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In November 1971 tlie Royal Lao Gov^ommant Institutec a packaee of stabiliisatdon reforms^ 
includin̂ i the folloying meaaumat 

lo Tfcenty«percont devaluation of 60 Mardatory indent!ficaiion and 
the freo iiarket axchanire ratOc ' deacrjption of ell froe rnarlcet 

exchar ge purchases o 
A corresponding 20!̂  increase in kip 

valuation of imix̂ rts for tax piirpo383o 7o An exchar̂ io equalization tax of 2Cf,)(, 
on imj-orts paid for before de valuation o 

3o Incroaaod cusU>ms duty rates on 
some 200 loss^ossential cormrjoditieso 80 Caxicellation of cu3toi?ia md tax 

forfait contracts o 
ho Prohibition of foreign exchant.e 
accounts at local bankso 9c Freezing of RLG salaries and re-
$0 Prohibition of money changerst 

stricldons on RLO racruit̂ aiit o 
10o Rednforced controls on consumer 
produ€Jt {)riceso 

,̂ ith few exceptions, the basic r̂ f̂orm package instiiAited in rioveiaber romalned in force 
through end^Marcho In early April, however, the d W iinplement̂ id a new seiries of 
measures designed to further stabilise th.e Lao fVffŷ  The efl'ecta of the IJoveraber 
reformsp taken separately, can therefore boat teased by reference to the period 
endine ^̂ arch 31, 1972« Available dcta for tli:- j.od indicates the follDvring main 
consequenccs of the November reforrcs t 

lo Devaluation plus hii3her custor.is duM bs-antially reduced the /olume 
of t;ixable r.Kirchandise importso rion-go.. ist(Mr̂  revenues, however, increasedo 
2o Tlae end-1971 specalntivo surge in gold imf>oj'ts ceased completely lurinij the 
first quart .r of 1972 o 
3o Domestic oconoiidc ativit/^ according to mosl; available indicators ̂  tended 
to increase in the months follov/int, the iJovemb̂ ir reforms o Theae increases 
wore particularly proncv.nced in tlrie tin and luiiber export industries, whose 
rates of ^owth were well in excess of what cotild be explained by seasonal 
factors aloneo 
ho As imports fell and exipoî ts rose, total free market exchaiî e demamd declined 
13/p between h^ll and lw72, and a gruater per coat of that demand was met from 
non«̂ FiiOF su pply, including ex.>ort earidngSo 
So The llo35î  rioe in the ilLĜ s consuiDer price :.ndex botweon October 1971 and 
March 1972 was liVLle mox̂ o than half the mat̂ nitude of the IJovoriber exchange 
rate devaluation (USAID*s index increased :in the same periods Idji in 
Novf̂ inber, and iiĵ  in late March)o 
60 The nonoti oloss was uiiable to contain expenditure presv̂ uies or to 



ccmpensate with other taxes for Uie 1Q72 fall in cold tax revonuei , aD.d 
thorefore allowed its inflationary financing to continue upwards« 

Durinc the firat quarter of 1972^ govemmont ravenues fell to their lowasi. le^rel in 
over three /eaiSo Frincipall;/ responsible for tnis decline was the 85̂ 6 f.'ll iuta gold 
imports between the fourth quarter of 1971 and the first quarter of 1972o Gold 
iir^rts had undergone increasingly violent fluctuationa during 1971^ ^̂ nd i t mt̂ y be 
that the fourth quarter spurt (both to make up for the traie^s interruption due to 
flooding in the third quarter tnd as a speculative reaction to the kip der̂ aluation 
in November and expectations of renewed gold/dollar convertibility in Dect^mber) 
over«supplied Laos' dindnishing gold re-export markcto A partial recover̂ '* of public 
confidence in the kip in early 1972 plus the rise it world gold prices msô  al0o have 
contiributed to tiia dampening of demand for goldo Tie November 1971 refoms apf>eared 
to have been successful in reducing merchandise impcrts ̂ ^lle protecting li)e level 
of customs revenues J although the kip value of taxatle merchandise importsJ declined 
195fc (a 25% decline in dollar value) between the fourth quarter of 19'/1 and the first 
ouarter of 1972, non~gold customs revexiues rose 6o2j{ in the saiie jjeriodo Other RLG 
revenues declined about between these two quarterao 

On the otler hand̂ ^ RLG certified expenditures rose ly 6o6^ from the fourtli quarter 
of 1971 tc the first quarter of 1972o All of this 3ncrease(kip Oo35 biHr.on) 
occurred in the civil chapters of the budget® 
The IILG bi.dget deficit^ in the face of rising expeucitures and declining revenues^ 
increased 13/-, from kip 3o6 to kip h^l billion, betveen the fourth quarter of 1971 
and the first quertor of 1972o To finance this larjer deficit, the RLG increased 
its net iroflaiionary borrouLng by lod̂ oj, from Idp 3ol to kip hoO billion iu the 
same pei'iodo 
Despite the groxrtJb in RLQ inflationary spending, toi^l expansionary factor's declined 
by Oo5> billion kip during the first quartoro This decline mainly rellecttid the 
cessation of France's foreign exchan̂ ê inputs into ind kip withdrawals from fiOF at 
end-ly71j» which off-set, in an accounting sense, the increases in kip de3':.eriliza-
tion by other FiiOF donors in the first quarter of li72c The Japanese Oov(jmment 
desterilized about Ooji billion kip in January to corrplete ̂ Bltsy Airport improvements, 
but none in either Febraary or Marcho USATO monetary eaqpansion, after a substantial 
decline in the fourth quarter of 1971, returned to ii;out the same level (Icip Oo7 to 
Oo8 billion) of preceding quarterso Altnough private credit registered a moderate 
contraction in the first quarter of 1972 (ai'ter a vtry sharp increase in -Jie foxirth 
quartor of 1971), the level of pri\rate sector credit remained 135̂  above tlie corres-
ponding quarto»r of the previous year*̂  despite almost total elimiuation o^ foreign 
exchange accounts (against wliich no reserves requirements were applied) aiid with 
the sup.poi*t of only a moderate grovrth in kip-denoiTiir ated deposits« As a ;>ercent of 
total private deposits, private sector credit rose jrom 89% at end-Septeni')er to 

at end-December 1971j. ar)d was still l6l^ at enc:»Maxxh 1972 c 



The impact/ of the frotors contracting money ly laclinad suogtaiitiall̂  in the 
first ouarter of 1972 c. USIf letuars of cr edit fell to tboir lowest cuartirly le\rel 
as the lajt POL products Jere r'3ir:OV3d frcr.) the cxi£l„f;ylug coiur-iodity Ij.sto B>JL 
foreign transactions wjre onl^ slxi^Xtly contraction ary: kip 176 million mbs bought 
by the B1!L versus kip l65 million sold in exchfinge Tor forelf̂ n cui-reacies during 
the cuartero Fî OF net sales^ on averace, were well Dolow levels recorded in the 
fourth quarter of 1971, but they incres^ed sharply ;.n March o Private tinie rnd 
savings deposits moved slî ĥtly doimv/ard for the first tirjo in five quarters o 
ifixx)ar:3louary f&ctors tiijs continued to outx̂ oî h conwractionery factors, end i oaey 
suppl̂ y rose by 7 oh% between end-OQceriber and .̂ nd-Marcho Part oi this incr.ĵ jse in 
kip holdings by the public was related to co ano'̂ ity î rice increases^ the -iU} price 
index rose by (and the USAID index by 6o2%) in the same period, « oliging the 
public to increase its ti'ansaction balances by a corresponding^ amounts î rices 
coL'ld not explain rdl tl\e rrovjth in Icip circulatica, however^ since roftl inoasy 
supply (carr jiit supply delisted by the liLu price iaiex) also .̂ o\red upv/ardô  regaining 
by end̂ t̂larch thj level it in Septenbjr l^Yl, before the econoiic rei'or .iSo 
This groviTtii in real jiouey sû  ly impliisd an increfiSi in liquidity balr.nces (hoarding) 
or an expansion of real ecouoiac activityo 

While the available indicators of real oconouiic activity presented no uniform pattern, 
several did register stroriG î ains wliich mi^ht tend bo explain the groirtli in real i:»oney 
supplyo Vientiane bank cleairings, after a 27/b decline in the fourth quarter of 1971^ 
moved upwards a^ain by 12% in the first quarter of 1972o Charcoal production in-
creased although seasonal variation in demand nay have been partly lesponsibleo 
Both hog and cattle slaughtei-ing advanced wi th reap act to the prec ceding cuart ̂r and 
were ;7ell above levels atxained in the same quarter of the pravicms year< On the 
other hand, local civil air travel registered a seasonal decline« Private construction 
also ajpoared to continue its long-run decline begun in 197u, but the cot .struct!on 
data X7£S not conclusive due bo a chang e in tin statistical series© 

The most gratifying development xfas tlie strong upx/rrd »»ov3T-aot of Laos'a two major 
export industries, luiTiber and tin^ 3oth those activities incrersod re..>icly follovdng 
the November 7 devaluation cf the kipo Ft-oin December 1971 to March 1972 tin 
concoatrate production averaged 178 MT per nionth, tbe hiji^st r^te in r.oîe than three 
yerrs and above the pracodin;:, four monohso Tiinbar production in first quarter 
1972 incr asM 69^ with respect to the -ir-ĉ iding cuartero The decline in local 
construction described above indicates ihat nost, if not all, this increased tiiriber 
production wrs exj^ort-orientedo The inpact of this reŝ xĉ êxioa of exi>ort3 on Lac 
foreign exchĉ î e eariiiâ s uas iadic î d oy the 37> increase in exchange sturrendurs 
to the 8NL from ex..orts in tha first quarter of 1972, despitci the fr.ct that the 
exchange loss to exporters froin such surioa^drs at the BUL rate increased 
by KlOO/i in lovei.iber wh>;̂ u the free r̂ ariiet rr.te ro:e from K500/$ to K6U0/$o 
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