ranged (at the time of the interview) from 
1M LAK to 2M LAK depending on the size of the logs.  

• Loading costs are about 300,000 LAK per truck with a capacity of about 13 m3.  

• DAFO officers can facilitate all of the necessary paperwork for a small fee and will 
also arrange for a grower to “borrow” a Yellow Certificate (Permanent Land Use 
Certificate) which would allow the seller and trader to claim that the trees were 
“legally” harvested which would allow the timber to be sold internationally. 
Commented that the (illegal) practice of borrowing these certificates appears to be 
not uncommon. 

• The trader also indicated that it was usual practice to understate harvest volumes 
(and thereby reduce tax liabilities) and that the DAFO officials “rarely” visit the site to 
conduct the inventory. He still pays DAFO field costs at the prescribed rate – 30,000 
LAK per person per day in per diem costs and a further 30,000 LAK per person per 
day in petrol costs. There may also be an additional “incentive payment” of between 
100,000 and 200,000 LAK paid to the officials. 

• He then pays 40,000 LAK per M3 to the Provincial Department of Trade and 
Commerce, stated to cover the Cutting Permission, Raw Material Moving Permission 
and Income Tax. 

• Other fees associated with timber harvest and transport were recorded as: 
o One-off fee for cutting isolated trees or small parcels: 5,000 LAK one-off fee 

(not related to volume); 
o Harvesting costs: 5,000 LAK per tree with his own harvest crew; 
o Manual haulage: 30,000 LAK per m3 (for 80cm log carried 100m), but this 

could be as high as 100,000 LAK in steep terrain; 
o Pays an annual Chainsaw Tax of 1M LAK.  

• The PAFO officer will come to the harvest site for log stamping although it was stated 
that he usually will give the branding hammer to the contractor, who will then stamp 
the logs (this weakens the controls over harvest volumes and tax payments if the 
contractor colludes with the trader or owner in understating the harvest volume). 

• When the logs (as round logs or squared logs) cross provincial or international 
borders, a fee of 1000 Thai baht is required to be paid to the Department of Trade 
and Commerce. There are also informal costs of up to 5M LAK per truck at DOFI 
checkpoints.  

• The trader also commented that it is necessary to pay informal costs in order to do 
business and that it is also necessary to understate volumes in order to minimise 
transaction costs. 
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Observations 

Notwithstanding the cautionary remarks above concerning drawing generalisations, given 
the variability in circumstances between sales, we make the following observations from the 
case studies above:  

• From the data in Table 2, farmers paid between 25,716 and 83,933 LAK per m3  

(average 41,708 LAK per m3) of timber sold, or between 3.58 and 8.75 per cent 
(average 6.12 per cent) of the gross sale value on transaction costs associated with 
the sale.  

• In addition, taxes and other government charges added between 20,000 and 270,120 
LAK per m3 of sales volume (average 63,919 LAK per m3) or between 2.11 and 28.16 
per cent (average 8.36 per cent) of the sale price of their plantation teak, for a total 
rate of impact of transaction costs and taxes and other government charges between 
45,716 to 354,053 LAK per m3 (average 105,623 LAK per m3) or between 5.82 and 
36.91 (average about 14.51 per cent) of the sales price (farm gate) of their plantation 
timber.  

• The impact of the taxes and other government charges needs to be interpreted 
cautiously as much of the variability here appears to reflect a re-assignment of the 
impact of certain costs to other participants further along the value chain (not 
revealed in the table), perhaps as a result of clarification (by LPTP) of where (at what 
point along the value chain) certain costs were properly payable. This in itself serves 
to illustrate the ambiguity or uncertainty around the application of transaction and 
other costs (taxes and other charges) and how clarification of the operation of laws 
might assist in reducing the burden of costs (at least for growers). 

• Comparing Table 2 with the generalised table of transaction cost rate and incidence 
(Table 1), there are again inconsistencies between the rate and incidence of 
transaction costs. 

• Prices obtained by growers in these nine sales over the period 2009 to 2012 range 
from 528,500 LAK per m3 to 969,276 LAK per m3 with an average value of 691,229 
LAK per m3.  

• FSC wood in this sample generally yielded above average prices. Timber sale 
WS2/2012, which was a mixture of FSC and non-FSC wood, was an emergency sale 
due to road widening and may have yielded a lower price than might otherwise have 
been obtained. 

• Timber sale six also involved obtaining two plantation certificates, each at a cost of 
500,000 LAK. 

• It is also noted that, in the majority of the sales illustrated in the table, LPTP 
undertook the pre-harvest inventory and post-harvest log measurement. Although the 
farmers still paid the fees to DAFO, there may have been some saving of the DAFO 
officers’ per-diem costs. 
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• With the exception of timber sale six, all sales were from villages having tree farmer 
groups supported by LPTP. We were advised that farmers pay five to ten per cent of 
the value of each sale for the support provided by LPTP, equating to about 25,000 
LAK per m3 based on the average sale price achieved in these nine sales, in addition 
to modest joining fees and annual fees. These fees, not included in the table, would 
also be considered transaction costs as they were incurred as part of the sale 
facilitation process.  

• The impact of unofficial transaction costs, due to their nature, was not revealed. The 
experience of individual growers here may be very highly variable, depending on 
individual ability to negotiate an outcome that minimises the impact of these imposts. 

• Although not a transaction cost, growers also paid income tax at the time of sale (see 
line item in Table 2).  

 

 

Twin-edger used to process teak squares 
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Indications of corrupt practices in the plantation sector. 

Although an examination of corrupt practices associated with the plantation sector in the Lao 
PDR is not part of the scope of this project, there were many indications arising particularly 
in the course of interviews conducted with growers and other industry participants and as 
noted in the interviews and experiences of the transaction cost regime presented in this 
report (refer to the discussion on page 33 - 34 of this report regarding facilitation payments 
and also the case studies on pages 52 and 53), that such practices are a regular feature of 
the plantation sector and implementation of the associated regulatory procedures. Our 
discussion would therefore be incomplete without addressing the issue at least in a 
summary fashion.   

If the information provided to us is representative of the general operation of the plantation 
industry in Lao PDR, then it would appear irregular practices and maladministration are 
widespread. Some examples noted during the course of this study include: 

• Under-statement of harvest volumes to minimize payments of government fees and 
charges and also income tax,  

• Collusion between provincial officials and harvesting contractors in the 
understatement of volumes;  

• Corrupt payments at various stages to overlook understatement of volumes; 
• The alleged requirement to pay unofficial fees at roadside checkpoints to overlook 

overloaded timber trucks or where the necessary paperwork was not in order;  
• Failure of field regulatory staff to attend pre- and post-harvest inspections, allowing 

instead contractors or agents or the plantation owner to undertake these important 
measurements and again facilitating understatement of volumes and weakening the 
basis for control and regulation of plantation harvesting;  

• Illegal “loaning” of land title / plantation certificates to falsify legality; and 
• The seemingly widespread practice for the requirement for payment of additional 

illegal “facilitation payment” to government officials at points along the value where 
approvals are required.   

In addition, Grace et al (2012) document “significant discrepancies in the records of 
harvested timber volumes and the volume of logs registered at Log Landing 27” and also that 
“the volume of material registered at Log landing 2 is not consistent with records of material 
entering mills”, and further that “the discrepancy between the data on log availability and the 
level of production indicates a significant portion of material is not registered at Log Landing 
2”. The discrepancies uncovered in their study “provide clear evidence that the system used 
in Laos does not adequately function to consistently quantify and trace harvested material”. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
7 In Lao PDR, Log Landing 2, which is a temporary log landing generally at the point where logs are extracted to 
the roadside, is the critical point of control, being the point at which logs are measured and the official log list is 
prepared. The log list is used by the POIC to determine price, payment of royalties due as well as associated 
taxes and provides a formal system to track material from harvest areas and is also important in regulating 
woodflows where resource is within the quota system. 
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Grace op cit comment that “only 34 per cent of the material entering the supply chain (from 
all sources – Production Forest Areas, infrastructure clearing, Village Forest Areas and 
plantations) is being registered at Log landing 2. This infers that a significant portion of the 
material is unidentified”. 

Because our focus has been particularly on the smallholder plantation sector and on that 
part of the value chain between growers and initial processors, we are not able to comment 
on practices that might be associated with subsequent activities along the value chain – for 
example secondary processing and export of timber and manufactured products, other than 
the incidental comments noted during our interviews.  

The GoL has established measures to counter corruption, and these are discussed below. 
The question is why such practices persist in the face of these initiatives? The answer may 
be related to the nature of Lao society and culture, as Keuleers (2002) notes: “Combatting 
corruption is not just a matter of laws and legal enforcement. It has to do with people’s 
behaviour and is largely influenced by social control systems, culture and spiritual beliefs”. 
Therefore efforts to tackle the problem through strengthening the ethics of governance in 
Lao PDR need to be informed by an understanding of the moral values that are part of the 
national culture”. Keuleers comments that corruption in Laos appears to be a response to 
opportunities, fostered by decline in moral standards and the effectiveness of formal and 
social control systems - Lao society has a cultural avoidance of confrontation and situations 
where one might loose face, potentially leading anti-corruption agencies to avoid confronting 
wrong-doers (note however that Keuleers’ analysis pre-dates the Lao Anti-Corruption Law) 
and that this may be exacerbated by the erosion of traditional value systems and the shift to 
a more market-oriented economy. 

Keuleers op cit lists the following as underlying causes of corruption in Lao PDR: 

• A politicized, bureaucratic and poor performing civil service, including undue 
interference in recruitment processes, low mobility of civil servants, low civil service 
salaries; conflicts of interest and the politicization of personnel management.  

• A weak judicial system that lacks the confidence of citizens.  

• Weak legislative oversight.  

• Lack of empowerment of civil society.  

Keuleers also refers to other contributing factors including lack of revenue, compromising 
the ability of government to fund much needed social expenditures and making it difficult to 
increase civil service salaries. There is also weak enforcement action against corrupt 
offenders guilty of tax evasion and there is a concern that decentralization policies may have 
exacerbated the problem. Greater transparency and accountability of tax officials (at all 
levels) is necessary to ensure that taxpayers are treated in a fair and consistent fashion. 
There is also a need for greater transparency in expenditure management to improve 
monitoring of government programs.  

To et al (2014) examined the circumstances facilitating the illegal timber trade between 
Vietnam and Lao PDR. They take an ethnographic / sociological perspective on corruption, 
viewing it as a “complex and culturally embedded phenomenon, entangled within social 
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relations that mediate thoughts, beliefs, and actions between individuals, groups and the 
State”. Corruption does not mean the same thing to all societies and people (Dalton 2005). 
Practices that are ostensibly corrupt may become justifiable to the actors involved where 
they are bound with a sense of duty and obligation, blurring the distinction between “legal’ 
and illegal” so that the “cultural practice” of corruption may gain a degree of legitimacy 
(Gupta, 2012). Singh (2012) finds that in Laos corruption can be framed as a “sense of 
duty”.  

In To et al’s analysis, the drivers of corruption are not simply the low wages of forestry 
officials, but rather the established networks and practices that rest upon reciprocity across 
social, political and economic domains. Corruption is as much a part of aspirations to gain 
positions of authority, as it is part of the process of maintaining on-going social relations that 
facilitate capital accumulation over time. 

Measures implemented by the GoL to address corruption. 

The GoL acknowledges that official corruption exists at all levels and that it is a serious 
problem threatening the achievement of its national policy objectives. For example, 
Sibounheuang (2012) acknowledges that corruption is a major threat to achievement of the 
goals of the Poverty Reduction Plan and to the nation’s development.  

The GoL has developed a comprehensive Anti-Corruption Strategy, some of the elements of 
which include: 

– 1982, the State Inspection Authority was established to fight and prevent corruption; 
– 1999, Anti-corruption Decree formulated; 
– 2003, Lao government signed the UN Anti-corruption Convention; 
– 2005, Anti-Corruption Law adopted; 
– 2007, Law on State Inspection adopted; 
– 2007, Anti-Corruption Inspection Department of the State Inspection Authority 

established;  
– 2009, Ratification of UN Anti-corruption Charter 
– Other instructions addressed to the Central Committee of the Party (CCOP) and the 

civil service generally setting out a range of practices to be avoided. 

In addition, the State Inspection Authority has implemented the following initiatives: 
– Raising awareness and organizing training for officials to understand the laws and 

regulations, especially the Anti-corruption Law. 
– Improving policy for officials including in respect of salaries and welfare benefits;  
– In 2010, establishing a secretariat and group of experts to assist the Authority in 

carrying out its role. 
– In 2011, participating in review of the anti-corruption convention of Croatia. 
– In 2012, the anti-corruption arrangements in Lao PDR were subject to an 

international review. 
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Specifically in respect of the forestry sector, in 2008, the GoL also created the Department of 
Forest Inspection (DOFI). DOFI was formed with a mandate to conduct official inspections of 
timber, forest products and wildlife. DOFI functions are to inspect logging activities (both at 
Log landing 1 and 2) as well as to conduct inspections of log transport and sale throughout 
the country, including unregistered material that does not have supporting documentation 
and could be determined as illegal. However, as Grace et al 2012 report, logging activities 
do not appear to be regularly inspected and the focus is on checking the transport of logs 
and wood products. Since its establishment in 2008, DOFI has recorded a total of 70,000 m3 
as illegal [timber] in the initial 2 years of operation. 

The inspection system is carried out through 1) regular inspections at fixed intervals and 
randomised wood processing factory visits, temporary checkpoints established at critical 
sites, 2) inspection, when deemed necessary, at 24 hours notice to the particular wood 
processing factories and 3) impromptu inspections conducted when deemed necessary, and 
undertaken without advanced notice.  

Grace op cit found, based on their observations in four provinces, the DOFI does not have 
sufficient field staff and equipment to adequately conduct inspections. The DOFI admitted 
that there has been collaboration between investors, local officials and local people who 
engage in logging, which has led to illicit timber trade throughout the country (Pongern 
2009). Officials in Sayaboury reported that they can arrest most of the cases, Luang 
Prabang estimated that 50-50% of cases can lead to arrest, while Salavan and Xekong 
offices admitted that less than 30% of the illicit activities are expected to be discovered.   

Other parts of government having important functions supporting the monitoring systems 
include the PAFO, Provincial Forestry Section, DAFO and POIC. 

Lao PDR was ranked 140th out of 177 countries worldwide in Transparency International’s 
2013 global index of corruption perceptions, a jump of 20 places on the previous year. 

The centrepiece of the Lao PDR anti-corruption framework is the Anti- Corruption Law 
(45/PO), which entered into force on 25 May 2005: 

The objective of the Law is to “define principles, rules and measures for the prevention and 
countering of corruption in order to ensure that the property of the State and society and the 
rights and interests of citizens are not damaged, embezzled or swindled; to subject 
offenders to legal proceedings and to protect those who are innocent, with the aims of 
strengthening State organisations, increasing transparency, strengthening the ability to 
inspect at all times, and achieving political stability, a stable and progressive economy, 
public security, public order, and justice (Article 1). 

Corruption is defined as a situation where an official opportunistically uses his position, 
powers and duties to embezzle, swindle or receive bribes or any other act provided for in 
Article 10 of this law, which act is committed to benefit himself or his family, relatives, 
friends, clan or group and causes damage to the interests of the State and society or to the 
rights and interests of citizens (Article 2). 
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The official stipulated in this law means leaders at all levels, administrative staff, technical 
staff, the staff of State enterprises, civil servants, soldiers, and police officers, including 
chiefs of villages and persons who are officially authorized to exercise any right or duty. 

Article 10 specifies various acts that constitute corruption, including: 

• Embezzlement of State property or collective property; 
• Swindling of State property or collective property; 
• Taking bribes; 
• Abuse of position, power and duty to take State property, collective property or 

individual property; 
• Abuse of State property or collective property; 
• Excessive use of position, power and duty to take State property, collective property 

or individual property; 
• Cheating or falsification relating to technical construction standards, designs, 

calculations and others; 
• Deception in bidding or concessions; 
• Forging documents or using forged documents; 
• Disclosure of State secrets for personal benefit; and 
• Holding back or delaying documents.  

Article 25 described various prohibitions on the part of persons in positions of power, 
including improperly receiving money and delaying or holding back activities.  

The Law describes measures to prevent corruption (Article 3) and the principles of 
prevention (Article 4) including the requirement that offences, inspections and follow up 
action be dealt with “strictly, immediately and with justice”.  

The Law also contains “whistle-blower” protections for individuals that report and investigate 
corruption, including the media (Article 7). 

Chapter 3 of the Law described the various measures to be implemented to prevent 
corruption and described the roles of those in leadership positions (Article 22), the duties of 
the State (Article 23) and other organisations (Article 24). 

Chapter 4 of the Law also defines powers of inspection in the cases of actual or suspected 
corruption. 

Chapter 5 describes measures for dealing with instances of corruption. These vary 
depending on the severity of the offence and may include education measures (Article 32), 
other forms of admonition, suspension from promotion or dismissal  (Article 33). 

The Law establishes a counter-corruption organization and describes its status and role, 
rights and responsibilities etc. (Chapter 7).  

The Anti-Corruption Law is implemented through the State Inspection Authority. 
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The GoL has also passed the Law on State Inspection (No 02/NA) in July 2007. The 
objective of the Law is stated as: 

“The Law on State Inspection determines the principles, regulations and measures 
on the organizations and activities of the State inspection authorities in order to 
strengthen the inspection activities and enable them to be examinable effectively, to 
seek the strengths and activeness for encouragement and promotion, the 
weaknesses, misconducts and violation of laws and regulations by organizations and 
individuals, such as corruption, bureaucracy, luxuries, gaps of administrative 
mechanism and others for the determination of the prevention, combat and resolution 
measures aiming at raising of effectiveness of State and socio-economic 
management, protecting the interests of State and collectives, including the legal 
rights and interests of the citizens” (Article 1). 

The policy on inspection activities is states as follows: 

“[The] State promotes and creates conditions for the strict inspection by issuing the 
policies, laws and regulations to serve as references for the effectiveness of 
inspection activities with the view to make the management of State, economy and 
society strengthen, transparent, fair and in compliance with the laws and regulations” 
(Article 4). 

The Prime Minister, ministers, heads of agencies, provincial and capital governors, heads of 
districts and municipalities and heads of State organisations are all responsible for 
facilitating State inspection activities (Article 6), while the Party, State, the Lao Front for 
National Construction, mass organisations, social organisation, the media and the people 
also have a duty to contribute to State inspection activities (Article 7). 

The scope of the Law is defined to include “all organizations, leading, managing and 
technical officers, staff of State enterprises and civil servants performing their duties in the 
State administrative authorities and other organizations concerned from the central down to 
local levels” (Article 9).  

The Law also establishes a system of State inspection authorities (Article 27) at different 
level of government and within different sectors and describes the rights and duties of the 
authorities (Sections 2 and 3). 

Part IX of the Law provides a range of sanctions for violations including education measures 
(Article 73), a range of disciplinary measures (Article 74), civil measures (Article 76) and 
penal measures (Article 77).  

However, despite the anti-corruption measures implemented by the GoL, the implementation 
of the laws was reported by a senior Lao official at an international convention held in 2012 
as being “not effective” (Sibounheuang, 2012), with “coordination between the prosecutor 
offices and the State Inspection Authority at the central and local level [being] very poor”. 
Only few and small cases of corruption reach the court, with cases being solved by using 
disciplinary measures. Sibounheuang op cit reported the following in a very candid 
assessment of the implementation of the Anti-Corruption Law: 
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1.    Officials of some ministries, organization and local governments have not strongly 
implement the laws or violate the orders and misuse the law for their own benefits. 
There are [instances of] corruption in the field of infrastructure development, tax 
collection, budgets management, natural resource exploitation and land management. 
Budget control is not effective. Many sectors have violated the financial rules, made 
projects outside [official plans] and incurred debts [without a plan as to how these would 
be paid]. There are situation where officials do not collect the state income fully and 
where they do not hand over in full the amount they have received. 

2.    Some ministries and organizations have not fully performed their role and 
responsibilities, not fully concentrating on the policy making. There is un-coordination 
within their respective organization. Roles and responsibilities of organizations are not 
clear or not effective. Some projects are not effectively implemented and under 
standards. 

3.    Some organizations and sectors and entrepreneur have violated orders of the Prime 
Minister, the Law on Forestry and other related laws by cutting trees more than 
permitted. There is no survey of the forest before issuing the permission to cut the tree. 
The permission to transport the tree is not consistent with the volume [actually] 
transported. There are cases where authorities issued the permission to buy the 
prohibited trees more than their power is allowed8; 

4.    In some provinces, officials import vehicles in the name of a project to [minimize] 
customs, [to] only 1%, indicating “cooperating” [collusion?] between officials and 
businessmen; 

5.  Monitoring, inspection and management of natural resource exploitation and 
land concessions is poor and [managers often] exceed permitted [levels of use or 
exploitation]; 

6.   [Other corrupt practices include] abuse of position, power and duty, swindling and 
embezzlement of State or Collective assets, bribery, forgery or [use of] 
forged documents, forgery of construction standards [and designs, and in] calculating 
expenses of construction [contracts].  

Despite the limited success in tackling corruption to date, the GoL is encouraged to continue 
to vigorously implement the anti-corruption measures at all levels of government and across 
all sectors so that its national development policies can be fully realised. 

 

 

 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
8 These comments concur with the results found in our study. 
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Opportunities for minimising the impact of 
transaction costs 
This section addresses project milestone three, which calls for the development of proposals 
for reducing the impact of plantation transaction costs.  

The recommended actions are set out in Table three below. These recommendations have 
been developed following our observations of the current plantation transaction cost regime 
and its operation and after reviewing related literature, as described in the preceding 
sections of this report. Discussions to date with value chain participants and also indications 
presented in other ACIAR projects have also influenced the recommendations presented 
here. 

The recommended actions are structured around the three main interest groups in the 
plantation transaction cost discussion – the growers themselves, industry (which might 
include sawmills of varying scales, timber agents or contractors) and government (which 
might include the central administration, provincial or district level administration, or village 
committees, as appropriate to the issue). Some further recommendations are listed after the 
table targeting other players that do not fit within these three primary categories. 

The table lists the issue that the actions are aimed to address and these actions are grouped 
under four main themes indicated by the different colour shading in the table – those actions 
shaded yellow are generally aimed at addressing existing inefficiencies and complexity 
within the transaction cost regime, actions shaded blue discuss existing opportunities for 
transaction cost reduction, actions shaded pink are concerned with opportunities for cost 
reduction through education, training and facilitation and actions shaded green are 
opportunities concerned with grower and industry arrangements. The recommended actions 
are presented in the table in underlined text, with a brief explanation of the rationale 
following in italics. 

The actions proposed cover both monetary and non-monetary transaction costs. While the 
focus has been mainly on smallholder plantation owners, some of the actions recommended 
will be more relevant to large scale plantation owners or developers. Also, while most of the 
recommended actions are relevant to current circumstances for the forestry plantation sector 
in Lao PDR, other actions may be more forward looking or aspirational and aimed at 
fostering future development and growth in the plantation industries. 

The recommendations presented in this section will form the basis for discussions with 
growers, industry and government to test the feasibility of the cost reduction options, as 
required to complete the final project milestone. 
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!Table!3:!Options!for!Transaction!Cost!Mitigation!

Issue to be addressed Opportunities for Growers Opportunities for Industry Opportunities for Government 

Regulatory+compliance+
costs+

+

+

+

+ + Address+regulatory+complexity+and+
inconsistency+in+application+of+forestry+
laws+and+regulations.+

As#described#by#Smith#(2014)#the#legal#
framework#for#plantation#and#forestry#
industries#in#Lao#PDR#is#very#complex#and#
regularly#supplemented#by#new#decrees#and#
orders.#The#laws#are#also#administered#
through#three#levels#of#government#
(central,#provincial#and#district#
administrations)#with#village#level#
committees#also#having#role#in#
administration,#providing#for#local#
discretion#while#maintaining#strong#central#
administration#and#control.#However,#
complexity#of#the#laws#and#policy#changes#
makes#it#difficult#for#growers,#industry#and#
regulatory#officials#to#keep#abreast#of#the#
law,#and#there#are#also#concerns#that#the#
law#is#not#being#applied#consistently#in#
some#cases.##

Complexity#adds#to#compliance#costs#and#
may#result#in#overpayment#or#overcharging#
in#some#instances.#Plantation#laws#also#
appear#to#have#been#influenced#by#
measures#designed#to#address#illegal#
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Issue to be addressed Opportunities for Growers Opportunities for Industry Opportunities for Government 

logging#of#native#forests,#creating#
unnecessary#complexity#for#planted#trees.#

It#is#recommended#that#government#
comprehensively#reviews#the#present#
regulatory#and#administrative#environment#
pertaining#to#plantation#forestry,#removing#
unKnecessary#regulatory#burden#(eg#
regulations#influenced#by#protection#of#
natural#forests),#and#address#inconsistency#
between#regulatory#instruments#(Refer#
Smith#2014#recommendations#pertaining#to#
plantation#regulatory#environment).+

Plantation+legality+ + + Consider+simpler+and+more+efficient+ways+
for+establishing+plantation+legality+

Plantation#legality#and#certification#in#Lao#
PDR#is#a#complex#question#and#is#the#subject#
of#separate#and#detailed#discussion#by#
Smith#(2014#and#forthcoming).#However,#
the#current#plantation#registration#and#
certification#arrangements#appear#to#be#
overly#complex#for#smallholder#plantation#
owners#(Ling#pers#comm)#and#are#likely#to#
be#a#significant#reason#for#the#very#low#level#
of#plantation#registration#amongst#farmers#
–#estimated#as#less#than#10#per#cent#in#
Luang#Prabang#Province.##

GoL#could#investigate#simpler#and#more#
cost#effect#approaches#for#smallholders#to#
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Issue to be addressed Opportunities for Growers Opportunities for Industry Opportunities for Government 

demonstrate#legality,#including#for#example#
for#local#PAFO#staff#to#certify#legality#as#
part#of#the#process#of#issuing#the#official#log#
list#at#the#time#of#postKharvest#
measurement.+++

Complexity+in+fees+and+
services+charges+

+ + Reduce+the+complexity+in+the+fees+and+
service+charges+applicable+to+plantations+
and+timber+processing+businesses.+

Most#of#the#monetary#plantation#
transaction#costs#arise#in#connection#with#
regulatory#approvals#associated#with#
plantation#establishment#and#management,#
timber#harvesting#and#transportation.#
There#are#also#nonKmonetary#transaction#
costs#associated#with#the#approval#
processes.#Most#of#the#fees#and#service#
charges#are#prescribed#in#Presidential#
Decree#003,#which#is#quite#complex.#It#is#
recommended#that#the#schedules#of#fees#and#
charges#applicable#to#forestry#activities#be#
reviewed#with#a#view#to#reduction#in#the#
number#o#fees#payable#and#reducing#the#
complexity#in#denominated#of#fees#and#
charges.#To#give#two#examples:#

• The#schedule#of#fees#to#obtain#a#Factory#
Operating#Licence#is#variable#between#
15,000#and#2M#LAK,#depending#on#the#
number#of#employees#and#or#the#total#
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horsepower#of#machinery#used#in#the#
factory,#with#17#graduations#in#this#
schedule#alone,#with#an#additional#
exemption#for#“household#factories”#
(Decree#003,#Article#12);#

• As#an#example#of#opportunity#for#
administrative#simplification,#the#
separation#of#preKharvest#inventory#and#
cutting#permission#(Decree#003#Art#VII#
1.2#and#1.4)#seems#unnecessary#as#these#
two#steps#would#in#practical#terms#
occur#at#the#same#time#and#could#be##
combined#as#one#administrative#
procedure.+

Administrative+efficiency+
and+policy+coordination++

+ + Improve+coordination+and+address+
overlaps+and+duplication+between+
ministries.++

Lack#of#administrative#coordination#and#
leads#to#inefficiencies#while#overlapping#
functions#has#led#to#overcharging#in#the#
past.##

A#key#example#is#the#past#ambiguity#of#in#
the#roles#of#MoAF#and#MoIC#in#the#
administration#of#Raw#Materials#Moving#
Permission,#paid#when#logs#are#moved#from#
the#farm#to#mill.#Growers#complained#that,#
in#the#past,#this#led#to#instances#of#double#
charging.#Smith#(2014)#describes#recent#
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instructions#designed#to#clarify#the#roles#of#
the#ministries#in#the#administration#of#this#
fee.#We#note#however#that#both#ministries#
retain#a#role#here,#with#DoIC#responsible#for#
administering#licences#to#transport#timber#
(Article#16)#and#DoF#responsible#for#
administration#of#transport#permits#(Article#
41.6),#so#some#potential#for#ambiguity#
remains.##

Similarly,#unKcoordinated#policy#
development#or#implementation#can#lead#to#
inefficiencies#that#detract#from#
achievement#of#the#GoL’s#policy#objectives#
and#impose#additional#cost#burdens#on#
farmers#and#industry,#including#the#
plantationKbased#timber#industry.#

Policy#formulation,#including#in#respect#of#
forestry#sector#policies,#should#be#
coordinated#by#central#government#to#
ensure#that#ministries#are#directed#towards#
achieving#the#overall#objectives#of#
government#and#that#inefficient,#duplicated#
or#wasteful#policy#is#minimized.##

Efficient+and+effective+government+
machinery+and+institutions+

At#the#highest#level,#having#in#place#efficient#
and#effective#government#machinery#and#
institutions#creates#an#environment#where,#
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amongst#other#things,#costs#can#be#kept#
under#control.#To#quote#from#Rai#(2010)#
“The#formal#rules#of#property#rights#of#
resources#and#the#performance#of#the#
polity,#bureaucracy#and#judiciary#all#
influence#the#transaction#costs#of#forestry”.#

Administrative+
devolution+

+ + Greater+provision+of+opportunity+for++
accredited+self@performance+by+growers.+

Government#could#consider#allowing#
greater#levels#of#self#performance#by#
growers#of#certain#functions#associated#
with#the#plantation#cycle#that#are#currently#
performed#by#DAFO#officials.#This#might#
include#plantation#measurement#and#preK#
and#postKharvest#inventory.#A#precedent#
already#exists#where#(it#was#reported#to#us)#
that#LPTP#already#performs#certain#
measurement#functions#on#behalf#of#
members#of#the#grower#groups#that#it#
supports.#The#approach#could#be#extended#
to#other#grower#groups#after#undergoing#
appropriate#training#and#accreditation#and#
with#provision#for#audit#by#DAFO#to#ensure#
that#the#appropriate#standards#are#
maintained.#The#benefit#to#growers#is#in#the#
potential#cost#saving#of#fees#and#charges,#
although#this#would#involve#cost#in#the#form#
of#time#and#effort#on#the#grower’s#part.#
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Simplification+and+
streamlining+of+
procedures+

+ + Consider+simpler+pathways+for+small+
timber+plantations+(suggested+as+less+than+
5+hectares),+including:+

• Elimination+of+the+need+for+pre@harvest+
inventory+and+moving+permission+or+
providing+a+period@based+inventory+
and+approval+(lasting,+for+example,+for+
two+years),+instead+of+the+nee+for+pre@
harvest+inventory+and+moving+
permission+for+every+commercial+
harvest+event;+

• Accreditation+of+individual+growers+or+
grower+associations+to+undertake+
plantation+and+harvest+inventory+and+
measurements,+together+with+a+system+
of+audit+and+inspection+to+maintain+the+
veracity+of+the+inventory+and+wood+
movement+records.+

The#underlying#rationale#is#administrative#
simplicity#and#cost#saving#for#growers#while#
maintaining#important#checks#on#which#
revenue#collection#is#based.#See#further#
discussion#in#the#above#section#on#“Towards#
a#different#approach?”#

Transparent+commercial+
environment++

+ + Review+commercial+laws+to+ensure+these+
are+transparent+and+support+business+
transactions.+

Because#transaction#costs#arise#mostly#at#
the#interface#between#parties#along#the#
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value#chain,#government#should#ensure#that#
the#legislation#supporting#the#definition#of#
these#relationships#is#clear#and#robust.#In#
addition#to#reviewing#the#operation#of#the#
forestry#laws#and#regulations#and#the#fees#
and#service#charges#applicable#to#
government#activities,#as#described#above,#
government#should#review#other#
commercial#legislation#to#ensure#that#this#
supports#establishment#of#clear#
relationships#between#contacting#parties.#
This#includes#laws#relating#to#contracts,#
sale#of#goods,#provision#of#credit,#insurance,#
bankruptcy,#coKoperatives,#arbitration,#land#
administration,#revenue#and#taxation,#
transport#administration#amongst#others.##

#More#specifically#in#relation#to#plantations#
and#timber#processing,#the#review#should#
look#at#opportunities#for#simplification#of#
laws#around#timber#sales,#making#it#easier#
for#landholders#and#traders#to#get#wood#to#
market#without#undue#regulatory#barriers#
and#costs.+

Address+corrupt+
payments+

Reduce+the+incidence+of+payment+or+exposure+to+corrupt+facilitation+payments.++

Growers#and#industry#participants#interviewed#reported#there#is#a#widespread#practice#and#
expectation#for#the#payment#of#facilitation#payments#at#all#a#point#along#the#value#chain.#Despite#
the#unofficial#nature#of#these#charges,#they#are#transaction#costs#in#that#a#party#to#a#transaction#
or#necessary#regulatory#approval#extracts#rent#from#another#party#or#parties#to#the#transaction.##

Vigorously+implement+the+anti@corruption+
measures+at+all+levels+of+government+and+
across+all+sectors.++

Increased+enforcement+effort+to+reduce+or+
eliminate+these+practices.+
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Growers#and#industry#can#reduce#the#impact#of#these#costs#or#reduce#their#exposure#to#such#costs#
through#the#following:#

• Don’t#pay!#While#this#may#appear#naïve#and#despite#the#commonly#held#resignation#toward#
the#inevitability#of#these#costs#(often#stated#that#they#were#necessary#to#do#business,#at#least#
in#a#timely#manner),#growers#and#industry#will#in#most#cases#have#the#ability#to#choose#
whether#or#not#to#pay#(and#perhaps#on#some#occasions#whether#or#not#to#charge)#these#costs.#
The#consequence#of#nonKpayment#may#be#less#favourable#treatment#in#terms#of#time#taken#to#
process#a#regulatory#approval#or#other#process,#but#every#instance#of#acquiescing#to#
payment#reinforces#and#perpetuates#this#form#of#corrupt#conduct;#

• Eliminate#interfaces#in#the#value#chain#(where#the#opportunity#for#the#rentKseeking#behavior#
arises)#and#/#or#increase+bargaining#power#through#working#collectively,#either#through#coK
operative#structures#or#other#joint#arrangements#amongst#growers#and#or#amongst#growers#
and#industry.+

Corrupt#facilitation#payments#not#only#add#
to#the#cost#burden#to#growers#and#industry#
but#also#damage#the#reputation#of#Lao#PDR#
as#an#investment#destination.#To#the#extent#
that#the#existence#of#these#unofficial#
payments#acts#as#a#disincentive#to#
participation#in#plantation#forestry#or#
impedes#the#efficiency#of#operation#of#the#
sector,#they#act#as#a#challenge#to#
achievement#of#the#GoL’s#forest#policy#
objectives.#

The#GoL#should#therefore#consider#what#
measures,#both#in#the#form#of#encouraging#
positive#behavior#and#through#increased#
monitoring#and#enforcement,#might#be#
taken#so#as#to#ensure#that#these#practices#
are#eliminated#or#at#least#reduced.+

Explicit+recognition+of+
transaction+cost+and+
their+implications+

Recognise+transaction+costs+(monetary+and+
opportunity+cost)+of+participation+in+
plantation+forestry+activity.+

Participation#in#forest#management#requires#
inputs#of#money#and#time.#Accounting#for#
the#latter#receives#little#or#no#attention#in#
traditional#economic#analysis#even#though#it#
has#been#shown#to#be#an#important#
determinant#of#the#success#or#failure#of#
various#forms#of#participatory#forest#
management#and#community#forestry#(refer#

+ Incorporate+recognition+of+transaction+
cost+analysis+into+the+policy+process+for+
the+forestry+sector.++

There#are#instances#(see#for#example#Palo#
and#Lehto,#2012,#Rai#et#al#2010)#of#failures#
in#changes#from#common#forest#
management#to#private#management#of#
community#management#because#of#the#
failure#in#policy#setting#to#recognize#the#
transaction#cost#burden#of#the#change#in#
institutional#arrangements,#often#
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see#for#example#Ray#and#Bhattacharya#2011,#
Goedke#and#Ortman,#2006).#These#nonK
monetary#costs#include#the#opportunity#costs#
involved#in#attending#training#activities,#
management#inputs#and#marketing#
activities.##

impacting#disproportionally#on#the#poor.#
Institutional#change#is#not#costKless#(North,#
1990).##

Government#should#therefore#explicitly#
incorporate#transaction#cost#analysis#(refer#
Zhang,#2001)#in#the#policy#process.#+

Accessing+available+cost+
remissions+

Growers+should+ensure+that+they+take+
advantage+of+currently+available+cost+
discounts+and+fee+remissions.++

Examples#of#these#available#remissions#
include:#

• Exemption#from#payment#of#Income#
Tax#where#villagers#harvest#plantation#
timber#for#customary#use;#

• Lao#villagers#and#companies#are#
exempt#from#maintenance,#Natural#
Resource#Use#Tax#and#payment#of#
royalties#on#Planted#Trees#(MAF#reg#
196,#Art#20,#MAF#Instruction#1849,#Art#
4);#

• Lao#and#foreign#operated#industrial#
fruit#and#tree#plantations#are#exempt#
from#Business#Turnover#Tax;#

• Cost#remissions#available#through#selfK
performance#of#certain#operations:#
Under#Directive#0509#of#the#MoF#(13#

Seek+tax+relief+through+provisions+of+the+Law+
on+Enterprises.+

The#Lao#Law#on#Enterprises#(No#11#N/A)#
includes#scope#for#consideration#of#tax#
reductions#for#business#enterprises,#including#in#
principle#for#business#related#to#tree#planting#or#
timber#processing.##

The#objectives#of#the#Law#on#Enterprises#are#to#
promote#production,#business#and#services#in#all#
economic#sectors,#expand#productivity,#
strengthen#development#and#improve#the#living#
standards#of#all#ethnic#groups#(Article#1,#
paraphrase).#

Article#6#specifically#provides#for#consideration#
of#tax#incentives,#regulations,#information#
support#and#other#services.#The#Law#also#
provides#for#the#protection#of#the#“legitimate#
rights#and#interests#of#enterprises”,#and#also#
states#that#the#State#wishes#to#encourage#
persons#and#organisations,#whether#foreign#or#
domestic.++

+
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March#2009),#logging#operations#
undertaken#by#plantation#owners#are#
exempt#from#Business#Turnover#Tax#
(calculated#at#5#percent#of#sale#value)#
or#Value#Added#Tax##(at#10#percent,#
replacing#Business#Turnover#Tax)#
(Smith#2014).#

• Exemption#of#“poor#villages”#from#
payment#of#certain#fees#and#service#
charges#levied#under#Presidential#
Decree#003.+

• The#concessional#rate#for#the#issue#of#a#
Factory#Operating#Licence#for#
“household#factories”#with#less#than#10#
employees#and#total#horsepower#of#
machinery#less#than#5#hp.#(Decree#003,#
Article#12).+

• Exemptions#from#payment#of#revenue#
stamping#fees#for#products#or#services#
sold#to#State#organisations,#people’s#
organisations,#social#organisations#or#
religious#organisations#and#embassies#
or#international#organisations#in#Lao#
PDR#(Article#10).#+

Growers#and#industry#should#carefully#
examine#Presidential#Decree#003#for#other#
cost#remissions#they#may#be#eligible#for.+

While#the#Law#on#Enterprises#does#not#state#that#
remissions#will#necessarily#be#granted,#or#the#
magnitude#of#any#assistance#that#might#be#
granted,#it#provides#a#clear#statement#of#intent#
to#encourage#business#development#and#that#a#
broad#range#of#mechanisms#and#incentives#may#
be#considered.##

A#application#fee#of#50,000#LAK#may#apply#to#any#
application#(Decree#003,#Article#9.3)+
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Land+Tax+remission+
through+plantation+
registration+

Seek+Land+Tax+remission+through+
plantation+registration+

Timber#plantations#may#be#exempted#from#
payment#of#Land#Tax,#as#an#incentive#for#
plantation#development.#Growers#may#seek#
remission#at#plantation#age#three#years#
where#the#plantation#meets#prescribed#
stocking#and#survival#criteria.#Granting#of#
the#remission#is#not#automatic#(Ling#pers#
com)#and#may#be#influenced#by#factors#
including#the#status#of#village,#district#or#
province#finances.#The#cost#of#land#
registration#was#stated#to#us#as#ranging#
from#300,000#LAK#to#500,000#LAK#per#
hectare#(per#growers#surveyed),#while#land#
tax#rates#vary#between#8,000#and#25,000#
LAK#per#ha#per##yr,#varying#on#zone.#The#
payback#period#therefore#ranges#from#12#
years#in#urban#lowland#areas,#to#62.5#years#
in#mountainous#areas9,#so#the#land#tax#

Where+industry+is+a+plantation+owner,+seek+
Land+Tax+remission+through+plantation+
registration+

Industrial#plantation#owners#will#be#more#
incentivized#to#have#legally#established#
plantations,#thereby#obtaining#the#land#tax#
remission.#Legality#(and#therefore#the#ability#to#
seek#land#tax#relief)#would#be#mandatory#for#any#
donor#funded#plantation#development.##

See#footnote#on#payback#period#for#the#cost#of#
plantation#registration.#

+

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
9 Estimation of the payback period through land tax saving of plantation registration 

Land Tax Zone Land Tax Rate  

(LAK per ha per yr) 

Payback period (years) if cost of 
plantation registration is 300,000 

LAK per ha 

Payback period (years) if cost of 
plantation registration is 500,000 

LAK per ha 

Urban Rural Urban Rural Urban Rural 

Lowland 25,000 15,000 12 20 20 33.3 

Plateau 20,000 10,000 15 30 25 50 
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remission#would#be#a#secondary#incentive#
for#plantation#registration,#with#the#primary#
benefits#being#related#to#legality#including#
the#possibility#of#accessing#otherwise#
unavailable#markets.#It#is#not#known#if#the#
registration,#once#obtained,#would#continue#
to#provide#an#exemption#from#payment#of#
land#tax#beyond#the#current#plantation#
rotation.#

(See#also#discussion#above#concerning#
potential#alternative,#simpler#and#more#
efficient#approaches#to#demonstrating#
legalist#for#smallholder#produced#plantation#
timber.#

+ + + +

Improved+understanding+
of+regulatory+and+
administrative+
environment+

Growers+and+industry+working+together+with+provincial+and+local+government+officials+to+better+understand+the+proper+application+of+
regulations+related+to+fees+and+charge++

The#legal#framework#governing#plantation#development#and#timber#selling,#processing#and#movement#is#complex#and#is#regularly#updated#with#
additional#decrees.#It#is#difficult#for#regulatory#officials,#let#alone#growers#and#industry,#to#maintain#a#current#knowledge#of#the#forestry#laws#
and#the#related#decrees,#including#those#pertaining#to#fees#and#charges.#We#noted#a#considerable#disparity#in#reported#fees#and#charges#related#
to#the#same#operation#or#regulatory#approval,#sometimes#outside#the#range#specified#in#the#law#(per#Decree#003)#and#while#this#may#be#
partially#explained#by#the#allowance#for#local#interpretation#and#for#local#factors#to#be#considered#in#applying#laws,#this#may#also#reflect#errors#

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
Mountainous 12,000 8,000 25 37.5 41.7 62.5 
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due#to#the#complexity#of#the#laws.##

LPTP#reports#some#success#in#working#with#growers,#industry#and#officials#to#help#improve#understanding#of#the#laws#resulting#in#cost#savings#
through#correct#application#of#the#law.#The#same#approach#could#be#extended#to#other#regions#either#through#LPTP#or#other#program#to#
improve#local#knowledge#of#the#administration#and#application#of#forestry#policies.++

+ + Provide+training+and+communication+to+
regulatory+officials+on+laws+and+regular+
bulletins+to+assist+officials+maintain+
current+knowledge.+

In#addition#to#the#above,#and#
notwithstanding#the#recommendations#
concerning#review#of#the#legal#framework,#
Government#may#consider#providing#
additional#training#to#regulatory#officials#
and#officials#from#village#committees#to#
ensure#they#understand#and#properly#
administer#regulations#

Facilitation+and+
encouragement+through+
more+transparent+and+
efficient+administrative+
arrangements++

+ + Establish+a+single+shop@front+for+new+
plantation+investment+and+trade+

The#GoL,#through#the#Investment#
Promotion#Department#of#the#Ministry#of#
Planning#and#Investment#seeks#to#promote#
Lao#PDR#as#a#desirable#investment#
destination.#This#initiative#could#be#
extended#by#providing#a#“One#Window”#
approach#for#plantation#investors#wanting#
to#obtain#the#necessary#approvals#for#
forestry#plantation#investment.#Similar#
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approaches#have#been#successful#elsewhere#
(see#for#example#the#One#Window#Policy#
discussed#in#Subedi#et#al#2014).#+

Grower+and+industry+
support++

+ + Review+and+extend+the+LPTP+model.+

The#Luang#Prabang#Teak#Program#(LPTP)#
is#a#GoL#initiative#under#the#Forest#Strategy#
2020#and#the#National#Growth#and#Poverty#
Eradication#Strategy.#The#LPTP,#which#is#
administratively#a#unit#within#the#PFS,#was#
formed#in#2008#with#a#vision#of#assisting#
farmers#maximize#the#value#of#their#
plantations#(including#assisting#farmers#
with#plantation#registration,#sale#planning,#
plantation#inventory,#provision#of#training#
and#supporting#plantation#certification#K
focusing#strongly#on#FSC),#contributing#to#
poverty#eradication#and#assisting#in#
conserving#forest#environmental#values.##

Since#its#formation#as#a#pilot#program,#the#
number#of#grower#groups#assisted#has#
expanded#from#one#(at#Ban#Kok#Gniew)#to#
four#(plus#Ban#Lak#Sip,#Ban#Enh#and#Ban#
Ban#Xieng#Lom)#and#the#LPTP#claims#to#
have#achieved#significantly#improved#prices#
for#its#growers#(up#to#83#%#compared#with#
sales#organized#through#local#traders)#and#
reduced#transaction#costs#through#LPTP#
acting#as#an#intermediary#between#growers#
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and#DAFO#to#clarify#for#the#benefit#of#both#
the#fees#and#charges#that#are#properly#
payable.##

Despite#these#stated#achievements,#it#was#
reported#to#us#there#is#a#reticence#amongst#
growers#to#take#up#membership#of#LPTP#
because#of#lack#of#increased#market#return,#
while#the#fees#charged#by#the#grower#
groups#are#seen#as#a#disincentive#to#
membership#(Ling,#pers#comm).##A#key#
challenge#is#also#maintaining#the#discipline#
of#selling#wood#through#the#group#and#not#
opportunistically#as#has#been#the#practice#
in#the#past.#

Despite#the#challenges#of#the#LPTP#model,#
and#with#the#benefit#of#seven#years#
experience,#the#LPTP#model#should#be#reK
evaluated#and#improved#where#appropriate#
and#extended#to#other#key#plantation#
districts#as#a#vehicle#for#potentially#
achieving#higher#prices#for#plantation#
timber#and#reducing#transaction#costs.++

Organisational+efficiency+ Formation+of+co@operative+structures+

Because#transaction#costs#arise#at#the#point#of#interaction#between#participants#along#the#value#
chain,#growers#and#industry#can#minimize#their#exposure#to#these#costs#through#the#formation#of#
coKoperatives#or#other#collective#structures.#In#addition#to#opportunity#to#share#resources#and#
expertise#and#also#potentially#as#a#basis#for#seeking#group#certification,#these#collective#
structures#allow#growers#and#industry#to#present#a#stronger#bargaining#position#to#minimize#

+
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Issue to be addressed Opportunities for Growers Opportunities for Industry Opportunities for Government 

exposure#to#unofficial#transaction#costs.#

In#order#to#maximize#the#efficiency#and#minimize#costs,#grower#groups#and#associations#should#
adopt#simple#governance#arrangements#based#on#trust#amongst#group#members#and#the#costs#of#
participation#(both#monetary#and#time)#should#be#kept#to#a#minimum,#consistent#with#effective#
and#efficient#operation#of#the#group#or#enterprise.#Member’s#time#should#be#used#efficiently#
through#combining#training#activities#and#promotion#of#knowledge#transfer#between#individual#
growers#and#grower#coKoperatives,#perhaps#through#the#operation#of#a#regional#industry#
platform#or#other#regional#structure.#

Grower#groups#and#associations#should#also#recognise#that#there#are#efficiency#limits#to#the#
group’s#activities#(refer#discussion#below#in#relation#to#vertical#integration).#

Ling#(2014,#2015),#in#a#companion#project,#is#examining#the#circumstances#around#formation#of#
grower#groups#and#grower#enterprises#in#Lao#PDR.#+

Cost+reduction+available+
to+co@operatives+

+

Access+government+assistance+programs+to+facilitate+co@operative+formation.+

There#is#scope#within#the#law#for#the#GoL#to#consider#granting#tax#reductions#and#other#
assistance#to#coKoperatives#and#other#enterprises,#including#those#related#to#plantations,#forestry#
ad#timber#processing.#

The#Decree#on#Cooperatives#(No#136/PM#has#as#its#objectives#assisting#small#commercial#
entrepreneurs#in#collectively#being#competitive,#cooperating#and#helping#each#other,#
[establishing]#trade#and#income#generating#opportunities,#alleviating#poverty#and#improvement#
of#living#conditions#(paraphrased#from#Article#1).#

Article#5#sets#out#the#measures#that#the#GoL#might#consider#to#promote#coKoperatives,#including#
through#the#provision#of#tax#incentives.#These#include:#

• Creating#conditions#for#coKoperatives#to#be#competitive#and#have#access#to#markets;#

• Assistance#in#providing#capital,#credit,#land,#tax#incentives,#new#technology#and#science.#

• Infrastructure#and#human#resource#development;#

+
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Issue to be addressed Opportunities for Growers Opportunities for Industry Opportunities for Government 

• Assistance#with#market#access;#

• Promoting#the#development#of#coKoperatives;#

• Provision#of#awards;#

• Ensuring#equitable#legal#treatment#for#coKoperatives;#and#

• Promoting#exchanges#with#foreign#countries#and#organisations#in#order#to#build#capacity.#

Benefits+of+vertical+
integration+

Examine+opportunities,+working+through+co@operative+structures,+for+vertical+integration,+
eliminating+steps+in+the+value+chain,+leading+to+transaction+cost+savings.+

Growers,#either#individually#or#(more#realistically#in#the#case#of#smallholder#plantation#
growers),#through#coKoperatives#can#examine#the#potential#for#forming#vertically#integrated#
structures#in#which#growers#extend#the#scope#of#their#operation#along#the#value#chain,#perhaps#
including#some#enhanced#capacity#to#market#or#even#process#their#timber.#The#advantage#from#a#
transaction#cost#saving#perspective#lies#in#reducing#(internalizing)#points#of#interaction#along#
the#value#chain,#at#which#transaction#costs#arise,#as#well#as#collective#bargaining,#as#described#
above.#

+
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Issue to be addressed Opportunities for Growers Opportunities for Industry Opportunities for Government 

Recognising+all+costs+

+

+

+

+

+

+

+

+

Recognise+efficiency+limits+to+vertical+integration,+and+explicitly+account+for+transaction+costs.+

As#a#counter#point#to#the#above,#in#order#to#minimize#organizational#costs,#growers#should:#

• Recognize#there#are#efficiency#limits#to#vertical#integration.#There#is#little#point#in#
developing#capacity#that#is#not#used#efficiently,#or#where#the#cost#of#developing#and#
maintaining#the#capacity#outweigh#the#benefit#obtained##–#for#example,#processing#capacity#
that#lies#idle#because#there#is#insufficient#resource#or#where#the#time#and#effort#involved#in#
gaining#and#maintaining#skills#and#maintaining#equipment#outweighs#the#benefits#gained.#
A#better#strategy#may#be#to#promote#the#formation#of#specialist#service#providers#that#can#
better#service#the#needs#of#the#forest#enterprise.#While#this#reKintroduces#(by#externalising)#
a#transaction#cost,#it#may#be#a#more#efficient#structure#overall.#This#is#the#“buy#versus#build”#
decision#commonly#encountered#in#business;#

• Explicitly#consider#the#transaction#cost#implications#of#group#formation,#particularly#the#
nonKmonetary+/#opportunity#cost#associated#with#training#activities,#governance,#dispute#
resolution#etc+

+

Use+of+technology++ Consider+potential+efficiency+gains+through+use+of+new+technologies+

The#use#of#new#technologies#has#the#potential#to#save#growers#and#industry#time#and#money.#
Trials#are#already#underway#for#development#or#adaptation#of#a#mobile#phone#application#that#
could#provide#a#costKeffective#tool#for#growers#to#measure#standing#volumes#and#plantation#area#
which#could#benefit#the#process#of#preKsale#volume#assessment#and#also#plantation#registration#
(Ling#et#al,#in#preparation).#

There#are#also#examples#internationally#(see#Cox#2004)#of#the#use#of#eCommerce#in#smallholder#
forestry#to#assist#in#connecting#growers#and#processing#industry#through#a#virtual#market#place.#
Such#an#approach#should#also#be#evaluated#for#its#applicability#to#Lao#PDR#and#regional#
markets.#

Participate+in+development+of+new+
technologies+and+incorporate+these+into+
regulatory+procedures+

Government#should#participate#in#the#trial#
and#development#of#new#technologies#and#
their#application#to#plantation#forestry#at#
small#and#large#scale#and#consider#how#
these#tools#can#improve#the#present#
regulatory#processes#around#plantation#
management#and#timber#sale#and#haulage.#

Forest+certification+ Evaluate+the+benefits+of+forest+certification+

Forest#certification#can#have#benefits#of#

+ +



!

 

Transaction Costs Associated with Growing and Selling Smallholder Plantation-grown Wood in Lao PDR – Incidence and Mitigations 

 

83!
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access#to#markets#where#certification#and#
chain#of#custody#verification#are#preferred#
or#mandated.#However,#certification#
requires#considerable#time#inputs#and#also#
monetary#cost#and#growers#should#very#
carefully#evaluate#the#benefits#and#costs#of#
pursuing#any#certification#or#verification#
system.##

The#experience#to#date#with#plantation#
certification#in#northern#Lao#PDR#has#been#
disappointing#in#terms#of#any#additional#
market#benefit#but#that#is#likely#to#be#due,#in#
part#at#least,#to#the#very#small#volumes#of#
certified#plantation#timber#currently#
available#and#market#requirements#for#a#
reliable#source#of#supply.#

The#question#of#forest#certification#is#also#
closely#related#to#legality.#Readers#should#
refer#to#Smith#(2014),#which#includes#
discussion#on#that#topic.#

Group+certification+ Pursue+group+certification+

Following#from#the#above,#where#growers#
judge#certification#worthwhile,#group#
certification#may#present#a#more#costK
effective#approach#to#compliance#with#the#
certification#scheme’s#requirements.##

Group#certification#presets#a#mechanism#

+ +
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through#which#growers#can#work#
collectively#towards#obtaining#certification#
at#lower#per#grower#cost#that#pursuing#
certification#individually.##

Laity#and#Flanagan#et#al,#in#a#companion#
project#to#this,#are#investigating#options#for#
pursuing#alternative#approaches#that#may#
be#more#appropriate#to#the#circumstances#of#
smallholder#plantation#owners#in#Lao#PDR#
and#the#markets#that#they#serve.##

!
Others:!

1.!Forest!certification!bodies.!Develop!realistically!achievable!certification!standards!for!smallholder!plantation!growers.!Forest'certification'bodies'can'
reduce'the'cost'for'smallholder'participation'in'forest'certification'schemes'by'development'of'certification'brands'and'standards'that'are'realistically'
achievable,'considering'the'financial'and'other'resources'available'to'them.'As'an'example'here,'Jindall'and'Kerr'(2007)'give'the'example'of'how'the'Kyoto'
Protocol’s'executive'board'has'simplified'requirements'to'reduce'transaction'costs'for'carbon'sequestration'PES'projects'that'target'lowIincome'
communities'and'generate'emission'reduction'of'less'than'8,000'tCO'annually.'The'major'forest'certification'schemes'could'take'a'similar'lead.'

2.'Growers!and!industry!jointly.'Establishment!of!a!Regional!Industry!Platform.'This'would'potentially'provide'a'number'of'benefits'for'growers'and'industry,'
including'an'information'exchange'and'market'place,'where'growers'could'costIeffectively'access'market'information'and'search'out'potential'buyers.'This'
also'links'with'one'of'the'ten'recommendations'identified'by'Ling'et'al'(2015)'as'preconditions'for'facilitating'the'formation'of'grower'groups'and'
enterprises'in'Lao'PDR.
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Appendix 1: Other transaction costs applicable / potentially applicable to plantations and 
establishment and operation of forestry related businesses in Lao PDR. 

Category Amount / range Comment 
Fees associated with land 
registration and establishment 
of land use property rights 

Per grower interviews survey (unless indicated), costs 
include: 

• Fees associated with land allocation and 
registration, in the order of 200,000 LAK, including 
Registration Fee of 30,000 LAK per land title in 
municipal areas or 15,000 LAK in rural areas, and 
fee of 50,000 LAK to 70,000 LAK or registration in 
the Land Parcel Registration System, plus other 
land title fees; 

• Land Title fees in the order of 52,000 LAK 

• Service charge for land measurement, stated as 
being 150 to 300 LAK per m2, depending on land 
type. 

• Revenue stamp for certificate of ownership of land 
15,000 LAK (per Article 7, Decree 003). Fee by 
Dept of Finance. 

Generally charges levied by 
MoNRE / LAPP and paid by the 
landholder. 

Various administrative service 
charges for issuance of 
certificates of land title, land 
survey, land use and land 
development. 

Per Prime Ministers Decree 003, these vary from 
50,000 to 300,000 LAK per certificate.  

Note that various organizations and “Poor Villages” 
can apply for an exemption. 

Levied by the Department of 
Natural Resources and 
Environment. 

Land Taxes Vary between 8,000 LAK per year to 25,000 LAK per 
yr according to the following schedule: 

                 Urban   Rural 

Lowland   25,000  15,000 

Plateau    20,000  10,000 

Montane  12,000    8,000 

Some interview responses 
indicated a flat fee of 30,000 
LAK per yr is charged.  

After three years, owners of 
registered plantations can apply 
for exemption from land tax, 
subject to meeting specified 
minimum plantation stocking and 
survival rates. 

Fees associated with 
Plantation Registration 

Per grower interviews, costs include: 

Fee for application form, 4,000 – 5,000 LAK per page; 

Stamping charge for application, 5,000 LAK per page; 

Pre-establishment survey (boundary map); 200,000 to 
300,000 LAK; 

 

 

 

 

 

 

 

 

 

Plantation registration certificate fees; 

Registration fee 

 

Note that Prime Ministers 
Decree 003 on Fees and 
Charges also lists forest survey 
fees as follows: 

Fee for classification and survey 
of Production forests, 
50,000k/ha for areas <5,000ha, 
reducing to 30,000k/ha for areas 
=>40,000ha. (Article 42 (VII) 
1.1); and 

Fee for Plantation Survey, 
80,000 LAK per ha for areas 
<5.0 ha, reducing to 50,000k 
LAK per ha for areas =>20.0 ha 
(Article 42 (VII) 1.3. 

However TFT indicates fees of 
300,000 LAK for areas <1h, and 
40 LAK per m2 for areas 1 to 5 
ha (equates to 400,000 LAK per 
ha)  

40,000 LAK 

1,000 LAK.1,600m2 

Fees levied by DoAF and paid 
by landowner/grower. 
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Category Amount / range Comment 
Fee for registration of 
commercial contracts 

Per Article 6, Decree 003, 40,000 LAK per document. 

This is a generally prescribed document registration 
fee and applies to registration of a wide variety of 
contracts and other legal documnts. 

Fee levied by Department of 
Finance. 

Concession to exploit natural 
resources 

This fee relates to natural resources generally. The fee 
varies between 600,000 LAK to 30,000,000 LAK 
depending on the value of the resources exploited. (Art 
6.2) 

The potential application of this 
fee to plantation is unclear and it 
is more likely that such a fee 
would apply to natural forests. 

Fee for transfer of ownership 
of used wood processing 
machinery 

Per Article 6.3, Decree 003, 50,000 to 3,000,000 LAK 
variable depending on the value of the machinery. 

Fee levied by Department of 
Finance. 

Service charge for requesting 
tax exemptions 

Per Article 9.3, 50,000 LAK per time.  Fee levied by Department of 
Finance. 

Fee for delivery of Certificate 
of Origin of products 
manufactured in Lao for 
export, including timber and 
non-timber forest products. 

Per Article 13, 40,000 to 100,000 LAK depending on 
the value of the product exported. 

Fee levied by Department of 
Industry and Commerce. 

Fee for delivery of Wood 
Exploitation License. 

Per Article 14, variable from 1,000,000 to 2,000,000 
LAK per time depending on the registered capital of 
the company. 

Fee levied by Department of 
Industry and Commerce. 

Various fees associated with 
marketing of forest products 
under the CITES convention 
or other environmental 
certifications or for projects 
seeking recognition under the 
Clean Development 
Mechanism. 

Various fees specified in Prime Minister’s Decree 003.  

Article 15. Application fee in connection with marketing 
wood under the CITES convention – fee variable from 
100,000 to 1,000,000 LAK based on value of timber. 

Article 41.5. Fees for operating a business related to 
forest trees and plants  under the CITES convention. 

Article 42 VII 4 Various service charges for inspections 
related to CITES convention for timber and NTFPs. 

Charged by various agencies 

Technical Service charges 
levied by the Department of 
Industry and Trade 

Various fees relating to e.g., application for company 
registration, issuance of certificates f origin and 
importation of machinery. 

 

Fees for converting natural 
forest land into another land 
use type 

Per Article 82: 
Urban areas  25,000 LAK per m2 
Suburban areas  20,000 LAK per m2 
Rural areas  15,000 LAK per m2 

Fee levied by DNRE. 

Various fees and service 
charges associated with 
operation of a commercial 
road, river or sea 
transportation business 
(applicable to timber haulage 
contractors) 

Various per Article 21  

 

Fees levied by Department of 
Public Works and 
Transportation. 

Border crossing fees for 
commercial trucks and trailers 

Per Article 21 (V) 5.1, 50,000 LAK to165,000 LAK per 
crossing depending on the number of wheels on the 
truck and whether or not towing a trailer. 

 

Various!other!fees!associated!
with!vehicle!licencing,!
registration!and!technical!
control!fees!

Per!Article!21! !

Permit!fee!for!business!activity!
relating!to!tree!planting!

Article!41.2.!Variable!between!20,000!and!150,000!LAK!
depending!on!the!registered!capital!of!the!business.!

Fee!levied!by!DoAF!

Various!fees!relating!to!
importation!of!fertilizers!

Per!Article!41.10.! Fee!levied!by!DoAF!



!

 

Transaction Costs Associated with Growing and Selling Smallholder Plantation-grown Wood in Lao PDR – 
Incidence and Mitigations 

 

87!

Category Amount / range Comment 
Permit!fee!to!operate!a!business!
related!to!exploitation!of!forest!
timber. 

Per!Article!41.3,!1,000,000!to!2,000,000!LAK!depending!on!
the!registered!capital!of!the!business 

Fee!levied!by!DoAF 

Permit!fee!to!operate!a!business!
related!to!the!exploitation!of!
nonKtimber!forest!products 

Per Article!41.4,!1,000,000!to!3,000,000!LAK!depending!on!
the!registered!capital!of!the!business 

Fee!levied!by!DoAF 

Pest inspection and 
fumigation fees for import or 
export of wood products and 
plan† health. 

Per Article 42 (i) 2.1, 65,000 to 105,000 LAK per time 
depending on the volume of timber products. 

Fees levied by the Department 
of Agriculture and Forestry 

Tree seed and seedling prices 
for government nurseries. 

Per Article 42 (II) and (III): 
Small industrial seedlings – 500 LAK each; 
Large industrial seedlings – 5,000 LAK each; 
Industrial tree seed – 15,000 to 550,000 LAK per kg 
depending on species (teak seed 15,000 LAK per kg) 
Acacia sp. seed – 300,000 LAK per kg; 
Eucalyptus, May Sak – 500,000 LAK per kg. 

Fees levies by Department of 
Agriculture and Forestry. 

Fees for soil chemical 
analyses by government 
laboratories (including for 
forestry purposes). 

Per Article 42 (VI) 1 – variable from 6,000 to 50,000 
LAK for each individual test, depending on the test 
performed. 

Levied by Department of 
Agriculture and Forestry 

Service charge for land 
survey and analysis, including 
production of maps and 
reports. 

Per Article 42 (VI) 2 – variable from 1,000 to 4,116 
LAK per ha depending on the size of the survey area 
and the map scale. 

Levied by Department of 
Agriculture and Forestry. 

Forest survey fees for non-
timber forest products 

Per Article 42 (VII) 1.8 – 20,000 LAK per ha for areas 
<0.5 ha, reducing to 14,000 LAK for areas =>5.0 ha. 

Levied by Department to 
Agriculture ad Forestry 

Forest surveys for conversion 
to other land use 

Per Article 42 (VII) 1.12 700,000 LAK per ha for areas 
< .5 ha, reducing to 500,000 LAK per ha for areas > 5 
ha. 
Article 81 and 82: Fees for conversion of agricultural 
lad or forestland into another land use (Including 
conversion to platations?) 

Levied by Department of 
Agriculture and Forestry. 

Fees for forestry maps Per Article 42 (VII) 1.13 – 50,000 to 400,000 LAK per 
map depending on size and whether or not plastic 
coated. 

Levied by Department of 
Agriculture and Forestry. 

Various other administrative 
service charges and fees less 
directly related to plantation 
activity but which may apply 
plantation growing or 
plantation timber growing or 
processing activity. 

Art 6.5: Registration fees associated with Capital 
Sharing contracts. 
Art 6.7: Registration fees associated with construction 
activities. 
Art 7: Revenue stamping fees associated with 
registration of company regulations and property 
transfers. 
Art 9: Service charges associated with taxation 
records and merchandise transfers (includes a specific 
fee for merchandise controlled by scanner (350,000 
LAK) which could apply for example to bar-coded logs 
for CoC compliance). 
Per Article 95 – Various from 50,000 to 500,000 LAK 
per document. 
Art 83.3.2: Service charges for issuance of certificates 
relating to land (land survey, authentication of land title 
etc.) variable from 50,000 to 300,000 LAK per page. 

Levied by the Department of 
Planning and Investment 

Planning and Investment 
service charges 

Article 95: Various fees associated with printing of 
application forms and legal documents, ranging from 
10,000 to 500,000 LAK per page. Other charges are 
also likely to be associated with the investment 
application and approval process – specified 
elsewhere. 

Levied by Department of 
Panning and Investment. 
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