Table of Contents

Abstract (1)
Acknowledgements (iv)
Table of Contents (vi)
List of Table (x)
List of Figures (x1)
1. INtrOdUCHION...cceeiiieiicneiisercsenesnnissanesssnisssnncssssesssnessnesssnssssssssssssssssssssesssnssssssssnseses 1
1.1 Research Back@round.............coocviiiiiiiiiieciiie et e e 1
1.2 RESCATCH ODJECHIVE. ...cueiiie ittt ettt ettt et st e e et e e e sasaeeeasaeaenseeseeennns 1
1.3 ReSarch ProDICIMN .....cc.uviieiiiie it e 2
1.4 ReSearch QUESHIONS ....cccueiiiiiie ittt et et e et ee e et tbe e e s e eeneareeses eennens 3
1.5 Research MethOdOIOZY .....ccvuieiiiiiie ettt et e e 6
1.5.1  ReSearch APPIOACHES .......cocueiiiiiiiriieiieieet sttt sttt bttt eaee 6
1.6 Structure of the DiSSErtation ..........ccueiiiiiiiieiiie ettt e eee e 7
2. Theoretical FrameworK........cciioieicisicssncssnissseisssnnssssnsssssssssssssssssssssssssssssassssns 11
2.1 INEOAUCTION ..oviiiiir ettt ettt e ettee s etbe e et tee s ettaeaeeasteesssssbeeensseeaesnns 11
2.2 Regional Integration ThEOTY ......cc.ueeiiiieiiiiiie ettt ee e e 13
2.2.1  The Neoclassical Analysis of Regional Integration...........c.cceceeeveererrenenereneneereeeeie e 14
2.2.2  The Modern Analysis of Regional INtegration .............cceceeveeieniereneeneeiieienes e e 16
2.3 Spatial Market INte@ration ............ccueeeriieieiiiiee ettt e 18
2.3.2  Differences between Market Integration and Market Effeciency.......c...ccccceeveiencneccenenn. 22
2.4 TTANSPOTT COSES . veteieiutiiiie ettt et ettt e s ettt ee e e s et bee e e e eaete e eesesbbebeeees 22
2.4.1  The Standard View of Transport COSES ......cccuveruereeririerieniinieeeteriessee et eeeesee st eiee e eeeenees 27
2.4.2  Transportation Services as Facilitator of Economic Development...........c.ccccoverecenncnnecnne. 30
2.5 Freight TranSPOrt........coviieieiie ettt ettt et et ee e et beeeetee e eevbeeeaeeaessrsaeessssaesennaeeens 33
2.5.1  Channel COMCEPLS......eeveuierierteiriieiettesiestestesteeesaesessaesseessesseessessesssessessessssessesssessesseeseesees 35
2.5.2  Determinants of Freight TariffS........c..ccveeiiiiiiiiiiiieiecieeeecee e s 37
2.6 Summary and CONCIUSIONS ........eereieiieiriiiier et eeiieieseeiee et eesseaeeeeae e s seneeeeaeeen seeees 41

vi



3.

Research Design and Methods........uiiiiiiniciiinscniinssnninssnnicsssnsncsssnsncsssnssessnses 43
3.1 The EMPIrical SETNG.......ccvvieiiiiieeie e eie e e eee e e seee e etteeesteeeeereeensnneeeenes 43
3.2 Research Approach and Methods............cccoviiiiiiiiiiiiie e 44

32,1 TTHANGUIALION ..eviiiieiieieieeie ettt ettt et e st teese e estesseestesseenssesesseesseeseesssensenseanseessesseesee s 44
33 DAta SOUTCES ....eeeiuitie ittt ettt et et ettt et sttt ettt e sat e s e bt eensbeaeeenn 47

3301 SeCONAATY Data...c..eouiieiiiiieiieie ettt ettt sttt bt et e b et sae e sheenten 47
34 Qualitative Research on Freight Transport SErvice .........eeeeveveeeciieieniiieseeieienseeennn 50

3.4.1  Sampling Frame, Population, Unit and SiZe..........ccceceerierieriininie e 51

342 Sampling MEthod ......cccoiuiiiiiiiiiiee et ettt sttt et en 52

3.43  Data ColleCtion PrOCESS. ......cccoveviriiriiiirinietirientct ettt ettt ettt ettt eaeesaenne 52
3.5 Data Analysis MEthods ..........coeeiiieiiiieie ittt e ere e eenaee e 55

3.5.1  ReGreSSION ANALYSIS ..eovieeuieeieiieriiiieieteiesstesteettesttesseestesseesteeseesssessesseessesseesssensesssessesssenssesees 55
3.6 Summary and CONCIUSIONS ........eeveiiiiririiiieseiieeeetieiesetieeertie e seeeeeeae e s sen e eeaeeen seeees 56

Regional Economic Growth Patterns........ccoceeveicceicsercssercssnncssancsssnesssssssssssssenes 58
4.1 INErOAUCTION .. oviiiiii ettt ettt et et st 58
4.2 Regional and Provincial Consumption Growth Patterns.........c..cccoeeeeeieeiirieenniecenneen. 58
4.3 Poverty Incidence at Regional and Provincial Levels.........cccccoovveviiieiiiiiiie e, 60
4.4 Summary and CONCIUSIONS ........ceveriiieeriiiiereiiieeeeieieseeieeertie e seeeeeeie e s seeeeeeaeeen seeees 66

National Market for Freight Transport in Lao PDR ............viiinvcvriiicnnnennee 67
5.1 INErOAUCTION ...iviiiiiii ettt et st 67
52 Analytical Framework ............coooiiiriiiiiiiiiee et 69
53 Freight transport in Lao PDR.........coooiiiiiiiiii e e 71

5.3.1  Demand for Logistics and Transport SEIVICES........ccuevuerrverrerrverierreerieniensreereeaeessesseessesseessees 71

5.3.2  Structure of Lao Transport INAUSIIY .....c.ccveriiiieieieriiere e seeeeeeetcesve st see e seae e seeesenesaens 78

54 Deregulation and Liberalization of the Transportation Service Sector in Lao PDR ... 84

5.5 The National Market for Freight..........cooooiiiiiiiiiiiii e 86

vii



5.6 Analysis of the Determinants for National Freight tariffs...........cccccciviiiiiiniininnn. 93

5.6.1  Variables and EXPected SIZNS .......eevierieriiririiieieiesiiesee sttt ettt sttt sttt s 93
5.6.2  MoOdel SPECI ICAtION. .....eeuieiiieiitieiiet ettt sttt sttt ete st esbe et et enee s 96
5063 ANALYSIS cutitieiiieiiee et ettt b bbbt a et e b st ehee bt e st et b e nbeeneenneente s 97
5.7 Summary and CONCIUSIONS ........eeveriiiririiiiereiieeeetieiesetiee et eessteeeeeae e s senaeeeaeeen seeees 99
Domestic Market Integration in Lao PDR ..........cueneeneennnensuensnensncnseensannnees 102
6.1 INErOAUCTION ..ivteiiii ettt et et et e ae e 102
6.2 Data and Descriptive STatiSTICS .....ueeervureireriieeeeiiieseeieeesiirieseiieeestieee s eteeeeesre e eeeeees 106
6.2.1  Market Access and Road Access Price LeVels .......c.cccverivininieinenininiecnenccniene e, 107
6.2.2  Spatial Price Variation........ccoccvivieieriierieriiesieeiesteeseetesiesstesteessaeaessesssesseessaessenssessessessseenes 109
6.3 Estimation Methods and Model Specification............coccveeeeviiierieieieiis e 118
6.4 Independent Variables .........c.oeeciveieriiiee et ettt ettt e 120
6.5 F N E: 1] PSP 123
6.6 Assessing the Determinants of Beer Retail Prices ..........ccocveevieieciiiieicee e, 126
6.7 DISCUSSION. ...ttt eetiie ettt ettt e et te s ettt e e ettt ae eesbee e bt aeseasaeeessbeses sesbesensseses sessesensseaens 128
Integration and Internationalization in Lao PDR .........cciivviivviisiniccencsenenns 130
7.1 INEEOAUCTION ..oviiiiiiie ettt ettt e e et ae s ebe e e see e e esnbeaes sasnesennreaens 130
7.2 Trade Policy, International Trade, and FDI in Lao PDR..........cccooiiniiiiiiiniinnnns 134
7.2.1  Trade Partners and Trade SrUCTUIE .........c..cceeeciriiniirieniiniieiniieieeree e et 138
7.2.2  Foreign Direct Investment INfIOWS .........cocueviiiiiiiiiiiiiin e e 143
7.3 Trade and FDI Relations between Lao PDR and China............cccccvvveiiiericieiennnn. 146
7.3.1  Northern versus Southern Lao PDR ........cccociiiiiiiiiiieeee e 147
7.4 Effects on Development and Poverty Reduction ...........ccccoeevvveiviieiniiiieniiie e, 157
7.5 Summary and CONCIUSIONS .......veviiriereieiiiiieeeiieeeeciieeeeieeeeetteeeete e erteeseensaeeeseeeaees 161
Conclusions and Contributions ..........eeeeeceiinneeinneinnnicneiisicsiesessssesssoes 165
8.1 The Nature of Market Integration in Lao PDR ...........coovviiiiiiiiiiiiiit e 166

viii



8.3 Theoretical CONTIDULIONS .....u.u.eeiiiii i ettt e e e e eee e et e eeeeeas 172

8.4 Implications for the Ongoing Domestic and Regional Processes of Integration ....... 173
8.5 LIMIEATIONS .. .t veeeie e ettt eie e et ce et te e eete e eteae s eabeeesteaeeeanbeaenseeaesesnsesessesnesennresens 175
8.6 Future RESCAICH ......cooiuiiiiiciiie et et e 176
BibLIOGIraphy c.ccccueieneicnseieiiinnsninssencssnncssanssssnessssessssssssssssssssssssesssssssssssssssssssssssassssassssasss 178
APPENDIX 1  LiSt 0f INerVIEWS..ccccueieiveressercssarcssnrcssnnssnsssssrsssasssssssssssssssssssssssssanes 190
APPENDIX 2 Agenda for Discussion with the Freight Sector in Lao PDR........ 193
APPENDIX 3 Company Overview Lao Brewery Ltd. .......ccocvcvevvceiinscericscnnncnnns 194
Company overview Lao Brewery Ltd.........ccccoiiiiiiiiiiiiiccie e 194
Distribution NEtWOTK ......cc.eeeiiiiiiiiiiiie ettt et es e ebe e e be e ebeae s seeaesensreaens 195
2500101 (0) % 01 1<3 11 USRI 198
INPULS t0 PrOAQUCTION. .....c.uviiiiiiiie ettt e ettt e ete e et e s e steae s easaeaeseaeaeeenes 200
APPENDIX 4 The Lao Expenditure and Consumption Survey 3 ......ccccceevurerunee 205
Measurement of Household Consumption...........cccoeeeeeiereiieieisieie e e e eiee e e 205
Measurement of Household Production...............cceieeiiiiiiiieieiiiie e e 205
The Household QUESHIONNAITE ...........uviiieieeeiiieiieieeeiiiie e e ette e e e e ereree e e e sesareaee e erereaeeeaas 206
Other QUESTIONNAIIES ....eeeeveviiieieeieiiiieeeeeeeetireteeseseeteaeeseseesesaaeaeeasessareseeseeesssseesesesansnreseesans 208
Sample Design for LECS-3 ...ttt ettt e st aaee s eennes 208
Field Staff and Field WOrk..........ooooiiiiiiiiie ettt et s 208
Accuracy of the Estimates From the Survey .........cccocovieviiiiieiiiie e 209
QUESLIONNAITE ...eeeieviieieeeeetiteieeeeeeteteeeeeesettaeaeeeeestareaeeses eesasaaeaessaansaseseesansnsssaesesensnssneseeanes 210

ix



Table
Table

Table

Table
Table
Table
Table
Table
Table
Table
Table
Table
Table
Table
Table

Table
Table
Table
Table
Table
Table
Table
Table

Table

4.1
4.2

43

5.1
52
53
5.4
5.5
5.6
5.7
6.1
6.2
6.3
6.4
6.5

6.6
6.7
6.8
7.1
7.2
7.3
7.4
7.5

7.6

List of Tables

Regional Yearly Growth Rates of Per Capita Consumption

Growth Rates in Household Consumption 1992-2003, by Region
and Province
Poverty Incidence 1992-2003, by Region and Province

Total Road Length Year 2006 (in kilometer)

Freight Movements

Traffic Mix Year 2004

Variables

Descriptive Statistics

Regression Results (dependent variable In freight tariff)
Correlation Coefficients Matrix

Market Access Characteristic

Road Access Characteristics

Distance from Vientiane to Provincial Centers

Price and Standard Error of one 640 ml bottle Beer Lao
Price and Standard Error of one 640 ml bottle Beer Lao and
Access to Markets

Price and Standard Error of one 640 ml bottle Beer Lao in
Small and Large Villages

Variables and Definitions

Regression Results (dependent variable beer retail price in village)
Commodity Composition of Trade, Lao PDR, 2000-2006
(percent)

Country and Industry Distribution of Approved FDI (percent)
Poverty Incidence in Lao PDR 1992/93-2002/03, per region

Value of Agricultural Exports, Muang Sing district, 2001/01-2002/(

(million KIP)
Export Licenses from Luangnamtha and Oudomxay in 2006/07
(9 months)

Average Annual Growth Rates of per capita consumption 1997/98-

2002/03 (percent)

59
60

61

75
77
78
95
96
98
98
107
108
111
113
115

115
121
123
142
144
149
152
153

157



Figure
Figure

Figure

Figure

Figure

Figure
Figure
Figure
Figure
Figure
Figure
Figure
Figure
Figure
Figure
Figure
Figure

Figure
Figure

Figure
Figure
Figure
Figure
Figure
Figure
Figure

Figure
Figure
Figure

2.2.

23
3.1

32
33

34
4.1

4.2.

43

5.1
52
53
54
5.5

5.6.

5.7

5.8

59
6.1
6.2
7.1
7.2
7.3
7.4

7.5
7.6
7.7

List of Figures

Sequence of the Research Conducted in the Dissertation
Trade based on difference in supply and demand between
two locations Region I and Region II

Effects of Efficiency Gains in the Freight Sector and
Redistribution Effects from Interregional Trade
Determinants of a Transport Tariff

Triangulation of Theory Transport Economics —
Regional Integration — Freight Transport Channels
Data Triangulation

Methodological Triangulation

Research Process

Poverty Rate in Lao PDR 1992-93 (in percent)

Poverty Rate in Lao PDR 1997-98 (in percent)

Poverty Rate in Lao PDR 2002-03 (in percent)

Total Road Length Year 1991 - 2003

Elevation and Road System of Lao PDR

Modal Share of Domestic Freight Movements

Value-added of Transport, Storage and Communications Services
Structure of the Lao Market for Freight Transport

Freight Rates from Vientiane to Provincial Centers (year 2006 in Kip
per ton-kilometer by six wheel truck based on a 12 tons load)

Freight Rates from Vientiane to Provincial Centers (year 2006 in Kip
per ton-kilometer by six wheel truck based on a 12 tons load)

Freight Rates from Vientiane to Provincial Centers (year 2006 in Kip
per ton-kilometer by ten wheel truck based on a 22 tons load)

Road Quality on Routes from Vientiane to Provincial Capitals

Beer Lao Distribution System

Average Retail Price of Beer in Provincial Centers, Kip per Bottle
Map of Greater Mekong Subregion

Lao Exports and Imports 1993-2007 (million USD

Country Distribution of Lao Exports 1997-2006 (percent)

Net Inflows of FDI 1993-2007 (million USD)Commodity Composition
of Trade, Lao PDR, 2000-2006 (percent)

Lao Exports to and Imports from China (million USD)

Growth Incidence Curve, Northern Lao PDR, 1997/98-2002/03
Growth Incidence Curve, Southern Lao PDR, 1997/98-2002/03

X1

10
12

34

39
45

46
46

57

63
64
65

73
74
76
80
81
88

89

90

91

109
110
131
136
140
143

145
158
159



