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International Rivers Network (IRN) is a non governmental organization dedicated to protecting

and restoring the world’s rivers and watersheds for the benefit of the people and ecosystems who

depend on them. IRN was established in 1986 when it was recognized that US and European dam

builders, faced with declining or vanishing markets in their own countries, were looking abroad for

new business opportunities. The industry has maintained its momentum in Asia, Africa and Latin

America, despite the growing body of evidence that dams frequently fail to deliver their predicted

economic benefits, and too often bring social hardship and environmental degradation to areas and

people affected by dams.
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Bilateral aid agencies and multilateral development banks
promote and subsidize dams in low-income countries by
financing feasibility studies, environmental impact assess-
ments, and dam construction. Frequently, the main benefi-
ciaries of this development aid are the western corporations
that procure consultancies and construction contracts.
Many dam projects in low-income countries proceed with
few environmental and social safeguards, under standards
that would not be tolerated in the company’s host country.
IRN believes that as taxpayer’s money is being used to subsi-
dize hydropower development in low-income countries, we
have a right and a responsibility to question the strategies
being promoted by these development agencies, and
demand accountability for their activities. IRN also believes
that western corporations should use standards consistent
with those in their own countries when constructing or
consulting on dam projects in low-income countries.

Since the late 1980s, the Lao People’s Democratic
Republic (Lao PDR) has been instructed by advisors from
the World Bank, Asian Development Bank, United Nations
Development Program and bilateral western donors that it
has no option but to develop its hydropower resources
and sell the power to Thailand. These advisors, coupled
with hydropower industry consultants, have promised
huge influxes of foreign exchange and capital that will
help fuel economic development in the country.

IRN has been working to provide independent advice
and analysis to the Lao government to show that the actual
benefits of dams rarely match their predictions and to
share experiences from the United States, where dams are
no longer being built and some are being dismantled. IRN
is concerned that the dependence of Lao people on their

Introduction

2

rivers for all aspects of their lives — including fresh water,
fish for protein, irrigation and fertilization of crops, trans-
portation and recreation — renders them highly vulnera-
ble to the very substantial changes in the river systems
brought about by large dams, and that these costs may out-
weigh any economic benefits.

In February 1998, during a dialogue with Lao govern-
ment officials, IRN was encouraged to visit the Lao country-
side and some dam sites. As a result, IRN visited six project
sites at various stages of implementation and spoke with
many observers within the country. These field studies
form the basis of this report, which aims to provide an
overview of hydropower development in Lao PDR, inform-
ing the debate at the local, national and international levels.

Chapter 1 of this report documents the history of dam
plans for Lao PDR and looks at the macroeconomic impacts
of the proposed hydropower strategy. The current econom-
ic crisis in Thailand points to increasing uncertainty that
the benefits promised to Lao PDR will be realized. Existing
schemes are running into financial problems, calling into
question the economic viability of large dams in Lao PDR.

Chapters 2 through 7 provide case studies of individual
projects at various stages of development. Chapter 2 ana-
lyzes the Nam Theun-Hinboun Hydropower Project, a 210
megawatt (MW) trans-basin river diversion project located
in Bolikhamxai and Khammouane Provinces of central Lao
PDR, which was officially opened on April 4, 1998. The
project was partially financed by the Asian Development
Bank (ADB) and the Norwegian government, together with
other public and private sources, as a Build, Operate,
Transfer (BOT) joint venture. An independent researcher
visited the project site in March 1998 and documented the
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severe and unmitigated impacts being experienced by vil-
lagers as a result of the dam, including declines in fish
catches, transportation difficulties, flooding of vegetable
gardens, and erosion of fertile river banks. The ADB and
the Norwegian and Swedish power utilities involved in the
project have only recently admitted that the project has
had serious impacts on peoples’ livelihoods and that vil-
lagers deserve compensation for their losses.

Chapter 3 looks at the Nam Leuk Hydropower Project, a
60 MW dam located within the Phou Khao Khouay National
Biodiversity Conservation Area in Vientiane Province and the
Saysomboon Special Zone. Funding for this $130 million
project, which is entirely owned by the Lao government, has
come mainly from loans issued by the Asian Development
Bank and the Japanese government. Construction on Nam
Leuk began in early 1997 and is expected to be completed
by 1999. Problems have plagued the project from the out-
set, including two sub-standard environmental impact assess-
ments, badly-regulated logging operations, and initially poor
standards for road and dam construction, which forced the
ADB to halt the project for several months in 1997. The pro-
ject is now facing a $20 million cost overrun due to the sub-
standard construction work.

Chapter 4 examines the Nam Theun 2 Hydropower
Project, the largest and most controversial of all the
hydropower projects planned for Lao PDR. Situated in
Khammouane Province in central Lao PDR, the $1.2 billion
BOT scheme is being developed by Electricité de France,
Transfield Holdings of Australia, and three Thai companies
in association with the Lao government. The project is cur-
rently stalled until the following are established: a power
purchase agreement with EGAT, a concession agreement
with the government, and a decision from the World Bank
on whether to grant guarantees and other financial assis-
tance to the project. Major concerns have centered around
the economic feasibility of the project given the huge con-
struction costs relative to the size of the Lao economy. The
project’s cost is three times the national budget of Lao
PDR, and virtually equivalent to Lao PDR’s annual GDP.

Chapter 5 documents the Houay Ho Hydropower
Project, a 150 MW trans-basin diversion scheme located in
Champassak and Attapeu Provinces of southern Lao PDR.
Houay Ho was built and funded by the Korean company
Daewoo and was completed at the end of 1998, although
it will not start selling power to Thailand until September
1999. By all accounts, the Lao government will derive very
little benefit from this project despite the fact that it owns

a 20 percent stake. The project is also reportedly running
into financial difficulties. Meanwhile, resettlement of most-
ly ethnic minority Nya Heun people from the reservoir
and watershed areas has taken place under very poor con-
ditions, and people are suffering from a severe lack of
food, a shortage of arable land, and insufficient clean
water. Project implementation has resulted in extensive
logging without apparent benefit to either local citizens or
the Lao people as a whole.

Chapter 6 looks at the Xe Pian-Xe Namnoi Hydropower
Project, a series of three dams and river diversions in a
remote area of the southeastern Bolovens Plateau in
Champassak Province that will cost over $1 billion and
generate 438 MW of power. South Korea’s Dong Ah
Construction Industrial Group has been the main partner
in this joint venture project. Currently, the project is
stalled while Dong Ah, also facing financial difficulties at
home, waits for Thailand to give the green light for negotia-
tion of a power purchase agreement. Meanwhile, resettle-
ment of ethnic Nya Heun villagers from the watershed and
inundation areas has commenced and is causing hardship
similar to that faced by the oustees from Houay Ho.

Chapter 7 looks at the 468 MW Xe Kaman 1 Hydropower
Project which would be located in eastern Attapeu Province
in the far southeast of the Lao PDR. The project is being
developed by Austral-Lao Power (ALP), a company spun off
from HECEC, a former Tasmanian state-owned company that
was privatized in 1996. The process by which ALP gained
the project concession appears to have violated established
Lao government laws and procedures for the granting of
concession agreements for large infrastructure projects.
While construction has not yet commenced and the consor-
tium has no power purchase agreement with EGAT, logging
of the reservoir area is planned to start in 1999, and resettle-
ment of ethnic minority villagers in both the watershed and
reservoir areas has already commenced. Many observers fear
that the project is a logging scheme in disguise.

The concluding chapter points to some similar and very
fundamental problems with all of the projects examined in
the report, including anticipatory resettlement under very
poor conditions, uncontrolled logging, inadequate compen-
sation for affected villagers, problems with regulation and
the conduct of environmental impact assessments. A fun-
damental rethinking of Lao PDR’s economic development
strategy is recommended, as well as far-reaching reforms to
ensure that any future hydropower development is in the
best interests of the country as a whole.
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A HISTORY OF DAM PLANS FOR LAO PDR

Hydropower is not new to Lao PDR. Plans to dam Lao PDR’s rivers go back as far as the mid-1950s

when foreign engineers inspired by Tennessee Valley Authority’s (TVA) development of the Tennessee

River Basin in the United States envisaged a grand plan to build a cascade of seven dams on the

mainstream of the Mekong River and identified numerous smaller projects on its tributaries. The UN-

sponsored Mekong Committee, composed of the four lower riparian nations of Cambodia, Lao PDR,

South Viet Nam and Thailand, estimated that the Mekong and its tributaries have a hydropower

potential of 58,000 megawatts (MW), 60 percent of which is located in Lao PDR.

Economically Shaky Ground
The viability of hydropower in Lao PDR

P
h

o
to

: E
li

z
a

b
et

h
 P

ri
ce



The damming of the Mekong was considered a key for-
eign policy objective of the United States government,
which hoped that hydropower, irrigation and flood control
projects would lift mainland Southeast Asia out of poverty,
thereby discouraging communism. The US was the largest
foreign donor to the Mekong Committee and by 1966 had
contributed over 20 percent of its total funds.1 President
Johnson was an enthusiastic supporter of the scheme, stat-
ing in 1965: “There must now be a much more massive
effort to improve the life of man in that conflict-torn corner
of our world. The vast Mekong River can provide food and
water and power on a scale to dwarf even our own TVA.”2

While these plans never came to fruition, largely due to
years of war and political instability in the region, they had a
profound influence on the development path prescribed for
communist Lao PDR as it moved out of isolation in the mid-
1980s. The New Economic Mechanism, launched by former
premier Kaysone Phonvihan in 1986,signaled a new era for
Lao PDR and marked the country’s move towards a market
economy. A foreign investment code was promulgated in 1988,
providing some of the most liberal foreign investment laws in
the region. At the same time, the fall of communism in the
Soviet Union and its satellite regimes,and the gradual with-
drawal of Vietnamese assistance,created a critical gap in the
Lao administration that was quickly filled by advisors from bilat-
eral western donors and the multilateral development banks.

Faced with very little experience of capitalism, a short-
age of educated personnel, and a dwindling level of finan-
cial assistance from its allies in the Eastern Bloc, the Lao
government has had little choice but to comply with the
dictates of its foreign advisors, primarily the International
Monetary Fund (IMF),World Bank, Asian Development
Bank and United Nations Development Program, as well as
the dam-building consultants and engineers that flocked to
the country in the late 1980s and early 1990s.

According to these advisors, Lao PDR, with its large
hydropower potential, low level of development, proximi-
ty to Thailand, and high level of foreign debt, has no option
but to develop its hydropower resources and sell the
power to Thailand. According to the 1997 World Bank
Public Expenditure Review:

“Lao PDR has few options for driving economic growth other

than its potential to exploit timber and export hydropower . . .

Rising labor costs and human resources constraints limit the

ability of the manufacturing sector to increase export earnings.

Timber has been a main export,but logging cannot be sustained

without incurring serious ecological damage. Apart from

hydropower,Lao PDR’s comparative advantage seems to lie in its

geographical position as a transport corridor and crossroads of

a high-growth region,and also in some limited tourism.”3
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The Asian Development Bank (ADB) has also been active
in promulgating this notion. In its 1996 Country Operational
Strategy Study for Lao PDR, the ADB states that  “. . . the Bank
recognizes that the exploitation of hydropower resources rep-
resents the best immediate route for the Lao PDR to increase
exports and raise growth of gross domestic product.”4

Despite Asia’s economic woes, these institutions have
continued to promote an export-oriented development
path for Lao PDR similar to the direction taken by
Thailand. For almost twenty years, Thailand followed the
World Bank’s “market friendly” approach to development
and today it, together with other countries in the region, is
suffering the effects (see Box 1). Yet the World Bank, ADB
and other advisors have refused to recognize the implica-
tions for Lao PDR, instead continuing to promote
hydropower as the key to Lao PDR’s development future.

POOR ADVICE TO A POOR COUNTRY

The advice was simple. In the early 1990s  Thailand,
undergoing a massive boom in its economy, was growing
rapidly and needed additional sources of power. Power
demand was expected to grow by as much as 12 percent
per year during the period to 2010, and the Electricity
Generating Authority of Thailand (EGAT), facing increasing
opposition to hydropower projects at home and limited
supplies of domestic fossil fuels, could not satisfy this
demand internally. Lao PDR, with its abundance of
hydropower potential and modest domestic demand for
power,5 was in a good position to become the “battery” of
Southeast Asia: supplying first Thailand, and then its other
neighbors, with much-needed power.

The quandary was how to raise the massive capital
required for large dams, which involve high initial con-
struction costs and long capital payback periods. The ADB
and World Bank, faced with insufficient resources and a
new ideology of encouraging private sector investment in
infrastructure projects, encouraged the Lao government to
allow private sector participation in the hydropower sec-
tor through a new mechanism called BOT: Build, Operate,
Transfer. This concept was hailed by industry, govern-
ments and multilateral banks as the solution to financing
large infrastructure projects — the private sector would
build the project with their own financing; operate, main-
tain and manage the facility for a period of up to 30 years;
and then transfer ownership to the government. Thus the
private sector would invest the capital and absorb the
risks, with virtually no drain on the public purse (see Box
2). The advisors recommended that smaller projects such
as the 60 MW Nam Leuk dam be built by the public sector
with aid financing, and the larger export-oriented projects



be left to the private sector, with the government taking
an equity in the project.

The Lao government had little option but to adopt this
strategy. Viraphone Viravong, Manager of Electricité du
Laos (EdL), stated:

“If we are allowed,we would have preferred direct soft loan [from

the World Bank and the ADB] to develop our own [hydropower]

projects like the way EGAT has developed its own hydropower

projects. But both the World Bank and the ADB said they do not

have money for large scale projects in Lao PDR. If you are poor,

you don’t have much of a say. This is a price to be poor.”6

Enormous aid resources were poured into exploring the
options for hydropower development in Lao PDR. Numer-
ous reports were produced by western hydropower con-
sultancy companies eager to shore up a future for them-
selves in one of the most promising hydropower markets
in the world. These reports formed the backbone of the
Government of Lao’s (GoL) development strategy.

Chapter 1
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THE HYDRO RUSH

The Lao government, faced with a plethora of powerful
and experienced advisors all saying the same thing,
embarked on a bold new strategy to encourage private
sector participation in the hydropower sector. In June
1993, when the economic future of  Thailand looked rosy,
the government signed a memorandum of understanding
(MoU) with Thailand to export 1,500 MW of power by the
year 2000. In June 1996, the GoL signed a further MoU
with the Thai government to supply an additional 1,500
MW by 2006. An agreement with Viet Nam for the transfer
of 1,500 to 2,000 MW of power by 2010 was also signed
in September 1995.

The 1993 deal resulted in a flurry of agreements
between foreign investors and the GoL to build hydropow-
er projects in Lao PDR. By 1995, 23 MoUs had been
signed with Korean, Australian, European and North
American companies to build dams with a total capacity of

Nam Ngum 1 hydropower project — Lao PDR started exporting power to Thailand
from Nam Ngum 1 in 1971
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6,676 MW.7 The Lao government would have an equity
share in all of the projects, and would benefit from royal-
ties, taxes and proceeds from power sales. The govern-
ment estimated that by the year 2000, receipts from
hydropower would be worth approximately $120 million,
making it the country’s largest source of foreign exchange
earnings.8 By 2010, the government’s earnings would
reach $350 million annually.9

But in the great rush to sign deals, secure finance and
build dams, nobody stopped to warn the government of the
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enormous economic, social and environmental risks in such
a strategy. Certainly, the hydropower consultancy compa-
nies, faced with declining markets in their own countries,
were not about to disclose that hydro was a notoriously
risky investment. The World Bank and ADB, who have his-
torically demonstrated a bias towards promoting hydropow-
er as an engine of development10, failed to give sound eco-
nomic advice to Lao PDR by refusing to comprehensively
analyze alternative development options for Lao PDR.
Neither did they inform the Lao government of the experi-

The devaluation of the Thai baht on
July 2,1997, and the subsequent collapse of
what was previously one of the world’s
best-performing economies, throws into
question the sustainability of the high
growth, export-oriented development strat-
egy promoted by the World Bank and ADB
and adopted by Thailand and other so-
called “Asian tigers”.

Between 1965 and 1995,Thailand was
posting annual growth rates averaging 6.5
percent.37 In the 1990s, following extensive
liberalization of the financial sector,Thailand
became a magnet for short-term money,
attracted by high interest rates and the
prospect of quick gains in the then highly
profitable property sector, consumer credit
and stock exchange. The foreign money
came from North American, Japanese and
European banks, mutual and pension funds.

However, when the Thai economy start-
ed to decline, due to decreasing export com-
petitiveness, an apparently over-priced cur-
rency, and a burgeoning property bubble,
the high-risk, high-profit speculative invest-
ments started to look less attractive, and for-
eign investment poured out of the country.

At the same time, the Thai baht, previous-
ly pegged at 25 to the dollar to gain the con-
fidence of investors, was devalued.This
meant that US or other foreign currency
denominated loans became increasingly
more expensive to repay. The immediate
effect was to create further chaos in a finan-
cial sector already bruised by the collapse of
the property market. Soon, the crisis spilled
over into the real economy as construction
projects ground to a halt and industries —
especially those heavily dependent on
imported components — closed down.This
sent tens of thousands of factory and con-
struction workers out into the streets, or
back to their already poor villages.

It is difficult to pinpoint one fatal flaw
in Thailand’s economic development.

Broadly, the collapse of the “miracle” is the
result of powerful forces of economic
globalization — deregulation, liberalization
and enormous volumes of private capital
circling the world in search of quick prof-
its — colliding with the relatively weak
political and economic institutions of a
developing country.

However, there are three particular fac-
tors which help to understand Thailand’s
present situation.

First,Thailand adopted an export-orient-
ed development strategy. This strategy
required Thailand to maximize its competi-
tive advantages, in particular cheap labor
and natural resources. As a result, both
have been over-exploited.

Second, instead of mobilizing domestic
savings or government financing for devel-
opment and investment, successive Thai
governments did whatever needed to be
done to attract foreign investment, includ-
ing liberalizing the finance sector, pegging
the baht, and maintaining artificially high
interest rates.

Third, the overall policy was not
backed by sufficient investment in improv-
ing real productivity, training and educa-
tion, or by directing investments into pro-
ductive sectors of the economy.

The result was an economy driven by
and dependent on foreign investment but
increasingly uncompetitive in the global
market because it was producing more-or-
less the same goods as other countries in
the region which have lower wages and, in
some cases, more skilled workers.

In addition, although growth has been
impressive, little attention was paid to eco-
nomic redistribution, social investment and
rural development. Consequently,Thailand
has become an increasingly divided coun-
try, with widening income, education and
opportunity gaps between urban and rural
populations.

It is fair to say that Thailand’s growth in
the past five years was virtual rather than
real — a measure of a speculative bubble
primed by short term investment and
enabled by rapid liberalization.

The World Bank, in its 1993 report The
East Asian Miracle, says “In the past twen-
ty years a consensus has emerged among
economists on the best approach to eco-
nomic development . . .The appropriate
role for government in a market friendly
strategy is to ensure adequate investments
in people, provision of a competitive cli-
mate for enterprise, openness to interna-
tional trade and stable macro-economic
management.” 38

Thailand was an exemplary student of
the “market friendly” school, scoring high
marks for embracing the role prescribed
by the World Bank.

The Asian Development Bank’s report
Emerging Asia says that: “Much of East
Asia’s success can be ascribed to the fact
that East Asian countries used market insti-
tutions and openness earlier and much
more than other developing countries. In
particular, they adopted the strategy of
export-led growth and stuck to the disci-
pline that this imposed.”39

The reports were written pre-crisis.
Since then, there has been a flurry of accu-
sations about lack of transparency, corrup-
tion, cronyism, poor government oversight
and regulation, and so on. While there is
some truth in these criticisms, they are not
in themselves the cause of the crisis, but
rather the consequence of rapid liberaliza-
tion in the absence of properly account-
able political and economic institutions. In
effect,Thailand was doing just as the ADB
and World Bank had advised: letting the
market make the decisions. Recent events
have shown that this is a fragile, volatile,
inequitable and ultimately unsustainable
development strategy.

BOX 1: Thailand, the Bubble Bursts



ence of countries such as Paraguay, Ghana, Guatemala and
Colombia which had tried to rely on hydropower to fuel
their economic and social development.11

THAILAND: A RELIABLE CUSTOMER?

While Lao PDR has MoUs with both Thailand and Viet
Nam for export of power, until now Electricity of Viet Nam
(EVN) has expressed little interest in buying Lao power,
and the Vietnamese Government itself often talks of
exporting power to Thailand. Viet Nam’s Power
Development Plan for 1996 to 2012 makes no mention of
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purchases from Lao PDR. Viet Nam has its own major
dam-building plans and large off-shore gas deposits, which
makes it an unreliable market for Lao power. Also, con-
cerns that EVN will not be able to honor power purchase
agreements makes international banks wary of lending to
Lao power projects intended for export to Viet Nam.

This leaves Thailand as the sole market for Lao power,
putting Lao PDR in a highly vulnerable position. In 1994,
after agreeing to buy 1,500 MW of power from Lao PDR,
EGAT launched its private power program and invited pri-
vate generating companies to submit bids for power plant
licenses to own and operate new plants and sell all or part

BOT (Build, Operate,Transfer) is a rela-
tively new approach to infrastructure
development which enables direct private
sector investment in large-scale projects
such as roads, bridges and power plants.
The theory of BOT is:

Build — A private company or consor-
tium agrees with a government to invest in
a public infrastructure project and secures
their own financing for construction.

Operate — the private developer then
owns, maintains and manages the facility
for an agreed concessionary period
(between 20 and 30 years) and recoups
their investment through charges or tolls.

Transfer — after the concessionary
period the company transfers ownership
and operation of the facility to the govern-
ment or relevant state authority.

Proponents argue that BOT reduces the
drain on the public purse and allows for a
more efficient provision of services.
Enabling the private sector to invest directly
in infrastructure projects gives the state the
benefit of a much-needed infrastructure
development without having to borrow or
spend its own money to build it. The inter-

national financial institutions that have been
lending for large infrastructure projects for
many decades are attempting, through BOT,
to transform their role of direct creditor/
investor to one of facilitating and brokering
private sector investment.

Despite the confident promises made
by proponents, the supposed benefits of
the BOT model are based more on belief
than on empirical evidence. BOT has no
track record; less than a decade ago the
concept was little more than a curiosity;
and to date there is no major BOT project
that has successfully completed all stages
of the cycle according to original plans.
On the other hand, several BOT ventures
have already run into serious problems due
to cost over-runs, unrealistic price and
income projections, and legal disputes
between private operators and the state.

The Asian crisis has resulted in a spate
of uncertainties surrounding BOT power
projects. In Thailand, Pakistan, China,
Indonesia and Malaysia, state-owned author-
ities unable or unwilling to satisfy dollar-
denominated power purchase agreements
have been seeking to renegotiate, and in

some cases repudiate, contracts with inde-
pendent power producers.40 The slowdown
in economic growth has meant that some
countries now have a power surplus.

Even the financial sector is now seriously
questioning the viability of BOT. According
to the Financial Times publication Power in
Asia,“the lending and deal-structuring com-
munity are now in the throes of a major
rethink on the future of so-called BOT deals
in the face of the severe economic retrench-
ment taking place throughout the region.”41

It is increasingly apparent that the risks
involved in large infrastructure projects are
greater than many financiers are willing to
accept.The buyers of power (usually state
utilities) may seek to renegotiate downward
the price they pay for power from the pro-
ject. Currency fluctuations are also a major
risk — if power is paid for in dollars, a local
currency devaluation may make it impossi-
ble for the utility to recover costs from the
consumer. Conversely, if power sales are
denominated in local currency, a devaluation
will affect the ability of the developers to
pay dollar-denominated debt and lower the
returns to their foreign shareholders.

BOX 2: B.O.T.

No free lunch: The
notion that BOT is a way
of creating public infra-
structure at little or no
cost to the public purse is
nothing more than wishful
thinking.Whether the
investment is recouped
through road-tolls, electrici-
ty sales or other tariffs, it is
users, taxpayers and/or the
state who ultimately pay
the cost of the project.

The subsidy fix: As large
infrastructure projects are
risky, investors have proven
to be reluctant to go near
such ventures unless gov-
ernments and/or interna-
tional financial institutions
provide various subsidies,
guarantees and protection
against competition.

Transferring risk: In
most large BOT projects the
private sector has only been
willing to participate if gov-
ernments or multilateral
development banks assume
a significant portion of the
project risks. There seems
to be no corresponding
mechanisms which guaran-
tee that the project leads to
net gains and benefits for
the governments and local
people concerned.

Minimizing external
costs: Large-scale infra-
structure projects always
entail a complex mixture
of indirect costs, including
environmental impact and
the cost of social disloca-
tion and resettlement.
Private investors often
seek to exclude these
costs, leaving the bulk of
them to be carried by the
government and local com-
munities.

Long-term viability: For
the developer, there is little
or no incentive to ensure
that the facility remains
financially or technically
viable after it has been
transferred to the govern-
ment. Maintenance and
capital replacement costs
are likely to be kept at a
minimum, especially as the
date for handover to the
government draws near.

The assumptions and premises underpinning the BOT model need to be critically re-examined.



of their output to EGAT.12 The response was overwhelm-
ing: altogether EGAT received over 30 bids from interna-
tional consortia to supply 32,000 MW, which exceeds
EGAT’s projected expansion needs for at least the next 15
years.13 Many of these bids were for highly efficient com-
bined cycle gas turbine plants. Lao PDR also faces compe-
tition from other neighbors, most particularly Burma and
Yunnan Province of China.

Hydropower consultants such as Lahmeyer,Worley, and
Halcrow admit that combined cycle gas turbines can gener-
ate power more cheaply than hydropower from Lao PDR,
but usually justify hydropower on the basis that supplies of
gas are not sufficient to meet Thailand’s needs. For example,
the Se Kong-Se San and Nam Theun River Basins
Hydropower Study consultants state that “It is well recog-
nized that, with its high operating efficiency and relatively
low operating cost, CCGT [combined cycle gas turbine]
plant is generally the most competitive option for power sys-
tem expansion at the present time — given adequate gas
availability.”14 Lahmeyer and Worley state in the Nam Theun
2 Study of Alternatives,“The cheapest form of generation for
Thailand is gas-fired, but not enough gas can be imported in
the short to medium term, in spite of contracts and MoU’s
with Malaysia, Myanmar,Viet Nam, Oman and Indonesia.”15 

Recent events indicate that gas availability is not a prob-
lem for Thailand, at least in the foreseeable future. The
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past few years have seen the discovery of increasing vol-
umes of natural gas in the Gulf of  Thailand, and industry
experts say that there is probably double the known esti-
mated volume. In May 1998, due to the downturn in
power demand,Thailand abandoned an MoU with Oman
to buy up to 2.2 million tons of liquefied natural gas.16 In
July 1998, Indonesia conceded that its plans to develop the
giant Natuna gas field were no longer feasible because of
low demand in Asia and the falling price of natural gas
throughout the region.17 According to the hydropower
industry’s own journal, International Water Power and
Dam Construction,“the chief threat facing hydro in the
region is that the increasing availability of low cost natural
gas will make hydro uncompetitive.”18

The economic crisis, now expected to be more severe
and protracted than originally anticipated, is having a signif-
icant impact on Thailand’s demands for power. Thailand’s
actual demand during the fiscal year ending in September
1998 contracted by 2.25 percent from the previous year.19 

Thailand’s future demand is even more uncertain.
EGAT’s latest revised power development plan for 1998 to
2001 shows that given existing commitments for power
purchases, EGAT’s reserve margin will reach a high of 61.2
percent in 2004, and in 2006 it will still be 46 percent.20

EGAT’s power reserve requirement is only 25 percent. As
a result, EGAT is working to reduce power supply by 2,000

Nam Ngum 1 hydropower project
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MW in 1999 and another 4,000 MW in 2000 through rene-
gotiating start-up dates for new independent power pro-
ducer (IPP) projects and through reducing capacity in
existing power plants.21

This will affect Thailand’s need for Lao power. In
November 1998 it was reported in The Nation newspaper
that EGAT has decided to delay power purchases from
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Laos. EGAT stated that it will now buy 1,600 MW from
Laos in 2006, and another 1,700 MW in 2008.22 However,
this could be subject to further delays, depending on
Thailand’s economic situation.

The industry journal, International Water Power and
Dam Construction predicted in August 1998 that “putting
the Lao hydro programme back together promises to be

The failure of hydro to thrive in the
new world of BOT reflects the reluctance
of investors to commit themselves to
financing what are perceived as high risk
projects offering low rates of return.

Cost Overruns
Research by the World Bank has docu-

mented a clear tendency to underestimate
the cost of hydroelectric projects — of
some 70 World Bank funded projects, costs
were, on average, 27 percent above
appraisal estimates (inflation adjusted),
almost 5 times higher than the average cost
overruns on thermal power stations.42

Another World Bank study reveals that, of 80
hydro projects completed in the 1970s and
1980s, three-quarters had costs in excess of
budget. Final costs on half the projects
were at least 25 percent higher than esti-
mated; costs exceeded estimates by 50 per-
cent or more on almost one-third of the
projects studied.43 In general, the larger a
hydro project is, the larger its construction
cost overrun in percentage terms.44

Cost overruns are particularly damaging
for the economics of dams because,
although their operating costs are very
low, their construction costs are extremely
high. Capital costs represent around 80
percent of the total lifetime cost of hydro
dams. By comparison, capital costs repre-
sent around half the lifetime costs of coal-
fired plants.45 A 30 percent cost construc-
tion overrun for a dam is thus much more
expensive than an equivalent percentage
cost overrun for a coal plant. High capital
costs and the frequent need for foreign
bank loans also mean that the economic
viability of dam projects is extremely vul-
nerable to rises in interest rates and cur-
rency devaluations.46

Commenting on the reluctance of
investors to finance hydro projects, inter-
national finance and project development
consultant and former Head of Energy at
the World Bank, Anthony Churchill, notes:
“The industry’s record of overruns is an

embarrassment. Although not all projects
have suffered from poor performance in
this regard, enough have done so, and this
in turn has resulted in a perception in the
financial community that these are high-
risk projects. Endless litigation between
contractors, engineers and owners has
added to this perception.”47

Schedule Slippage
Time overruns are also a common fea-

ture of large hydropower projects. Forty-
nine hydro projects reviewed by the World
Bank’s Industry and Energy Department in
1990 took on average five years and eight
months to build, fourteen months longer
than the average pre-construction
estimate.48 As with cost overruns,“schedule
slippage” can have a damaging effect on
project economics by delaying the time
from which revenues from electricity sales
and water supply can start to repay the
heavy debt service costs which large dams
entail. The World Bank notes that a one-
year delay in revenue earnings will reduce
the difference between the projected bene-
fits and costs of some projects by almost a
third; a two-year delay, by more than half.49

Lower than Expected Output
Worldwide, major hydroelectric pro-

jects have conspicuously failed to produce
the amount of power that was originally
forecast. Factors which affect the output of
dams include shutdowns for repairs and
maintenance and, in particular, seasonal
and annual variations in streamflow: if
there is not enough water to turn a dam’s
turbines, it cannot produce electricity.
Indeed, hydrological factors are the most
common reason why dams have failed to
meet their capacity targets.50 Generally, at
least several decades of streamflow records
are usually required to make reasonably
reliable predictions taking into account
annual cycles of variations in rainfall.51 In
Lao PDR, streamflow records do not exist

for a large number of rivers, and where
they do exist they are short and intermit-
tent. As a result, planners have had to rely
on extrapolating data using questionable
statistical assumptions.

Globally there is a pattern of dam-
builders overestimating annual flows and
underestimating peak floods.52 Hydro-
logists predicted in the early 1960s that an
annual average of 1.8 billion cubic meters
of water would flow into Thailand’s
Bhumibol and Sirikit reservoirs.After the
dams’ completion, however, inflows aver-
aged only 1.2 billion cubic meters per
year.53 Together, these World Bank-funded
dams contained only 7 percent of their
total usable volume in March 1994. During
1991,Thailand’s 25 largest dams contained
a total of just under half of their combined
usable capacity; the following year this fig-
ure fell to just over one-third.54 

During 1987 and 1988, when the water
level of Nam Ngum reservoir dropped
drastically, Lao PDR’s economy was serious-
ly affected.The revenues from hydro
dropped from $30 million to $23 million
during that time.55

In May 1998,Viet Nam, which depends
on hydropower for 80 percent of its elec-
tricity supply, experienced severe power
shortages following several months of
drought in the northern provinces.Viet
Nam’s biggest hydro plant at Hoa Binh was
forced to reduce its output because water
levels in the reservoir fell below the 80
meter dead water mark.56 When the rains
did come in mid-June, they pushed water
levels at the reservoir to breaking point,
forcing authorities to open the floodgates,
threatening down-river dykes and putting
residents at risk.57 While the rains in main-
land Southeast Asia have always been high-
ly unpredictable, there is no doubt that cli-
mate change will exacerbate this situation,
causing even greater hydrological risks
when determining the feasibility of
hydropower projects in Lao PDR.

BOX 3: High Risks, Low Returns



extremely difficult. Not only must pricing and project
financing deals be renegotiated within a new economic
climate, but fossil fuel prices are declining even as new
technologies make them more attractive.”23

A BUYER’S MARKET

Lao PDR’s reliance on Thailand as its only market for power
puts it in a vulnerable bargaining position,particularly as
EGAT, faced with a range of options for satisfying its power
demands,needs Lao power less than Lao PDR needs to sell its
power. The Thai attitude is best illustrated by a statement from
EGAT’s former deputy governor, Viroj Noppakhun,“We are
helping the Lao. If we don’t buy their power, they will have
no market and so they cannot develop their country.”24

On numerous occasions, Lao PDR has been forced to
comply with unacceptable prices and conditions or face
the prospect of losing its only buyer of power. In 1979,
then Thai Prime Minister Kriangsak Chamanan, on a visit to
Vientiane, agreed to raise the power price for Nam Ngum
from 40 satang (less than 2 cents/KWh) to 80 satang.
EGAT, unhappy with the price increase, reacted by stop-
ping the import of Nam Ngum electricity at the Thai bor-
der province of Nong Khai. A day later, Lao PDR had to
comply with EGAT and accept the previous price.25

In 1995, EGAT demanded that the GoL allow the use of
its territory for the transmission line from China’s
Jinghong dam in Yunnan to Thailand. The GoL was reluc-
tant to agree and requested a surcharge for the use of its
territory to construct the transmission line. In mid-1996,
EGAT forced the GoL to agree as a precondition for buying
any more power from Lao PDR.26 

EGAT has also managed to negotiate very low prices for
recent power purchase agreements. At the time of the
negotiation of the power purchase agreement for Nam
Theun-Hinboun,Viraphone Viravong, who led the EdL dele-
gation in negotiations with EGAT, stated: “We may have no
choice but to accept EGAT’s condition. Even though the
[PPA] is not fair, we cannot afford to waste time and all the
money that has been invested.” 27

The same thing occurred in 1996, when Vientiane
attempted to renegotiate the power purchase agreement
for the Houay Ho hydropower project. Vientiane demand-
ed a tariff of 4.35 cents/KWh, but agreed to adhere to the
original price accord of 4.22 cents/KWh after EGAT threat-
ened to drop its plan to purchase Houay Ho power.28

A PRIVATE INVESTOR’S PARADISE?

It is evident from examining the current status of hydro
in Lao PDR, that the optimistic predictions for the “Kuwait
of Southeast Asia” have thus far failed to materialize. By
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2000, despite the substantial human and financial
resources poured into encouraging hydro-development,
Lao PDR will be selling only around 467 MW of power to
Thailand, a far cry from the 1,500 MW of new power sales
predicted in 1993. Only 313 MW of these 467 MW will be
from capacity added in the 1990s.

This power comes from five projects: Nam Ngum 1,
Xeset, the Nam Theun-Hinboun (see chapter 2), Nam Leuk
and Houay Ho (see chapter 5). Six other memoranda of
understanding — five hydropower projects and one lignite
plant — are apparently still valid, although these are all
stalled awaiting power purchase agreements and commer-
cial financing: Nam Theun 2 (see chapter 4), Nam Ngum 2
and 3, Xe Pian-Se Namnoy (see chapter 6), Xe Kaman 1
(see chapter 7) and Hongsa Lignite Plant.

Nam Ngum 1, a 150 MW dam, was built in the late
1960s and construction was financed by grants adminis-
tered by the World Bank. The US provided half of Nam
Ngum’s construction costs. Nam Ngum 1 had an initial
installed capacity of 30 MW, later increased to 150 MW
through the addition of three 40 MW units — two
financed by soft loans from the ADB and one by the World
Bank (WB). The 45 MW Xeset plant was an EdL project
funded by the ADB through soft loans and completed in
1989. Approximately 60 percent of the total output of
Nam Ngum 1 and Xeset power plants is exported, earning
14 percent of the country’s foreign currency.29 In 1997,
EdL received $20.8 million in revenue from the sale of
energy to Thailand.30 However, although Nam Ngum dam
is a significant foreign exchange earner, its economic via-
bility would likely be in doubt had the GoL actually had to
pay for its construction costs.

The 210 MW Nam Theun-Hinboun Hydropower Project
is a joint venture between the Lao electricity utility, EdL
(60%), a Thai company GMS-Thailand (20%), and two
Nordic state-owned utilities,Vattenfall of Sweden, and
Statkraft of Norway (20%). The Norwegian aid agency
NORAD gave a grant of $7 million for the project. The ADB
contributed a loan of $60 million, and the remainder of the
financing came from export credit agencies in Norway and
Sweden, and a consortium of Thai commercial banks. The
dam became operational in January 1998. The 150 MW
Houay Ho Hydropower Project was funded entirely from
Korean conglomerate Daewoo’s balance sheet, and is due
to be completed towards the end of 1998.

It now seems that as a result of the economic crisis, rev-
enues for Houay Ho and Theun-Hinboun have been affect-
ed due to the low tariff and the drop in the baht exchange
rate. In April of this year, the Lao government and project
developers requested an adjustment of the power pur-
chase agreements of all Lao power export projects due to



the devaluation of the Thai baht. The central issue con-
cerned payment terms which are to be made equally in
two parts — Thai and US currencies. Half of the baht por-
tion is based on the exchange rate on the day the power
sale agreement was signed, the other portion is based on
the exchange rate on the day when the power is supplied.

Earlier in the year, EGAT had negotiated with IPPs with-
in Thailand to adjust their power sales tariff to reflect the
lower value of the baht.31 However, reflecting the lower
importance they attach to power imports from Lao PDR,
they were not prepared to do the same for the Lao govern-
ment. EGAT refused to adjust the tariff for Theun-
Hinboun, stating that the construction of the project had
finished before the flotation of the baht. As a result,
Theun-Hinboun’s revenues were down by about $10 mil-
lion in 1998. For Houay Ho, in August 1998 EGAT agreed
to pay 55 percent of the electricity purchase price in US
dollars, instead of the 50 percent stated in the original con-
tract. The consortium had wanted EGAT to pay the full
price in dollars.32 Houay Ho is reportedly experiencing
serious financial difficulties.

Out of the five projects that have been built in Lao
PDR, four involved concessionary financing from a public
source, and one was financed entirely from a company’s
own resources. No other private consortium has managed
to raise commercial financing, nor successfully negotiate a
power purchase agreement with Thailand, nor are they
likely to until at least 2006, when Thailand may negotiate
additional power purchases from Lao PDR. This puts the
country in a highly vulnerable situation economically.

A recent report by Bangkok-based Thai Farmers Bank
Research Centre shows that Lao PDR has already been hard
hit by the economic crisis.33 The kip has fallen from 740 to
the dollar before June 1997 to around 4,200 to the dollar at
the end of 1998. There has been a dramatic slump in for-
eign direct investment approvals, from a peak of about $1.2
billion in 1995, to $972 million in 1996, and $150 million in
1998. As of the first quarter of 1998,Thailand’s investment
in Lao PDR of $57 million constituted 90 percent of overall
foreign investment in that country.34

With such a high reliance on a notoriously risky sector
such as hydropower, the economy could be in for further
shocks in the coming years, particularly as it is increasingly
unlikely that any consortium will be able to attract the
necessary financing in a country considered to be of high
political and economic risk. The prices being offered by
EGAT to the Lao government are simply too low to make
the projects economically attractive to the private sector.
As a result, hydro proponents are counting on continued
subsidies to the industry from the multilateral develop-
ment banks and bilateral aid agencies.
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This is compatible with international financing trends.
According to the World Bank, the private sector is likely to
invest in relatively small hydro plants where risks are low. John
Briscoe,Senior Water Advisor at the World Bank states that 

“It is relatively easy to involve the private sector in smaller pro-

jects . . . For larger projects there has been,and will be, little pri-

vate sector financing unless there is substantial involvement of

governments and bilateral and multilateral agencies in co-financ-

ing such projects and in assuming some of the risks.”35

Briscoe states that the large variety of risk factors associ-
ated with large hydro dams — hydrologic, geologic and
environmental — make it an unattractive investment for the
private sector. This was acknowledged by the industry as
far back as 1994, in a conference on the private financing of
hydropower projects. Financiers said for a “typical develop-
ing country”, the upper limit which private investors would
be likely to risk putting into a hydro project, even on a very
favorable site, would be between $120 million and $150 mil-
lion, which is enough for only a 75 to 100 MW plant. These
commercial realities were never reflected in the advice
given to the GoL from either the multilateral development
banks or the hydropower consultants hired to perform sec-
tor studies and economic analyses. See Box 3 — “High
Risks, Low Returns” for details on the risks of hydropower.

CONCLUSION

Acting on the advice of the World Bank, ADB, UNDP
and other donors, Lao PDR has borrowed tens of millions
of dollars for its hydropower sector, with the promise of
bountiful foreign exchange to finance national develop-
ment. Already there are signs that this strategy will not
work. Thailand’s uncertain demand for power and its
abundance of cheaper alternative sources domestically
mean that it is unlikely to require additional power from
Lao PDR, at least in the next 7 years. Lao PDR’s reliance
on Thailand as its only market for power puts it in a vul-
nerable bargaining position, forcing Lao PDR to agree to
whatever price EGAT offers. The reluctance of private
financiers to absorb the large risks associated with
hydropower will make it increasingly difficult for private
companies to attract financing for dams in Lao PDR with-
out some kind of subsidy to the industry from the multilat-
eral development banks and bilateral aid agencies.

As will be shown in the following six case studies, those
dams that have been proceeding are causing substantial
social and environmental impacts, while their claimed eco-
nomic benefits to Lao PDR may not even be realized. The
question to consider is whether the benefits outweigh the
economic, social and environmental risks.



As the consultants in the Initial Environmental
Examination for the ADB-funded Se Kong-Se San and Nam
Theun River Basins Hydropower Study have stated:

“Since hydropower development has the potential to cause

extremely wide-ranging and severe irreversible social and eco-

logical impacts, it is important to ask whether such damage is

acceptable under the current economic instability within the

region,whether the principal objective of the developments are

appropriate for the actual needs of the countries proposing

them,and whether these developments will compromise future

asset management purely for the sake of short-term gain.”36
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The Theun-Hinboun Hydropower Project, a 210 MW trans-basin river diversion project located in

Bolikhamxai and Khammouane Provinces of central Lao PDR, was officially opened on April 4, 1998.

The project was partially financed by the Asian Development Bank and the Norwegian government,

together with other public and private sources, as a BOT joint venture.

Vegetable gardens along the banks of the resevoir have been destroyed due to erosion.
The boat is made from B-52 fuel canisters dropped during the US-Vietnam War.

Nam Theun-Hinboun
Hydropower Project
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A. MAIN CONCERNS

This case study is based on the field report Trouble on
the Theun-Hinboun which was published by IRN in April
1998. This report documents the impacts of the project on
local livelihoods and the inadequacy of compensation mea-
sures.1 Additional information has been gathered from
other recent reports and accounts of the project. The fol-
lowing concerns have been identified:

• Theun-Hinboun has already had a severe impact on the
livelihoods of thousands of Lao villagers — resulting in
reduced fish catches, the destruction of vegetable gar-
dens and dry season drinking water sources, and trans-
portation difficulties. Approximately 6,000 Lao people
live in the 25 villages near to
the project site and are consid-
ered to be “especially vulnera-
ble” to impacts from the pro-
ject.2 In addition, thousands of
other people living in the
Theun and Hinboun river
basins are also now being
affected by the project.

• Existing mitigation and com-
pensation measures are grossly inadequate, leading to a
situation wherein those least able to afford it — local
villagers — are in effect subsidizing the power compa-
ny’s shareholders.

• The process by which project decision-making and
implementation has occurred has been extremely poor
and plagued by conflicts of interest, political expedien-
cy, and a pro-hydropower agenda on the part of the ADB
and NORAD which ignored basic regulatory principles.

• Only recently, after sustained lobbying by NGOs, have
the ADB and project developers admitted that the pro-
ject has had serious impacts on people’s livelihoods and
that villagers deserve compensation for their losses.

B. BACKGROUND AND DESCRIPTION

Nam Theun-Hinboun is the first of several large hydro-
power projects planned or under development in the
Theun-Kading River basin.3 The dam was approved despite
concerns raised by groups in Thailand, Norway and other
ADB-donor countries that the project proponents had sys-
tematically failed to safeguard the interests of Lao citizens
both in the appraisal and implementation stages.

Construction began in 1994, and is now complete. The
dam was closed in January 1998, and the project was offi-
cially opened on April 4, 1998.

The project diverts water from the Nam Theun, one of the
largest Mekong tributaries, through a tunnel to a power plant
located at the base of a mountain within the Hai/Hinboun
river basin. The water flows on through a canal and re-regu-
lating pond into the Nam Hai stream, which then flows into
the Nam Hinboun, another Mekong tributary. If Nam Theun
2, to be located further upstream, does go ahead, it will divert
water out of the Theun River, resulting in a reduced power
generation capacity for Theun-Hinboun.

The Theun-Hinboun is a BOT project run by the Theun-
Hinboun Power Company (THPC) with a 30-year license.
Electricité du Lao (EdL) officials reportedly wanted the pro-

ject to be an EdL venture without
private sector involvement.
However, the ADB heavily pressured
the Lao government to accept a
BOT model with foreign involve-
ment. Several individuals who were
working on hydropower projects at
the ADB at the time of those negoti-
ations have since taken positions
with the project developers.

The THPC is a joint venture
between EdL (60%), MDX/GMS-Thailand (20%), and Nordic
Hydropower (20%). Nordic Hydropower’s ownership is
equally split between Vattenfall of Sweden and Statkraft of
Norway, both of which are state-owned utility companies.
The Asian Development Bank loaned $60 million out of a
total cost of $260 million to the Lao Government for its
equity share of the project and the Nordic Development
Fund loaned another $7.3 million. The Norwegian bilateral
aid agency NORAD contributed $7 million and UNDP pro-
vided a small grant. Financing was also provided in part by
a consortium of commercial banks and Scandinavian pub-
lic export credit agencies. The project will more than dou-
ble the electrical generating capacity of Lao PDR and is
expected by the government and project proponents to be
a major foreign exchange earner.

The ADB and THPC have been describing the project as
privately financed: “The first privately financed infrastruc-
ture in Lao PDR, Theun-Hinboun will serve as a model for
future hydro power development.”4 This is misleading as
most of the financing is either public or publicly guaran-
teed. Well under half of the total investment in the project
involves non-publicly guaranteed private financing.

The 1997 devaluation of the baht means that Lao PDR will
receive substantially less in total dollar revenue than envi-
sioned when the power purchase agreement (PPA) was

“Khachow poi nam laew,
nam keun, baw dy kin pa”
(When they release the water and 

the river here rises, we have no fish to eat)

Woman fishing in the Hinboun River
by Ban Song Hong, March 4, 1998.



signed. This is because the tariff is payable in baht,half at the
exchange rate at the time the PPA was signed (25 baht to the
dollar) and half at the exchange rate on the day of delivery.
As a result, in 1998 the project lost
around $10 million in revenue. This
is a point of concern since the loans
for the project are payable in US dol-
lars. The Hydropower Office claims
the project still has an excellent
anticipated internal rate of return,
primarily because Nam Theun 2 has
not yet been built, resulting in more
water for Theun-Hinboun.

As recently as late 1997, the ADB
proclaimed the project a “winner”,
with “little for the environmental
lobby to criticize.”5 In reality, envi-
ronmental and other public interest
groups, and Lao people within and
outside of the government, have expressed concern about
the project, and the process by which it has been imple-
mented, ever since it was first proposed.
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C. PROJECT ISSUES AND ANALYSIS 

Information in this section is based on a report published
by IRN entitled Trouble on the Theun-Hinboun, which was

based on a March 1998 field visit to
the project area by independent
researcher Bruce Shoemaker.
Shoemaker’s findings have been
corroborated by two reports pro-
duced for the World Wide Fund for
Nature Thailand Project Office.6

1. Impacts on Local Livelihoods

Shoemaker, who is fluent in the
Lao language, visited ten villages in
three distinct affected areas, two
months following the closing of
the dam. Shoemaker interviewed a
wide cross-section of people

including women, men, young people, fish market stall
owners, shop owners, fishermen, village headmen, boat
pilots, and others. He found that:

“I buy directly from the village fisher-
men.  They come to the riverbank by
the bridge every morning.  This year in
the dry season there are very few fish.
They no longer come down since the
dam was closed . . . I estimate that
there is a 70% reduction in the number
of Nam Kading fish available for sale
here compared to this time last year.”

Fish seller at village market 
downstream of the dam, March 2, 1998.



“The results of these interviews clearly show that the

Theun-Hinboun project is already harming the livelihoods

of many people in the Theun and

Hinboun River basins. In all three

areas visited, villagers — without

exception — reported substantial

declines in fish catches. These

declines ranged from 30% to 90%.

Villagers also reported being

impacted by the loss of riverbank

vegetable gardens, the loss of dry

season drinking water sources, and

transportation difficulties. In some

areas, villagers must relocate their

homes and do not feel they are

receiving adequate assistance with

this process.”8

Downstream in the Theun-
Kading River basin

Immediately downstream from the dam site, the Theun
River (known as the Kading River from here to the
Mekong) flows 40 km through the Nam Kading National
Biodiversity Conservation Area. Further downstream there
are many villages along the river which depend on fishing
for food and income generation. Villages all the way down
to the confluence of the Nam Kading with the Mekong are
experiencing negative impacts from the dam closure.
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Since the diversion,water levels during the dry season have
declined dramatically. Villagers report that many fish are no

longer present in the river and that
the fish catches that they depend on
for food security or for sale for cash
income have declined dramatically.
These declines are reported to be
between 30 and 70 percent.

Reservoir Area

Thirteen villages are located
along the headpond, or reservoir,
which was created along a 24 km
stretch of the Nam Theun and Nam
Nyouang upstream from the dam.
While the ADB and THPC have
claimed that the project will be ben-
eficial for these villages — allowing
for an increased fish catch — at pre-
sent many villagers report harmful

impacts on their food security and economic livelihoods.

In contrast to the Theun River below the dam, problems

are very different along the headpond. Fish catches have

declined dramatically due to the difficulties of fishing in

the deep, still waters of the reservoir. Erosion has

occurred, causing loss of land, and in villages such as Ban

Sob Nyoueng, many households have relocated within the

village or left completely since the project began.

“The water levels this year since the
dam was closed are the lowest we
have ever seen for this time of year.
The fish have all fled to the Mekong…
Another problem is boat travel.  Here
we depend on the river for transport.
This has become difficult with the low
water level.  We have fruit orchards
across and up the river and we always
used our boats to bring the fruits,
watermelons, etc. down to the village
but now our boats get stuck.  Now we
will need a road.”

Villagers at Ban Phongam, Nam Kading, March 2, 1998.
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Vegetable garden areas have been inundated and some

people report troubles with transport due to streams

being backed up around their villages.

Nam Hai-Nam Hinboun downstream areas

Below the powerhouse, tailrace
channel, and re-regulating pond, the
water originally in the Theun River
flows into the Nam Hai, a small
stream that in the past had only
flowed seasonally. The water flows
in the Nam Hai for several kilome-
ters to the confluence with the
Nam Hinboun. The Nam Hinboun
then flows approximately 80 km to
its confluence with the Mekong
River. There are villages located all
along these rivers, however only
the villages in the immediate area
of the project and just past the con-
fluence of the Hai and the Hinboun were until recently
considered by the THPC and the ADB to be “directly
impacted.” Interviews confirm that villagers all the way to
the Mekong are suffering ill effects from the project.

The water now flows quickly and is very muddy in the
Nam Hai and in the Hinboun. It has become difficult to fish
in this area and this is having an impact on the livelihoods
of people living along the river. In addition, their vegetable
gardens have been flooded and dry season drinking water
sources inundated. Many villagers express fear of flooding
during the rainy season.

2. Compensation and
Mitigation Measures

Thousands of Lao citi-
zens now suffering harmful
impacts from the Theun-
Hinboun project have not
received direct compensa-
tion for their losses and
until recently there were no
plans to provide them with
any such compensation. In
October 1994, the Lao gov-
ernment, acting with legal
advice from the ADB, signed
a license agreement with
the THPC which limited the
Company’s obligations to
provide compensation and
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environmental mitigation to $1 million. This apparently arbi-
trary figure was based on an assumption of minimal environ-
mental impacts as predicted in the initial EIA by Norconsult.

In 1996, one and a half years after the beginning of con-
struction, a new study commissioned by NORAD revealed

that the environmental mitigation
costs would be much higher than
originally envisioned and led many
observers to question the lack of
funding for such measures. In
October 1996, the company signed
a supplemental agreement with the
government which increased the
amount the developers would allo-
cate for environmental mitigation
and compensation from $1 million
to $2.59 million. THPC also agreed
to a 5 cubic meter per second min-
imum downstream release and to
flush sediments past the dam. The

agreement absolved the private shareholders from any fur-
ther obligation to assist with mitigation or compensation
measures for the life of the project. Within the entire $260
million dollar project cost — which includes this $2.59 mil-
lion for the mitigation program — a total of only $50,000
had been allocated for all resettlement and compensation
costs for affected local people.

The funds for the re-regulating pond and modifications
allowing for a downstream flow (together 67% of the total
mitigation budget) should have been included as part of the

project’s basic infrastruc-
ture from the start, rather
than being credited as spe-
cial “mitigation”measures.
Most of the remainder of
the mitigation funds went
for monitoring and three
studies conducted by for-
eign consulting firms. No
money for the implementa-
tion of any activities recom-
mended in these studies
was included.

According to staff of the
Environmental Management
Committee Office of the
THPC (EMCO), which
implements the mitigation
program, most of the
$50,000 available for reset-
tlement and compensation

Table 1: Theun-Hinboun Environmental Mitigation
Budget 

Construction of Re-regulating Pond $1,600,000

Design Modifications to 
dam for minimum flow 130,000

Clearing Obstructions in Nam Hai 100,000

Modifications to Tailrace Channel 50,000

Treatment and Protection of Spoils Heaps 100,000

Monitoring Program 300,000

Local Information Program 15,000

Rural Development, Fish, Irrigation Studies 250,000

Resettlement and Compensation Costs 50,000

TOTAL: $2,595,000

“Before the dam closed and the water
came up we got drinking water from
springs down on the riverbank during
the dry season.  In the rainy season we
get water from other nearby streams
which flow at that time.  Now the
springs are all flooded with the muddy
river water and we must go long dis-
tances to find drinkable water . . .”

Villagers at Ban Vang Dao, Nam Hai/Nam Hinboun
Confluence, March 2, 1998.



was spent on purchasing land for the transmission line tow-
ers. Most of the other line items had also already been
expended or committed so there
was no prospect of reassigning any
of the current mitigation budget to
increase compensation for affected
villagers.

At the time of going to press, the
ADB had just released an  Aide
Memoir based on a visit by Bank staff
to the project site from November
18 to 28,1998. The visit was sched-
uled in response to Shoemaker’s
report and sustained campaigning by
NGOs. In the Aide Memoir, the ADB
finally acknowledges all of the
impacts identified by Shoemaker.
The ADB states that “although several
measures are being taken in res-
ponse to these impacts,THPC has yet
to put in place a comprehensive miti-
gation program to address all of
these individual impacts . . .”

The Memoir states that  THPC has
agreed to redefine the project
impact zone to include the Nam
Theun downstream of the dam to the Mekong confluence,
and from the Nam Hai-Nam Hinboun confluence to the Nam
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Hinboun-Mekong confluence. THPC has apparently agreed to
“immediately design and implement a program that will clear-

ly identify Project impacts on all vil-
lages within the newly defined
Project zone.” This will include a sur-
vey of all villages which will allow
THPC to immediately compensate for
loss of gardens, loss of fishing nets,
wells to compensate for impaired
water supplies, and reinstatement of
dry season access, if any is required.

According to the Memoir, the
process of negotiation and provi-
sion of compensation will begin
immediately after the survey infor-
mation is collated, and is expected
to be completed in approximately
eight weeks. In addition, the THPC
is developing a fisheries manage-
ment plan, and will continue to
monitor fisheries impacts with a
view to providing compensation.

The ADB is not clear on where
additional funds for compensation
will come from, but implies that the
THPC will shoulder these costs out

of project revenues. The ADB does state that the THPC Board
decided in November 1998 to immediately provide an addi-

“The project has never looked in depth
at the problems we have.  They just come
quickly, tell us what will happen and
leave.  They are not very interested in
our situation.  There has never been any
talk about compensation for our losses.”

Village leader at Ban Sop Nyoueng 
along the headpond, March 3, 1998.

“This year we have no vegetable gardens
. . . Every year we grow vegetables in the
dry season along the riverbank but these
areas are now flooded.  Many of these
vegetables are eaten within the house-
holds but if sold they could bring 200,000
to 300,000 kip a year per family.  New
gardens can probably be developed in
higher areas but it takes time to do this
. . . In the meantime we have a big loss.” 

Village headman at Ban Sop Nyoueng, March 3, 1998.

Theun-Hinboun dam



tional $100,000 for the expanded monitoring program and
some additional mitigation measures. The EMCO budget has
been increased, and the monitoring
program will continue up to 2003.
While it is certainly commendable
that the company is agreeing to
cover compensation and additional
monitoring, these costs should have
been factored into the initial cost-
benefit analysis.

The Aide Memoir suggests a step
in the right direction by the THPC
and the ADB, but the situation will
need to be continually monitored
to ensure that villagers are receiv-
ing adequate compensation. This is
especially important because, as
demonstrated by the Pak Mun dam
in Thailand, fisheries impacts are likely to be experienced
well into the future, and cannot be mitigated (see Box 4).

3. Poor Process

From the outset, Theun-Hinboun has suffered from a
poor process of implementation and biased decision-mak-
ing by project proponents. The original EIA study, con-
ducted by Norconsult (formerly Norpower) in 1993, was
of such low quality that the study’s financier, NORAD, fac-
ing public pressure, rejected it soon after its completion.
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NORAD subsequently admitted that Norconsult should not
have been allowed to carry out the study as it was part-

owned by Statkraft, one of the pro-
ject developers standing to make a
profit from the dam. Despite this,
the ADB approved the loan for the
project, allowing construction to
begin in November 1994.
Norconsult was awarded addition-
al contracts for design work and
on-going engineering consultation.

Responding to public pressure
in Norway, in 1995 NORAD com-
missioned additional EIA studies
which were carried out by anoth-
er Norwegian consultancy, NOR-
PLAN. These studies were
extremely critical of the original
Norconsult EIA and contradicted

many of its assumptions and findings. The NORPLAN
study predicted many of the impacts now being experi-
enced by villagers, and identified the need for mitigation
measures well beyond the scope of the $1 million origi-
nally budgeted. However, the NORPLAN assessment was
not finalized until one and a half years after construction
had already begun. By this point it was too late to
include some of the recommended mitigation measures.
This also meant that the loans were extended and the
concession contract signed before the actual costs of mit-
igation were known.

“The project has many bad effects!
Now it is very difficult for fishing.  We
can only get about half as many fish as
before the dam closed.  We don’t know
where all the fish went.  We have to buy
expensive new nets to try to fish deep-
er in the river now.  It is very difficult
. . . There are many problems.  We have

not been told about receiving any help
or compensation for these problems.”

Comments from a group of six fishermen, Ban Thabak
boat landing, headpond, March 3, 1998.

Group of fishermen and boat pilots at Ban Thabok boat landing on headpond.



A 1995 investigation by the Norwegian NGO FIVAS
found that, in violation of the ADB’s own guidelines, there
was no process of consultation with affected villagers prior
to project construction, and villagers were never informed
about potential negative impacts arising from the project.12

The NORPLAN study confirmed this.

Furthermore, only with the dam closure has a program

of systematic monitoring of villager fish catches begun.

This means there is no baseline data showing what the 

situation was before the closure, making it difficult to

determine compensation for economic losses to fisherfolk.

This monitoring should have begun at the time of the first

feasibility study.

D. CONCLUSION

As presented above and documented in detail in the
Trouble on the Theun-Hinboun field report, many thou-
sands of Lao citizens in a wide area are suffering harmful
effects from the operation of the Theun-Hinboun
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hydropower project. Like many of the dams in Lao PDR,
the project proceeded without any accurate information as
to what the likely social and environmental costs of the
project would be or how compensation and mitigation
measures would be funded. At all steps the ADB, NORAD
and other project proponents exhibited a pro-project bias,
ignoring legitimate concerns and acting in an expedient
and unprofessional manner.

Only after sustained external pressure have the ADB and
developers been forced to acknowledge that people
deserve to be compensated for losses arising from the pro-
ject. However, the poor process of implementation means
that there is no pre-project baseline data with which to
compare project impacts, making it even more difficult to
assess compensation. Whether adequate reparations will
be paid to the affected people remains to be seen.

Overall, the experience with Theun-Hinboun points to
the need for fundamental changes in how hydropower
projects are studied, assessed, negotiated, approved and
regulated in the Lao PDR.
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The Pak Mun Dam, a somewhat smaller “run-of-river” project funded by the World Bank on a Mekong tributary in Thailand was com-
pleted in 1994, the same year that Theun-Hinboun was approved. As at Theun-Hinboun, the central social/environmental issues at Pak Mun
have focused on fishing and related economic livelihood losses.

As of 1994, 1,567 households were identified as affected, six times the number of families EGAT and the World Bank had initially
claimed would be affected. In July 1995 an additional 2,506 families filed claims for compensation. Eventually an agreement was reached
in which households adversely affected by the Pak Mun dam were given 30,000 baht ($1,200) in direct cash compensation. An additional
60,000 baht per household went into a community-managed fund for income-generating schemes in the area.

By July 1995, the cost of Pak Mun resettlement and compensation had reached $39 million and was still growing. The bulk of this,
$34.3 million, was for compensation costs. While there are certainly socio-economic and other differences between the Pak Mun and
Theun-Hinboun areas, the Pak Mun experience suggests that the true costs of compensating Lao citizens for the losses caused to them by
Theun-Hinboun may have been grossly underestimated.

BOX 4: Theun-Hinboun: A Lao Pak Mun?
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Nam Leuk is a 60 MW dam and diversion scheme located within the Phou Khao Khouay National

Biodiversity Conservation Area (NBCA) in Vientiane Province and the Saysomboon Special Zone.

Funding for this $130 million1 project, which is entirely owned by the Lao government, has come

mainly from loans issued by the Asian Development Bank and the Japanese government. Construction

on Nam Leuk began in early 1997 and is expected to be completed by the end of 1999.

Ethnic Hmong villagers who will be impacted by the Nam Leuk project. 

Nam Leuk Hydropower Project
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A. MAIN CONCERNS

IRN staff and other researchers have visited the project
area several times, most recently in November 1998. Based
on these visits and project reports, the following concerns
have been identified:

• Low quality and biased environmental impact assess-
ments have provided a poor basis for decision-making.
The original EIA, conducted by Lahmeyer/Worley in
1992, was rejected by the ADB following criticism. A
subsequent study, by Sogreah Ingénierie, was better, but
also failed to properly address many important ques-
tions. Both consultants had conflicts of interest due to
their involvement in implementing hydropower projects
in Lao PDR and, in Sogreah’s case, their on-going
involvement in designing and supervising construction
on the Nam Leuk project.

• China International Water and Electric Corporation, the
construction contractor, initially used very poor stan-
dards for road and infrastructure construction which
resulted in excessive sedimentation in the Nam Leuk
river. CWE is largely responsible for a $15-20 million
cost overrun which will affect the economic viability of
the project. The government may be forced to sell a
part of the project to a private power company.

• Policies for compensating villagers for the loss of land,
fishing resources and other livelihood impacts are
unclear.

• In early 1998 uncontrolled logging was initiated in and
around the inundation area in violation of the plans and
regulations established by the ADB and Sogreah. This is
particularly disturbing given the area’s status as an impor-
tant rare habitat for globally threatened animal species.

B. BACKGROUND AND DESCRIPTION

Nam Leuk is the second of three Lao government pro-
jects designed to increase water flow into the Nam Ngum
reservoir. Nam Ngum has been affected by siltation and
water shortages. The first diversion project, Nam Song, was
completed in 1995 with ADB funding. The third, Nam
Mang 3, would also be located in the Phou Khao Khouay
NBCA. While feasibility studies have been completed for
Nam Mang 3, this project is currently on hold.

The Nam Leuk project is situated in a remote area of
the Phou Khao Khouay NBCA, one of 18 legally recognized
NBCAs in the country. Phou Khao Khouay is one of the

most important protected areas in the country, providing
critical habitat for wild elephants, tigers and many other
globally rare and endangered species.

The Nam Leuk, which flows south towards the Mekong,
is to be dammed by a 45 meter high structure creating a
13 square kilometer reservoir. The water is then diverted
to the north through a powerhouse, into the Nam Xan,
then on into the Nam Ngum reservoir. The powerhouse
will generate up to 60 MW of electricity, which will be
transported to the nearby town of Pakxan and to the Nam
Ngum powerhouse for local supply and export to Thailand.

The original feasibility and EIA studies took place in
1992. Following criticism of the quality of these studies, a
new EIA was prepared in 1995. Despite a critical indepen-
dent review of the new EIA and a letter from 16 NGOs urg-
ing the ADB to finance a new study, the ADB approved a
$52 million loan for the project in 1996. The Japanese gov-
ernment, through its Overseas Economic Cooperation
Fund (OECF), gave a yen loan of $38.5 million and the Lao
government contributed the remaining $22.1 million. The
project is expected to incur a $15 to $20 million cost over-
run and at the time of writing it was unclear where this
money would come from (see section 2 below).

In response to the criticism at the time of loan
approval, the ADB established an independent panel of
experts (POE) to monitor the project. Their mandate is
limited to the construction period and it is unclear
whether any independent monitoring of the project will
occur following its completion. The POE has thus far made
three visits to the project area.

In July 1997 the ADB, in an unprecedented move, sus-
pended work on the dam due to the substandard construc-
tion work by contractors China International Water and
Electric Corporation. Construction was resumed four
months later, on the proviso that the contractors would
adhere to two plans of action on technical and environ-
mental/social matters. In February 1998 a new controver-
sy emerged due to the inability of Electricité du Laos (EdL)
and Sogreah to control project-related logging in the inun-
dation zone and surrounding areas.

C. PROJECT ISSUES AND ANALYSIS

1. EIA Process Seriously Flawed

The first ADB-financed EIA was produced by the
German hydropower engineering firm Lahmeyer
International together with New Zealand consultants Beca
Worley International in 1992.2 This EIA is now widely
acknowledged to have been of poor quality. The Protected



Areas Division of the Department of Forestry, concerned
about the potential impacts of Nam Leuk on the NBCA,
commissioned an independent review. This review was
scathingly critical of the Lahmeyer/Worley EIA, calling it
“inadequate, inaccurate and misleading.” The review found
that the consultants had completely missed the existence
of two good-sized villages in the downstream area, failed to
consider the likely impacts on fishing resources, and over-
estimated the downstream water flow levels in the Nam
Leuk following dam construction. Even though Lahmeyer
had also worked on the pre-feasibility study for the nearby
Nam Mang 3 project, the combined impacts of building
both projects was never addressed.3 

Based on this review and subsequent outside criticism,the
ADB rejected the Lahmeyer/Worley EIA. The French firm
Sogreah Ingénierie was contracted to produce a new EIA
which was completed in November 1995.4 While an improve-
ment on the Lahmeyer study,a review of the EIA by Dr.Guy
Lanza,an expert in riverine ecology at the University of
Massachusetts, found that it failed to include important informa-
tion that should have been part of the decision-making process
and made many questionable assumptions. Data on fisheries
was incomplete and the livelihood issues of local communities
were not examined in sufficient detail. Lanza stated that:
“Vitally important questions about the environmental conse-
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quences of the project are either not addressed or are based on
incorrect assumptions and/or invalid interpretations of the lim-
ited data provided in the EIA.”5 Lanza concluded his review by
predicting that the negative impacts of the dam would be
much more severe than anticipated by Sogreah.

Another review of the fisheries section of the Sogreah
EIA found it to be based on poor research methods and
incomplete data:

“Sogreah’s assertions that an approximately 50 percent reduc-

tion in the Nam Leuk’s natural flow during the rainy season,

directly attributable to the Nam Leuk Diversion and

Hydroelectric Project, will have no impact on the Nam Leuk’s

fisheries or local communities — but will instead result in ben-

efits — is absolutely unfounded. Sogreah’s EIA presents no reli-

able, empirical research to support its dismissal of potential

impacts on the Nam Leuk fisheries and village communities.”6

Sogreah also had an interest in ensuring that the project
went ahead. Following project approval, they were awarded
contracts to do detailed design work for the dam, to supervise
construction, and to prepare the project Social Action Plan,
for which they are to receive in excess of $5 million. Due to
substandard work by construction contractors China Water
and Engineering, Sogreah is apparently now responsible for
construction and has reportedly received additional funds.

Lahmeyer

The German-based consulting firm Lahmeyer International has gained a reputation for unabashed support of controversial hydropower
projects worldwide. Their involvement and support for projects such as Bakun in Malaysia,Arun III in Nepal and Chixoy in Guatemala has
been severely criticized by international human rights and public interest groups. In Lao PDR, Lahmeyer has been a leading proponent of
hydropower development. Their past contracts have included the Nam Song Project EIA and Nam Mang 3 pre-feasibility study for the
ADB, Hydropower Master Plan for Lao PDR and the Nam Theun 2 Study of Alternatives for the World Bank.

Lahmeyer has built up a track record of cost overruns, questionable feasibility studies and exaggerated statistics. In Guatemala,
Lahmeyer was the lead company in a three company consortium which planned, designed and supervised construction for the 300 MW
Chixoy Dam. The consortium’s 1974 feasibility study recommended construction despite serious geological problems at the damsite. In
1976, an earthquake forced the first of several re-evaluations of the damsite seismology and geology, delaying project completion by nearly
three years and contributing to a cost overrun of $750 million. In addition, the feasibility study ignored the existence of the over 2,500
people forced to resettle because of the project.7

During their presentation at the Alternatives Study workshop held in Vientiane in May 1997, Lahmeyer’s vocal and unqualified support
for hydropower development while in the process of implementing a study that was supposed to be an unbiased and independent exami-
nation of the issue surprised many workshop participants.

Sogreah Ingénierie

Sogreah Ingénierie is a French engineering consulting firm with substantial experience in dam building. Many of the hydro plants that
they have helped design and construct have serious and well-documented problems of economic and technical viability as well as social
and environmental damage. These projects include Turkwell Gorge (Kenya), Diama (Senegal), Madura Oya (Sri Lanka), Pak Mun (Thailand)
and Selingue (Mali).

Sogreah signed a $280 million contract to build the Turkwell Gorge dam in Kenya without obtaining preliminary information on the
hydrology and sedimentation of the site and before establishing a final design of the dam.8 As a result, the dam proved to be a technical
fiasco with its turbines unable to reach even half their generation capacity two-and-a-half years after operation began in February 1991.

BOX 5: Lahmeyer and Sogreah: Vested Interests in Hydro 



2. Problems with Construction Contractor 

To date, the performance of the main construction con-
tractor, China International Water and Electric Corporation
(CWE), has been poor. The company received the contract
after submitting a bid much lower than that of its competi-
tors. In May 1997, IRN staff observed that construction
was causing excessive sedimentation in the Nam Leuk. In
July, the ADB suspended construction in order to investi-
gate. Villagers in downstream areas and at the Tad Leuk
waterfall later confirmed to a researcher that the water
quality of the Nam Leuk did deteriorate in the period
before the suspension of construction.

The Nam Leuk POE looked into this issue during their
first mission in September 1997. They found that the
Environmental Officer for CWE, who was supposed to be
on site throughout the project construction period, had
not even been in Lao PDR since construction began.
Twice, ADB missions were sent to the site to investigate
and, following further negotiation with the company, con-
struction was resumed in November 1997. The company
was required to implement remedial measures which
require adherence to higher standards on technical mat-
ters and environmental/social issues. In addition, a con-
struction expert was added to the Panel of Experts.

The construction expert has made a number of visits
to the project site. According to the expert, some of the
problems with the contractors have included lack of
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skilled staff, insufficient staffing levels, lack of design capa-
bilities, shortage of equipment, communications problems
between Sogreah and CWE staff, and poor living condi-
tions for Lao laborers. The quality of construction appears
to have subsequently improved, and it has been reported
that Sogreah is now largely responsible for construction at
the site.

CWE’s poor performance has resulted in a $15-20 mil-
lion cost overrun, which will affect the economic viability
of the project and the government’s return on their invest-
ment. The ADB, unwilling to provide an additional loan, has
recommended that the government pursue two alternate
options for meeting the shortfall.9 The first option involves
the Government selling nine percent of their 60 percent
equity interest in the Theun Hinboun Power Company,
thereby maintaining a majority stake in the company.
However, the ADB states that it is “highly unlikely” the
Government will agree to this option. The other option
involves selling part of the project, along with part of Nam
Ngum hydropower project, to Sithe Pacific Holdings, a sub-
sidiary of New York-based Sithe Energies Ltd. that has been
looking for two years for a suitable investment in Lao PDR.
As the government is also reluctant to do this, Sithe has
offered to provide a loan to EdL to finance the shortfall. In
return, Sithe wants to operate Nam Leuk during the repay-
ment period and recoup their loan through power sales to
Thailand. Either way, the government will be paying dearly
for the problems caused by CWE.
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3. Impacts on Local Livelihoods

Impacts on local citizens are expected to occur in two
main areas — the northern powerhouse and reservoir
area, consisting of 3,120 people living in six villages, and
downstream along the Nam Leuk, an area with 6,200 peo-
ple living in seven villages.

Process of Consultation

Until well after the time that the

Nam Leuk project was planned and

approved, almost no consultation

with affected villagers, especially

those in the downstream areas,

occurred. The original EIA com-

pletely failed to acknowledge the

presence of two important down-

stream villages — Ban Nyangkhoua and Ban

Phongam/Houakhoua. The second EIA refers to detailed

social impact assessment and consultation work that was

conducted. This work was mostly sub-contracted by

Sogreah to staff of the Lao Women’s Union who had little

experience in conducting such studies. Inadequate time

was provided and it was reportedly difficult for villagers to
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provide meaningful input. This consultation process does

not appear to have met minimal ADB standards but was

still accepted.
Only recently, following sustained external criticism, are

locally impacted communities starting to be consulted and
their needs for assistance and compensation more formally

recognized. A Social Action Plan
for the project was completed in
January 1998 by Sogreah.10 This
plan finally addresses some issues,
such as the expected impacts on
Ban Nam Leuk, that were down-
played or ignored in the EIA.

Impacts

In the reservoir and power-
house areas several Hmong villages

are particularly impacted by the project. The villagers of
Ban Nam Leuk will lose some of their paddy, orchards, and
grazing lands as well as access to forest resources. Other
villages will lose temporary access to their lands during the
construction phase of the project.

The impacts on downstream and upstream fishing
resources are likely to be substantial. In the Social Action

“We were not told in advance about the
project.  We only heard about it when
they began repairing the road.  It is
only very recently that people from the
project have come to talk to us.”

Villager at Ban Pak Leuk, located downstream from the
project, March 1, 1998.

Nam Leuk construction site, March 1998.



Plan Sogreah makes contradictory statements. Sogreah,
acknowledging that villagers have “an extreme depen-
dence” on fish for their nutritional protein, states that
“both northern and southern villages may experience
short or even long-term declines of unknown magnitude
in fishery production as a result of the project.” Sogreah
then goes on to state that “the southern and northern vil-
lages will suffer only small negative impacts from the pro-
ject. These will be far outweighed by the benefits of infra-
structure development and the potential for rural electrifi-
cation.”11 To state that negative impacts will only be small
after acknowledging that the declines in fish catches are of
“unknown magnitude”, suggests a value judgement that is
clearly inappropriate in a plan that is supposed to docu-
ment the social impacts of the project.

The Protected Areas Report predicts that the impacts on
fishery resources for downstream villagers will be substan-
tial: “Reduced water flow in the Nam Leuk River will
undoubtedly have a severe impact on the aquatic ecosystem
of the Nam Leuk River, and also those of the Nam Gnang
and Nam Mang Rivers. Apart from reducing fish habitat sub-
stantially, the reduced water flows will also severely impede
fish migrations in the river, resulting in some species com-
pletely disappearing from parts of the river.”12

The Protected Areas Report also predicts that reduced
water flows may impact downstream villagers by making
the collection of essential water for drinking, agricultural,
and other household purposes more difficult. Given that
boats are a primary source of transport, some villagers may
suffer from transportation difficulties as well.

4. Mitigation and Compensation Measures

Under the terms of the loan agreement between the
Lao government and the ADB, mitigation and compensa-
tion measures for affected villagers must be implemented
according to Bank standards which state that villagers
should be no worse off after a project. However, the total
cost and financing of mitigation measures is still unclear.

Plans for directly compensating villagers in the
upstream areas who stand to lose paddy and other produc-
tive land are apparently now moving forward. The Social
Action Plan, which includes a budget of $742,000, recom-
mends fisheries monitoring for five years so that base lines
for compensation become established. A total of $40,000
is budgeted for fisheries loss compensation, but there is no
explanation as to how this amount was calculated. At this
stage procedures for determining and allocating compen-
sation are unknown.13 At other hydropower projects in
the country, the Lao government and the ADB have thus
far failed to provide direct compensation to local villagers
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in downstream areas for the loss of fishing resources and
other harmful livelihood impacts. Whether the commit-
ment exists at Nam Leuk to properly document future
livelihood losses and to adequately and appropriately com-
pensate villagers for these losses remains to be seen.

In the Social Action Plan Sogreah recommends that the
Lao government consider taking additional ADB loans to
fund a $1.5 million “Integrated Rural Development
Program” (IRDP) for the affected areas which would
include many of the envisioned compensation and mitiga-
tion measures, including relocation of Ban Nam Leuk. This
is in addition to the $742,000 under the SAP. At the time
of writing this plan has not been funded. The IDRP would
appear to be another example of hydropower project
costs being externalized. The cost of this separate loan
was not included as part of the estimated costs at the time
the decisions were made to proceed with the project.

Sogreah also proposes a highly unusual strategy to fund
fisheries mitigation measures, should they be needed, for
the downstream communities: forcing the affected people
pay for the measures themselves. Special taxes would be
collected on the wages of those people living downstream
who find work with the project during its construction
phase: “The internalisation of labour for reservoir biomass
clearance . . . will produce considerable revenues (e.g. up
to $160,000 for downstream villages as wages coming into
the villages) . . . an equitable and acceptable mechanism for
taxing these “windfall” wage incomes . . . should be used
to fund the development of any central facilities/water
supply, breeding ponds etc. which an intensified fish pro-
duction system would probably require.”14 The Panel of
Experts in their second report confirms that “some of the
money earned from this internalized labor will be used to
fund village self help works which enable an intensifica-
tion of subsistence farming.”15 

This is an extraordinary assertion as a windfall usually

refers to something gained by chance through little or no

effort. In this case, villagers would be taking time away

from their normal activities in order to perform demand-

ing physical labor for wages of 3000 kip (less than $1.00)

per day with food. It is difficult to believe that such an

idea has been seriously proposed much less actually incor-

porated into the Social Action Plan.

Given the poor track record of providing adequate com-

pensation to impacted villagers in other Lao hydropower

projects, including those financed by the ADB, it will be

essential that steps be taken to allow for independent veri-

fication of future livelihood losses and compensation mea-

sures implemented in order to ensure that villagers are

properly compensated.



5. Uncontrolled Logging within the Protected Area

A central concern over the implementation of Nam Leuk
is the potential for harmful impacts on the Phou Khao
Khouay NBCA. It is common practice for the Lao govern-
ment to grant logging concessions for an inundation area
once a project MOU or agreement is in place. Such conces-
sions have frequently been abused, with logging also occur-
ring outside of the actual inundation area (see Houay Ho,
Chapter 5). Road building, transmission lines, population
influx, hunting, and other project related development can
all add to the project’s impact on an area.

The ADB has made assurances that such impacts will be
strictly controlled at Nam Leuk. According to ADB plans,
the logging was to have been done “by a logging company
through tendering” and funds collected from the company
would be used to “reforest or rehabilitate double the
amount of hectarage lost to the siting of the reservoir a
minimum of 2,000 ha of land within the NBCA.”16

In their EIA and subsequent project implementation plan-
ning,Sogreah identified management strategies that were sup-
posed to ensure that the project would have minimal impact
on the environment. Funding was provided to support com-
plementary protected area management activities through the
Protected Areas Division of the Department of Forestry, includ-
ing the provision of a Protected Areas Advisor employed by
Sogreah. Before logging and bio-mass clearance of the inunda-
tion area was to occur, the monitoring and enforcement capac-
ities of the Protected Areas staff was to be strengthened
through training and the provision of equipment such as vehi-
cles, radios,etc. Sogreah,as part of their management con-
tract,was given responsibility to carry out these activities.

Apparently, Sogreah and EdL failed to inform the
Ministry of Agriculture and Forestry (MoAF) of these plans.
Early in 1998 the military-run Mountainous Areas
Development Company (Bolisat Phattana Khet Phoudoi, or
BPKP), without the prior knowledge of either Sogreah or
EdL, was granted a logging concession for the inundation
area. BPKP then set up a logging operation in part of the
concession area while subcontracting other parts to
Vietnamese logging firms. In late January and February
1998, BPKP and the Vietnamese firms carried out logging
in the area. A visitor to the dam site on March 1, 1998
observed evidence of this logging operation. The visitor
interviewed local people and members of logging teams,
who reported that logging had already occurred outside of
the inundation zone in at least two places within the
Protected Area. These reports were later confirmed in
Vientiane, and is acknowledged in the Second Report of
the Panel of Experts.

Following this discovery, the MoAF issued an order at
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the end of February suspending the logging. However, log-
gers at the site on March 1 assured the visitor that this was
only temporary and that they were confident they would
be able to resume cutting soon. According to the Second
Panel of Experts Report, the Protected Area authorities
have put a team of eight staff in the field, with radios, to
monitor BPKP logging to ensure that no further incursions
into forest outside the reservoir area take place.

6. Nam Mang 3

Another hydropower project, Nam Mang 3, has also
been planned for the Phou Khao Khouay NBCA. The ADB
had listed Nam Mang 3 as being in its “project pipeline” for
Lao PDR for 1998. It has now been dropped from this list
and its future status is uncertain.

Were it to proceed, the development of Nam Mang 3,
combined with Nam Leuk, would have a particularly devas-
tating impact on the Phou Khao Khouay NBCA, fragmenting
it to such a degree that it would be much less able to sup-
port the diversity of endangered species that now live in the
area. Wildlife experts in Lao PDR are particularly concerned
about the development of Nam Mang 3 as it will be located
in one of the most important wildlife habitats in the
Protected Area. The cumulative impacts on downstream
areas of both projects is likely to be particularly severe, and
as pointed out in the Protected Areas Division study, these
impacts have not yet been adequately researched. The expe-
rience with uncontrolled logging at Nam Leuk in early
1998, which occurred despite the assurances of the ADB
and the consultants, suggests that controlling such activities
at Nam Mang 3 would be extremely difficult.

D. CONCLUSION

While a much smaller project than the other five
hydropower projects reviewed in this report, Nam Leuk, as
it has been planned and implemented, has also suffered
from some of the same fundamental problems. Villagers
have been left out of the planning process and future com-
pensation arrangements remain unclear. There have been
conflicts of interest apparent in the work of the consulting
companies selected to conduct the project EIAs, providing
a poor basis for decision-making for both the Lao govern-
ment and for the project financiers — the ADB and the
government of Japan. Uncontrolled logging has occurred,
threatening a fragile protected area.

Based on its problematic recent history, careful monitoring
of Nam Leuk will be required as it is implemented over the
next few years — particularly its impacts on local communi-
ties and the steps that are taken to address these impacts.
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Nam Theun 2 is the largest and most controversial of all the hydropower projects planned for Lao

PDR. Situated in Khammouane Province in central Lao PDR, and only 50 km upstream from the

already completed Nam Theun-Hinboun Hydropower Project, the $1.2 billion BOT scheme is being

developed by Transfield Holdings of Australia, Electricité de France, and three Thai companies in asso-

ciation with the Lao government. The project is currently stalled awaiting a power purchase agree-

ment with EGAT, a concession agreement with the government, and a decision from the World Bank

on whether to grant guarantees and other financial assistance to the project.

Children on the Nakai Plateau who will have to be relocated if the dam is built.

Nam Theun 2 Hydropower Project



A. MAIN CONCERNS

IRN has been closely following this project since 1995.
Consideration of project documentation over the last four
years and a field visit to the Nakai Plateau by IRN staff dur-
ing February 1998 revealed the following main points of
concern with Nam Theun 2:

• The large economic, social and environmental impacts
of the Nam Theun 2 project, coupled with the size of
the project compared to the size of the Lao economy,
renders it a high risk project for the Lao government.

• The project has soaked up an enormous amount of Lao
government human and financial resources since the
late 1980s, diverting attention away from other
hydropower projects within Laos. Meanwhile, it is not
even certain that Thailand will require the power from
Nam Theun 2.

• Significant environmental destruction has already
occurred, despite the fact that the dam may never be
built. Since 1993, the military-run logging company has
logged more than one million cubic meters of timber
on the Nakai Plateau to clear the reservoir area.

• Project proponents, including the World Bank, claim
that the Nakai Plateau is so degraded that it is not
worth saving, and that the dam should be built to pro-
vide revenue to protect the watershed area. Yet the
project will have a severe impact on the environment
and livelihoods of people living in 3 important river
basins in central Laos.

• Around 4,500 people will be resettled to make way for
the dam’s reservoir. The natural resource base of these
people has been steadily eroded as a result of anticipatory
logging on the Nakai Plateau, and their expectations have
been raised by promises of new homes and land. The
dam has precluded alternative development programs and
options for the villagers, leaving them in a highly vulnera-
ble position whether or not the dam proceeds.

B. BACKGROUND AND DESCRIPTION

Despite maintaining that it is not committed to support-
ing the project, the World Bank has been promoting Nam
Theun 2 since the mid-1980s. In 1986/87 the Bank was the
executing agency for a UNDP-funded pre-feasibility study of
Nam Theun 2, Nam Ngum 2 and Nam Ngum 3 hydropower
projects.1 In 1989, the World Bank and UNDP funded a fea-
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sibility study of Nam Theun 2 by Australian hydropower con-
sultants Snowy Mountains Engineering Corporation (SMEC).
According to the SMEC study and a World Bank-appointed
Panel of Experts, the project represented “the best option”
for hydroelectric development in Lao PDR, and the govern-
ment was advised to pursue a partnership with the private
sector for the implementation and financing of the project.

In 1993, the Lao government awarded Transfield
Holdings Ltd., one of Australia’s largest construction com-
panies, the exclusive mandate to develop the project.
Transfield formed a consortium, now known as the Nam
Theun 2 Electricity Consortium (NTEC), to build and oper-
ate the dam for a 25 year period, before turning it over to
the Lao government. NTEC is made up of Transfield
(which has a 10% stake); Electricité de France (30%); a Thai
construction company, Italian-Thai Development (15%); a
Thai telecommunications company, Jasmine International
(10%); and Merill Lynch Phatra Thanakit Securities (former-
ly Phatra Thanakit) (10%). The Lao government has a 25
percent equity holding in the project.

Financing is expected to consist of 30 percent equity
and 70 percent debt. Three leading commercial banks —
Barclays (UK), Société Générale (France) and ANZ Bank
(Australia) — are interested in financing the project, but
only if the World Bank provides a “partial risk” guarantee,
due to the perceived risk of investment in Lao PDR. The
French bilateral aid agency, Agence Française de
Développement, is expected to finance part of the govern-
ment’s equity and provide some of the debt, and a number
of export credit agencies, including the Thai and Australian
agencies, are also expected provide financing.

A team of Bank staff visited Lao PDR for discussions on
NT2 in late 1995. According to an Aide Memoire released
soon after the visit “. . . Bank support for the proposed (NT)
project depends on its full compliance with the Bank’s
operational policies and guidelines.” The Bank advised the
GoL that further studies were required before it could
decide to finance the project. The Bank also requested that
the government carry out a series of public consultations in
Lao PDR. The World Bank commissioned studies on alterna-
tives, economic impact, and an environmental and social
action plan for the catchment area, all paid for by the Lao
government with loans from the International Development
Association, the soft-loan window of the World Bank. NTEC
commissioned a resettlement action plan and a third envi-
ronmental impact assessment, due to criticisms from NGOs
and World Bank environmental staff that the first two EIAs
were substandard and unacceptable.2

The project consists of a 50-metre high dam on the
Theun River, the fourth largest tributary of the Mekong, in
central Lao PDR, and would flood approximately 450



square kilometers of the Nakai Plateau, an area of rich bio-
logical diversity. Water from the Nam Theun reservoir will
drop more than 350 meters to a powerhouse with an
installed capacity of 900 MW.3 Almost all of the power will
be exported to Thailand. The water discharged from the
powerhouse will then flow to the Xe Bangfai through a
purpose-built downstream waterway.4 The Xe Bangfai
flows into the Mekong about 150 km south of the Nam
Theun. The reservoir will necessitate the relocation of
approximately 4,500 people.

Current Status

Nam Theun 2 is currently stalled, awaiting a decision by
the World Bank on whether to grant a political risk guaran-
tee to the private developers, a soft loan to the Lao govern-
ment for a social and environmental project in the water-
shed area, and private sector loans to NTEC. Originally
expected to be completed by the year 2000, the Lao gov-
ernment and NTEC are now predicting a start-up date of
2005.5 However, given EGAT’s current excess capacity, this
is believed to be unrealistic.

In October 1996, EGAT cancelled the power purchase
agreement for the Nam Theun 2, citing delays in the pro-
ject as the reason. There has been speculation that EGAT’s
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moves were intended to push the consortium to agree to a
lower price for electricity from Nam Theun 2 after discov-
ering that it can buy more reliable and less expensive
power from private producers in Thailand.

In October 1997, the World Bank announced that the
timing of the Bank’s decision depended on the negotiation
of a power purchase agreement between EGAT and NTEC,
and a concession agreement between the GoL and NTEC.
Jean-Michel Severino,Vice-President of the World Bank’s
East Asia and Pacific Region, announced at the time that,
“many, many things remain to be done in many areas, but
we think that there is now a good chance that the poverty
alleviation, environmental protection and macro-economic
targets of this major operation for Lao PDR will be met.”

In December of that year, Electricité de France replaced
Transfield as the lead developer in the consortium.
Transfield has spent more than $30 million on the project
and is reportedly looking to sell its stake in the consor-
tium. In November 1998, the government and NTEC
signed a Heads of Agreement, a precursor to a concession
agreement establishing the broad parameters of the con-
cession. NTEC claims that the GoL “officially informed
EGAT in October 1998 that Nam Theun 2 was its sole pri-
ority and that all efforts should be concentrated on its
timely implementation.”6
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C. PROJECT ISSUES AND ANALYSIS

1. Economic Impact

Nam Theun 2 is the largest hydropower project planned
for Lao PDR. The World Bank’s 1997 Public Expenditure
Review stated that 

“The dimension of NT2 is large relative to the size of the econ-

omy,with total costs representing over 70 percent of 1995 GDP.

By virtue of its size,the project will affect Lao PDR’s credit stand-

ing and debt service burden. Despite Lao PDR’s impressive

growth performance in recent years, the country’s weak eco-

nomic position would not allow it to meet the contractual oblig-

ation of a counter-guarantee, should it be called in the case of a

default.”7 

The estimated cost of the project has skyrocketed from
$800 million in 1989 to $1.2 billion8 in 1998. By compari-
son, in 1997 Lao PDR’s national budget was $341.5 million
and GDP was $1.7 billion. At the same time, the projected
financial returns of the project are decreasing. Whereas
the first feasibility study of the dam in 1991 estimated that
it would generate $176 million in annual revenue for Lao
PDR, the most recent independent economic impact study,
by US consultants Louis Berger International, says it will
only generate $33 million.9 

NTEC’s most recent claim is that the project will gener-
ate $250 million of revenues from electricity sales per
annum, and that the GoL’s share of the overall cumulated
revenues over the concession period will total approxi-
mately 50 percent, due to dividends, royalties and levies.10

However, this figure is misleading as it does not take into
account debt servicing, nor the multitude of risks involved
in a project of this size, including risks concerning hydrolo-
gy, foreign exchange convertibility, and the possibility that,
as natural gas prices decrease, EGAT will seek to renegoti-
ate the purchase price downward. There is a precedent for
this — in many Asian countries state-owned authorities
have been seeking to renegotiate PPAs with independent
power producers (see Box 2 for further details).

Inadequate knowledge of how much water will be avail-
able to turn the dam’s turbines exposes the government
and investors to a significant economic risk. An indepen-
dent review of the hydrological data for Nam Theun 2
found that the data available “is not sufficient to fully
assess the [dam’s] viability . . . and potential impacts to
water resources and related natural/human resources.”11

It appears that NTEC is concerned about the lack of
hydrological data, and is attempting to transfer this risk
onto the Lao government. The Louis Berger team identi-
fied provisions in the current draft of the concession
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agreement that would offset royalty payments and
resource levies due to the GoL in the event that low rain-
fall resulted in low power sales. Louis Berger also found
that NTEC intended to include provisions in the agree-
ment that payments and levies to the GoL would be with-
held were the project unable to meet a “hurdle” rate of
return. Louis Berger states that “since the GoL is exposed
to hydrology risks as a significant equity shareholder, one
might argue that it should be insulated from this risk in its
role as a sovereign sponsor.”12

Many observers have speculated that the chief interest
of most of the companies comprising NTEC is in the lucra-
tive revenues to be gained from the construction contract.
Without subjecting the contract to international competi-
tive bidding (ICB), it is easier for the consortium to delib-
erately exaggerate estimated construction costs of $740
million so as to maximize profits.

NTEC is proposing a system that opens some parts of
the contract to ICB, but keeps the most lucrative parts for
the consortium members.13 Under the new plan, EdF and
Transfield will be appointed Head Contractors — they will
take overall responsibility for project management, but will
not take part in any construction activities. If there are
cost overruns, these will be absorbed by the Head
Contractors, but if there are savings, they will be passed
onto the consortium members. EdF and Transfield will
together receive a fee of around 20 percent of the total
construction cost for this — likely to be around $150 mil-
lion. By contrast, their equity contributions will amount to
$108 million for EdF and $36 million for Transfield.

The construction will be divided into 4 packages, three
of which will be subject to full ICB.14 The fourth package,
which is by far the largest and most lucrative, involves all
above-ground work including the dam, downstream chan-
nels, roads, and houses. This package will be contracted to
Ital-Thai Development, one of the Thai partners in the con-
sortium. The conditions are that the price is comparable
to ICB, and that Ital-Thai will subcontract part of the works
to local Lao companies.

According to NTEC, the rationale is that Ital-Thai, being

one of the members of the consortium, has a long-term com-

mitment to the project, and will therefore ensure the highest

standards are used in construction. However, Ital-Thai’s repu-

tation in Thailand has been tarnished due to its involvement

in an elevated train project in Bangkok which has been

plagued by safety problems, cost and time overruns.15

2. The guarantee

The World Bank’s proposed guarantee is a mechanism to
protect lenders from loss of income as a result of sovereign



risks relating to “government credit and performance, includ-
ing interference with the project, non fulfillment of govern-
ment obligations under its (BOT) concession contracts, for-
eign exchange convertibility, expropriation, civil wars, etc.”16

The World Bank will provide up to $94 million to commer-
cial lenders in the event of GoL default on any of the above con-
ditions. The government will have to agree to a counter guaran-
tee,which means that if the guarantee is called and the World
Bank is forced to pay,the Lao government must pay the Bank all
outstanding costs,plus a fine. For this, the government would
most probably have to take out an IDA loan from the Bank.

Included in the risks covered by the guarantee is breach of
contract. This implies that no subsequent government during
the 25 year contract period can change any aspects of the
concession agreement, even if it feels that the present con-
tract limits or infringes upon Lao PDR’s national sovereignty.

The World Bank is offering no parallel guarantee mecha-
nism for the people or Government of Lao PDR from the
multiple risks they face in dealing with the private sector.
Under the proposed guarantee arrangement, the Lao gov-
ernment has little legal or economic recourse if the bene-
fits promised by the private sector do not materialize.

3. Environmental Impact

Anticipatory logging of the reservoir area

The Nakai Plateau hosts an abundance of diverse plant
and animal species, including 17 globally threatened
species, 14 globally near-threatened species and an addition-
al 23 species regionally at risk or that show a national histor-
ical decline. Either alone, or in combination with the water-
shed area — the Nakai-Nam Theun NBCA — the Nakai
Plateau supports the most important populations currently
known in Lao PDR for 5 bird species, elephant and tiger.17

Since 1990, the military-run logging company, the BPKP,
has cleared more than one million cubic meters of old-
growth tropical pine wood from the reservoir area on the
Nakai Plateau, despite the fact that the dam may never be
built. This has had an enormous impact on the Plateau
ecosystem. As far back as 1995, the Wildlife Conservation
Society noted that “this logging operation has resulted in
many new roads and new settlements”, which has had
“major negative impacts on its wildlife importance.”18 In
addition, the logging has steadily eroded the natural
resource base of the people living on the Nakai Plateau. In
1996, the BPKP moved 51 families out of reservoir area.

The World Bank, in its 1995 Aide Memoire stated that 

“Bank policies preclude our supporting the project if project

execution has already begun ... Any resettlement activities relat-
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ing to the project should not begin until the Bank has reached a

decision on whether or not to support it . . .The Government

will need to demonstrate clearly that logging has been brought

under control.”

Since that time, logging has intensified on the Plateau,
and visits to the project area in February 1998 confirmed
that logging was still proceeding at a rapid rate. According
to NTEC, about half of the inundation area had already
been logged by mid-1998.19

Building the dam to protect the watershed

The dam’s proponents claim that the Nakai Plateau is so
degraded by logging that it is not worth saving, and that
the dam should be built to provide revenue which the Lao
government can use to conserve the NBCA. NTEC has
promised to provide $1 million per year for the duration
of its concession for management of the NBCA. This view
is supported by the World Bank and international conser-
vation groups such as IUCN — The World Conservation
Union and the Wildlife Conservation Society (WCS). In
fact, the World Bank has even gone so far as to justify the
project on the basis of purported environmental and social
benefits it will bring to the local area claiming, for exam-
ple, that “the NT2 project presents a long sought opportu-
nity to . . . accelerate the development of environmental
and social programs so that the Government can address
the environmental costs of Nam Theun 2 and invest in the
long term environmental protection of the watershed and
surrounding areas.”20 

This argument is untenable. The Nam Theun 2 is clearly
not a rural development, poverty alleviation or environ-
mental conservation project — it is a huge dam built for
revenue generation, and as illustrated below it will have a
serious impact on the NBCA as well as on the environ-
ment and livelihoods of people living in three river basins
in central Laos — the Nam Theun, Xe Bangfai and Mekong.

In fact, the dam has already acted as a barrier to grant
funding for conservation of the NBCA. Conservation of
the Nakai-Nam Theun NBCA was being considered for
grant funding from both the Global Environment Facility
and the Dutch government until it became clear that the
Bank was seriously considering backing Nam Theun 2 and
flooding around 40 percent of the Plateau.

Impact on biodiversity

The dam will affect biodiversity in several ways, all iden-
tified by WCS in 1995, including:

• Loss of habitat to inundation. At least 165 km of large



river, a similar length of perennial streams and 450 sq.
km of associated habitat on the Plateau will be inundat-
ed. According to WCS, the loss of slow-flowing rivers
and streams amounts to possibly 80 percent of this
habitat type within the Nam Theun catchment. Roughly
60 species of birds and mammals would be adversely
affected by inundation, and three or four species may
become extinct.

• Increased encroachment and logging of the NBCA. The
construction of about 120 km of new roads and upgrad-
ing of about 100 km of existing roads for NT2 will
require further clearfelling of forest areas and exacer-
bate wildlife poaching and encroachment. The easier
access to the NBCA that the reservoir and the roads will
afford will likely lead to increased hunting, logging and
habitat destruction inside the NBCA.21

• Disruption of seasonal movements. The flooding will cut
off traditional migration routes within and across the
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reservoir area as well as impede the crossing of rivers by
young mammals. It will also fragment populations of
many wild animals which are currently contiguous
between the NBCA and areas to the south and west.
When animals cannot freely migrate as before, it leads to
increased inbreeding, weakening of the gene group, short-
ened life spans, and increased vulnerability to disease.

One of the main mitigation measures proposed by pro-
ject proponents IUCN and WCS has been a 620 square
kilometer corridor intended to link the Nakai-Nam Theun
NBCA with Khammouane Limestone NBCA to the south
and west. However, according to a World Wide Fund for
Nature Thailand Project Office report, the real value of the
corridor may be “greatly overstated” because the southern
third of the corridor will in fact be flooded by the dam.22

In addition, the structure of the reservoir means that many
species will be prevented from moving along the corridor
because formerly small streams will essentially become
“obstructive fingers of water” which “extend kilometers
from the shoreline of the reservoir proper.”23

More than one million cubic meters of timber have already been logged from the Nakai Plateau



Impact on Fisheries

The Theun River provides habitat to over 80 species of
fish, including at least 16 of which are endemic. More than
one million people in central Lao PDR depend on fish from
the Nam Theun,Nam Kading,Nam Hinboun,Xe Bangfai and
Mekong rivers and their tributaries for more than 60 percent
of their protein intake. Fish also represent an important
source of supplemental income.24 Fisheries impacts will be
experienced in three separate locations: downstream of the
dam in the Nam Theun/Nam Kading,upstream of the dam
and in the reservoir, and along the Xe Bang Fai. It is unknown
what the impact will be on the Mekong mainstream.

Downstream of the dam, NTEC has guaranteed a mini-
mum release of only 2 cubic meters per second, between
one tenth and one-hundredth of the water volume natural-
ly available in the Nam Theun. Dr. Maurice Kottelat, a fish-
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eries specialist hired by NTEC, found that  “A permanent
low water level will have a negative impact on the fish as
it will drastically reduce the available food sources, reduce
the number of hiding places and increase the predation
(by other fish as well as terrestrial animals and humans)
and their sensitivity to diseases; all these, together can lead
to the extinction of the native fish community.”25

Dr. Kottelat finds that the dam will block fish migra-

tions in the Nam Theun river. NTEC claims that this will

have a negligible impact as fish migrations have already

been blocked by the Theun-Hinboun dam further down-

stream. However, Dr. Kottelat states that “the problem

remains for those species migrating only along the Nam

Theun (between the lower Nam Theun and the Nakay

Plateau or the headwaters) as these migrations are not

affected by the Theun-Hinboun project.”26

Nam Theun 2 dam site



The reservoir will result in a large body of still water — a
habitat to which many riverine fish species have difficulty
adapting,or simply cannot adapt and die out. Dr. Kottelat
states that there is “a great likelihood that many species will
simply disappear from the reservoir.”27 As many of the native
species will not be able to survive in the reservoir, the
Environmental Assessment and Management Plan claims that
fish stocks will be increased through the introduction of new
species. However,Dr. Kottelat warns against this, stating that:

“very few of these introductions have had the expected results

and especially very few resulted in a real increase of fisheries

productivity. But most of them have had very negative impacts

on the native aquatic communities including . . . extinction of

native species (and sometime extinction of the subsistence fish-

eries), introduction of pathogens . . . and habitat destruction.”28

Tyson Roberts, a fisheries biologist who has also studied
NT2’s impact on fisheries, states that in “virtually all old
established reservoirs originating in large tropical rivers
the initially high fish biodiversity has declined precipitous-
ly and is typically only 20-40 percent of that of the wild
river reach that has been replaced.”29

In the Xe Bangfai, the additional 210 cubic meters per
second of water will lead to an increase by about 2 meters
of the dry season minimum water level. According to
Kottelat,“several habitats will definitively disappear, some
may be displaced and others will be altered.” He goes on to
state that “the increased water level will be accompanied
by an increased water velocity, and possibly different water
temperatures and chemistry. Our knowledge of the life his-
tory and ecology of these fishes is still too limited to allow
a prediction of the possible impact of these changes.”30 

4. Impacts on local livelihoods

Consultation with affected peoples

Approximately 4,500 people are expected to be directly
displaced by the Nam Theun 2 dam. Primarily Lao Theung
(Animist) and Lao Loum (Buddhist) ethnic groups, these
populations have undergone two other displacements over
the last half of this century.31

Reports from the Nam Theun area suggest that “consul-
tation” has consisted largely of telling local people that the
dam will be built and that they will benefit from it.
Consultants have visited all of the affected villages and
promised better livelihoods for the villagers.

“The governor asked for our cooperation to leave our homes.

But he nicely promised to give us new homes and a good road

in the village. He said every house would have electricity. Well,

we have no television, no refrigerators and we don’t know yet
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what we can use that electricity for. But it might be good to

have it,”says Thiang,a villager who will be relocated by the dam.

“If we had a choice we would stay and protect the forest. We

feel very sad to lose the forest. But what can we do?”32

The Louis Berger team, who undertook the Economic
Impact Study for the project, witnessed one “public forum”
held in a town downstream of the dam site. The meeting
was attended by World Bank staff and senior NTEC repre-
sentatives, as well as Resettlement Committee (RC),
Provincial and District representatives. The team state that:

“several fluent Lao speakers complained that the RC represen-

tative failed to translate negative comments or concerns made

by local citizens about the dam project. Likewise a very senior

NTEC representative attending the meeting complained that

local citizens were receiving misinformation about the dam’s

probable impacts.”33 

Resettlement documents for Nam Theun 2 recognize that
the numerous different ethnic groups to be directly affected
by the project should be defined as indigenous peoples
according to World Bank criteria.34 World Bank Operational
Directive 4.20 on indigenous peoples states that:

“The Bank’s policy is that the strategy for addressing the issues

pertaining to indigenous peoples must be based on the

informed participation of the indigenous peoples themselves.”

A successful development plan for indigenous peoples
should include “. . . full consideration of the options pre-
ferred by the indigenous people affected by the project”
and “mechanisms . . . for participation by indigenous peo-
ple in decision making throughout project planning, imple-
mentation and evaluation.”

The World Bank’s International Advisory Group, appoint-
ed to advise the Bank on its handling of social and environ-
mental issues on the project, stated it “has doubts about
the effectiveness of consultations on the ground with the
most vulnerable populations, particularly women and eth-
nic minorities (as required under OD’s 4.20 and 4.30). Its
own direct contacts with these groups, though not exten-
sive, suggest that the level of comprehension of project
proposals and their impacts is low.”

During the stages of preparation for Nam Theun 2, the
most basic requirements for informed participation in deci-
sion making have not been met. It is difficult to see how
this project could, at any point in the near future, be in com-
pliance with Bank policies on the need for genuine and
informed participation on the part of indigenous peoples.

The most recent report produced by NTEC on public
consultation and participation in the Nakai Plateau states
that in general villagers “responded positively to the pre-
sentation and hoped for an improvement in their lives” but



that “there is a growing scepticism and a need for action to
restore dwindling confidence that the project will one-day
be realised.”35 People’s expectations on the Plateau have
clearly been raised by the activity surrounding the project
and they are presumably experiencing a great deal of
uncertainty over their future. The promise of the dam has
precluded alternative development programs and options
for the villagers, leaving them in a highly vulnerable posi-
tion whether or not the dam proceeds.

The Resettlement Action Plan

NTEC has made much of the fact that the estimated
cost of resettlement and compensation is $32.1 million.
This amount is expected to cover relocation of families on
the Nakai Plateau, as well as compensation for villagers liv-
ing along the Nam Phit and Xe Bangfai. However, of this
amount, over $9 million is for construction of the re-regu-
lating pond and downstream channel, costs which
arguably should be included as part of the overall con-
struction costs.

The resettlement plan for families living on the Nakai
Plateau are certainly far more comprehensive than in any
other hydropower project in Lao PDR. Twenty thousand
dollars has been budgeted per family. The plan includes
assistance with moving and building new houses along the
banks of the reservoir, a forestry management program, a
livestock improvement program, a reservoir management
and fisheries development program, an agriculture devel-
opment program and a regional health program.

Up to 40,000 people living along the banks of the Xe
Bangfai and Nam Phit could be affected due to increased
flooding and reduction in fish species. NTEC estimates
that floods are expected to be 40 to 50 cm higher and to
last for one to one and a half days longer. The area floods
every two or three years on average and this frequency
could be expected to nearly double.36 By all accounts this
has been the least studied area in the project.

Compensation for the 19 villages in the upper and mid-
dle Xe Bangfai is budgeted at $1.5 million. However, there
is no budget for compensation of the more than 100 vil-
lages in the lower Xe Bangfai as NTEC claims the project
will have little net effect on villages. NTEC assumes that
more water means more fish, without considering what
the changes to the natural cycle may mean for the native
fish species in the river.
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The experience at Theun-Hinboun hydropower project
(see Chapter 2 above) shows that impacts of a trans-basin
diversion scheme are likely to be significant, and that many
of these impacts cannot be mitigated. It is quite clear that
a great deal more attention needs to be paid to how this
project will affect communities living along the Xe Bangfai,
the Mekong between the confluence of the Nam Kading
and Xe Bangfai, and upstream along the Nam Theun.

D. CONCLUSION

Nam Theun 2 has soaked up an enormous amount of
Lao government human and financial resources since the
late 1980s. More than $3 million of precious government
revenue has been spent on innumerable studies to assess
the impacts of the project, while today the economic crisis
has rendered many of these analyses obsolete. While the
World Bank claims that the project is helping to strength-
en Lao government agencies and procedures, the opposite
in fact appears to be happening — the project is diverting
government resources away from other projects (see other
chapters in this report for details). Meanwhile, the natural
resource base of the 4,500 people living in the proposed
reservoir area has been steadily eroded as a result of antici-
patory logging from the project.

Despite all the risks involved in Nam Theun 2, the World
Bank continues to claim that the dam will be built regard-
less of the World Bank’s participation. The World Bank
alleges that its involvement in the project assures that at a
minimum its environmental and social guidelines will be
followed, and that the dam will be better with the Bank’s
involvement than without it. This argument is unfounded.
World Bank assistance is necessary because the high eco-
nomic and political risks of the project make it unpalat-
able to financiers unless the World Bank is involved. The
project is clearly only viable with public subsidies and
guarantees. Both NTEC and commercial banks recognize
this, otherwise they would have proceeded long ago with-
out World Bank support.

Nam Theun 2 shows that such a large project absorbs
too many resources, costs an enormous amount of money
to prepare, and does not provide any returns until well
into the future. With EGAT’s uncertain future power
demands, it is not even certain that the Lao government
will find a buyer for the power.
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Houay Ho is a 150 MW trans-basin diversion scheme located in Champassak and Attapeu Provinces

of southern Lao PDR. Houay Ho is a joint venture between Korean company Daewoo,Thai company

Loxley, and the Lao government, and was financed entirely from Daewoo’s balance sheet.

Construction began in 1995 and was completed at the end of 1998, but the project will not begin

selling power to Thailand unitl September 1999.

Ethnic Nya Heun villagers now living at the Ban Chat San Unit 8 resettlement
site return to their previous village, Ban Latsasin, for animal raising, 

foraging and harvesting due to shortages of land at the resettlement site.

Houay Ho Hydropower Project



A. MAIN CONCERNS

A review of project documentation and a field visit by a
researcher to the area during February 1998 found the fol-
lowing main points of concern:

• The project’s financial viability is uncertain as a result
of construction cost overruns and the Asian economic
crisis, which has resulted in much lower than expected
revenues for the project’s developers and the govern-
ment of Lao PDR.

• The concession agreement between the outside devel-
opers and the Lao government was signed without
proper review or legal advice for the Lao government
and is reported to be weighted heavily in the compa-
ny’s favor. It appears there will be few or no benefits
from the project flowing to the government.

• The project has extremely poor resettlement and com-
pensation practices and there has been minimal consul-
tation or input from local people. This is having severe
impacts on a small and vulnerable ethnic minority group
whose traditional homeland is in the project area.

• Project implementation has resulted in extensive logging
and destruction of natural resources without apparent
benefit to either local citizens or to Lao society.

B. BACKGROUND AND DESCRIPTION

In 1993,Korean conglomerate Daewoo began negotiation
with the Lao government regarding development of the Houay
Ho site. In July 1993, the Tasmanian company HECEC was
awarded a contract by Daewoo to conduct a feasibility study
for Houay Ho. Daewoo’s concession to build and operate the
project was finalized in early 1994 and Houay Ho became the
first privately financed joint venture BOT hydropower project
in Lao PDR. Daewoo has a majority 60 percent stake in the
project. Other partners are Loxley Public Company Ltd.,a lead-
ing  Thai trading company,and Electricité du Laos,both holding
20 percent stakes. Daewoo used its own resources to finance
the project and carried out the construction. A power pur-
chase agreement for sale of the electricity to Thailand was
signed with EGAT in October 1995. Thailand is committed to
buying 126 MW of power from Houay Ho beginning
September 1,1999 at a price of 4.22 cents/KWh.

An EIA was carried out by the Swiss consulting firm
Electrowatt but was not completed until project construc-
tion was well underway. Both the HECEC and Electrowatt
studies were lacking in detailed information about the peo-
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ple and environment of the project area. The various
impacts of the project on the culture and livelihoods of
the Nya Heun people were discounted, overlooked or
treated superficially and there was no analysis of the
impacts that widespread logging would have on the area.

The main project area, including the dam and reservoir,
is on the Houay Ho stream on the eastern edge of the
Bolovens Plateau in Champassak province of southern Lao
PDR. A headrace tunnel shaft brings water from the reser-
voir through the Phou Louang ridge and down a 236 meter
high escarpment to a powerhouse located in Attapeu
Province. The water then enters the Xe Kong River.

Construction began in November 1994, and the dam
was completed at the end of 1998. The main dam and
headrace tunnel shaft were completed in April 1997 and
soon after the reservoir started to fill.

C. PROJECT ISSUES AND ANALYSIS

1. Project Viability in Doubt

Despite a concession agreement weighted heavily in its
favor, recent events have severely affected the project’s
financial viability. The Financial Times on April 6, 1998
reported that Houay Ho has been plagued by cost over-
runs, is not believed to be profitable, and is understood to
be for sale by Daewoo. Sithe Pacific Holdings, a subsidiary
of New York-based Sithe Energies Ltd, considered buying
Daewoo’s share in the project, but reportedly decided
against it due to the few economic benefits promised by
the project. Daewoo is now apparently looking to adjust
its shareholding structure to make it possible to bring in a
new partner.1 Both Daewoo and Loxley are facing eco-
nomic problems at home as a result of the financial crisis,
contributing to their desire to make a fast sale (see Box 6).

The construction of the transmission line incurred sub-
stantial cost overruns and delays due to a dispute with
EGAT over its configuration. The Asian economic crisis is
also partly responsible for the project’s financial difficul-
ties. In April of this year, the Lao Government asked EGAT
to renegotiate the power purchase agreement due to
expected foreign exchange losses as a result of the depre-
ciation of the  Thai baht. In August 1998, EGAT agreed to
pay 55 percent of the electricity purchase price in US dol-
lars, instead of the 50 percent stated in the original con-
tract. The remaining portion will be paid in baht.
However, it is doubtful whether this will make much dif-
ference to the project’s viability, given that the consortium
had wanted EGAT to pay the full price in dollars. EGAT
earlier refused a request from Daewoo to advance the



start-up date for power sales by 8 months due to the pro-
ject’s earlier than expected completion.

In addition, there are reports that the reservoir has a high
leakage rate, raising questions about the project’s ability to
store enough water to achieve pro-
jected power generation levels, and
the structural integrity of the dam.

2. Lack of Economic Benefits for
Lao PDR

It is now widely acknowledged
by both government officials and
outside observers that the Lao
Government will receive few bene-
fits from the project as a result of
inequitable contractual agreements
which heavily favor the foreign
investors in the project. Foreign
hydropower consultants report that
the Lao government had no legal
representation while negotiating the concession agree-
ment. While the actual agreement has not been made pub-
lic, sources report that the Lao government will not receive
any revenue at all from the project for at least its first 10 to
12 years. Daewoo, which awarded itself the construction
contract without international competitive bidding, report-
edly gets to reclaim all of its investment first before Lao
PDR receives any share of the project revenues. There also
does not appear to be any significant taxes or royalties
flowing to the Lao government during this period.
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3. Impacts on Local Livelihoods

Resettlement and compensation measures for Houay Ho
have been carried out with little outside scrutiny using
extremely poor standards. This has resulted in needless suf-

fering and a severe drop in living
standards for the affected people.

Moving the Nya Heun people 

The area of the Houay Ho
Project, and the neighboring Xe
Pian-Xe Namnoi Project, are in the
traditional homeland of the ethnic
Nya Heun people. The Nya Heun
are a Lao Theung (midland Lao)
ethnic group which has its own
distinctive cultural traditions and
Mon-Khmer language, considered
to be “highly endangered”.2 The
1995 census reported the total

Nya Heun population of Lao PDR at 5,552. The Nya Heun
are known by other Lao Theung groups as a strong and
independent people. While they suffered greatly from the
bombing and fighting which occurred during the US war
in Indochina, they never fled their homelands.

The government asserts that the Nya Heun need to be
removed from the area due to the environmental impact of
their farming practices. However, the only monograph-
length ethnographic study3 ever conducted in southern
Lao PDR makes it clear that the Nya Heun are not nomadic

Daewoo Corporation
Daewoo Corp. is one of South Korea’s largest “chaebols,” or conglomerates, whose business includes such diverse areas as electron-

ics, textiles, construction and pesticide production. Since the onset of the Asian financial crisis, eight chaebols have collapsed in South
Korea, and the financial health of Daewoo is so risky that in December 1997, Moody’s Investors Service lowered its credit rating to junk
bond status, making it difficult and expensive for Daewoo to borrow more.

Since 1990, Daewoo has poured billions of dollars into a huge array of global investments ranging from an auto factory in Uzbekistan
to a textile mill in Sudan. Much of this expansion has been funded by debt, resulting in a high net debt to equity ratio. In May 1998,
Daewoo announced massive restructuring plans in an effort to raise $7 billion by 2000 through asset sales and mergers. Daewoo plans
to reduce the number of its subsidiaries from 37 to 20. Daewoo also hopes to raise foreign capital through offering stakes in its core
businesses and by listing its overseas car electronics subsidiaries on stock markets in the UK, France and Mexico.

Loxley Public Company
Founded nearly 60 years ago, Loxley is one of Thailand’s largest general trading and investment groups. In 1996, the company began

aggressively pursuing investments in overseas power markets. However, the economic slowdown has forced Loxley to scrutinize its
local and international investments to avert corporate risks. Some businesses will be sold as part of the group’s corporate restructuring
scheme. It has been reported that the company will focus most international activity on improving the competitiveness of existing ven-
tures, and that Loxley is keen to sell its share in Houay Ho.

BOX 6: Daewoo and Loxley on Shaky Ground

“Our village was not flooded by the dam
but we were told we must move here
anyway.  We were supposed to receive
15 kilos of rice per person for three
years.  But we have received nothing for
the last five months and we do not have
enough to eat.  There is no land to grow
rice here, only a little coffee.  Fishing is
also difficult, we must walk many kilo-
meters to reach the stream.”

Nya Heun ethnic group villager from Ban Thong Yao
interviewed at Ban Chat San Unit 8 resettlement site,

Houay Kong, Champassak Province, February 22, 1998.  



slash and burn cultivators who damage primary forest, but
rather have fixed settlements — typically beside flowing
rivers in forested upland areas — and that they have well-
developed knowledge of forest resources and employ
methods to protect primary forest. As the Nya Heun
depend heavily on the forest, restricting their access,
whether by resettlement or logging, has a significant
impact on their livelihoods.

Resettlement of the Nya Heun because of Houay Ho
began in 1994. While only a couple of villages were in the
direct inundation area, others located in the watershed
have also been moved. A resettlement site,“Ban Chat San
Unit 8”, was established near Houay Kong in Pak Xong
District of Champassak Province. The site is located on
land that in the past had been used by people from three
neighboring ethnic Laven villages for upland crops, live-
stock grazing, and other subsistence activities. This site is
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being used for people moved because of both the Houay
Ho and Xe Pian-Xe Namnoi projects and so observations
concerning this site relate to both projects.

A total of 12 villages from both project areas are to use
the site. Four villages — Ban Thong Yao, Ban Nam Hanh, Ban
Nam Tieng, and Ban Latsasin — were initially moved. Four
additional villages from the Xe Pian-Xe Namnoi project area
joined the same site in 1996-97. Another four villages, includ-
ing one ethnic Laven village, were scheduled to be brought
to the site in 1998 and housing for them is currently under
construction. According to older provincial statistics, these
12 villages include a total of 445 families comprising 2,146
people. Other reports indicate that over 600 families will
eventually be relocated to this site so the actual total may be
closer to 3,000 people. When the four additional villages are
moved, over 40 percent of the entire Nya Heun ethnic group
will be living at the Ban Chat San Unit 8 camp.

While officials and some of the village headmen claim

Houay Ho dam and reservoir slowly filling



that the move has been positive, the vast majority of vil-
lagers interviewed outside of the presence of such officials
have a very different story. They report that there was no
discussion or consultation about
moving. They received orders “from
above” that they were to move and
were told it was because they were
destroying the forest and the land
was now to be a protected area.
The Houay Kong site is outside the
traditional Nya Heun lands which
dismayed many of those resettled.
During February 1998, the
researcher visiting the site found a
sense of anger, frustration, and des-
peration among many of the Nya
Heun villagers interviewed.

Shortages of land

The initial feasibility study estimated that three hectares
of non-paddy land per family would be needed for basic
self-sufficiency but noted that only one third of that
amount was actually available. While provincial officials
claim that there is “plenty of land” available,4 villagers inter-
viewed at the site report that all they had were small plots
of land adjacent to their houses. Additional land for grow-
ing coffee had been promised but this was “delayed.” No
land for growing a subsistence rice crop was available.

In order to survive,many people who were moved from vil-
lages in the watershed,but outside the inundation zone,must
still travel back to their old village sites where they have more
space to tend animals, raise upland crops,grow vegetables,and
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forage in the forest. Special permission must be received from
local authorities for them to make these trips. There have been
reports that many families have now left the relocation site and

have tried to move back to their for-
mer villages but that this will not be
tolerated by the government.

As part of the ADB’s Se Kong-Se
San and Nam Theun River Basins
Hydropower Study,a social-environ-
mental consultant team visited the
Houay Kong resettlement site in
September 1997. They found that
people were worse off due to the
project and were very critical of how
resettlement has been handled. Their
trip report refers to the site as “an
already serious situation of imperiled
livelihood”and states that “this reset-

tlement site appears to be a disastrous combination of too
many people on too little land with too little external support.”5

Other Livelihood and Health Impacts

Beyond the shortage of land and poor access to forest
and river resources, those relocated to Ban Chat San Unit 8
have also suffered from an inadequate water supply. Most
of the wells initially drilled at the site are either dry or
contain water of poor quality. A gravity-fed water system
was constructed but provides too little to support the
large population at the site. When visited in September
1997, 42 families were found to be depending on one shal-
low well for drinking water.

The official Khaosan Pathet Lao news agency announced in 1995 that the international NGO World Vision had presented $102,000
to Champassak Province for the relocation of 448 families at 12 villages for the Houay Ho project. World Vision has been providing
housing materials, agricultural implements, animals, and medical supplies as well as training in health and agriculture.

By contributing its own resources to the project,World Vision has in effect been externalizing costs that, in accordance with widely
accepted international principles, should be paid for by the developers. Funds have been provided for this four-year project through
World Vision Korea. A World Vision project coordinator in 1996 reported that Daewoo had given funds to World Vision Korea to support
the work at Ban Chat San Unit 8, but in March 1998 the incumbent project coordinator denied this.

Other NGO representatives in Lao PDR, some of whom are being asked by provincial partners to get involved in internal resettle-
ment programs, have expressed a concern that World Vision’s involvement at Ban Chat San Unit 8 sets a poor precedent for NGO
involvement in resettlement in the country. Other development and relief agencies working in Lao PDR have been reluctant to partici-
pate in similar projects due to concerns that they may help legitimize a flawed process in which, despite their assistance, the affected
people will be left in a situation of long-term dependency and vulnerability.

World Vision staff justify their involvement as within their mandate of working with “the poorest of the poor.” However, the country
representative of World Vision Lao PDR has been quoted as describing the provincial approach to the resettlement at Ban Chat San Unit
8 as “one likely to create a situation of passive dependency.”9 Responsible program staff in Vientiane seldom visit the site and do not
appear to be aware of the plight of the relocatees.

BOX 7: NGOs ASSISTING HYDRO DEVELOPERS

“We don’t know . . . we feel we have been
lied to . . . if we were lowland Lao it might
be different but they don’t care about the
Nya Heun people . . . We cannot go on
like this or we will die . . . we can’t sur-
vive at Ban Chat San but we also are not
allowed to return to live here . . . so we
don’t know what to do . . . it will be the
end of the Nya Heun people”

Elderly woman interviewed at Ban Latsasin
February 23, 1998.



Several villagers mentioned that there were serious ten-
sions between relocatees and the established neighboring
villages of Ban Houay Kong and Ban
Nam Tang although this was denied
by officials and one village head-
man. The neighboring villages are
ethnic Laven, a group with which
the Nya Heun have historically had
poor relations.6

In Attapeu, the provincial office of

the Attapeu Lao Women’s Union has

reported with concern that 15 Lao

Theung local women have become

prostitutes for the Houay Ho dam

workers. This is the first time prosti-

tution has been recorded in the area

and raises the possibility of AIDS

being introduced in an area with

very poor public health services.

4. Inadequate Compensation

The official policy is that those people resettled are to
receive a standard rice ration for three years following
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their resettlement. Visitors to the site, however, report that
the villagers have not received their allotted rice rations

and that this is causing great dif-
ficulty for the oustees. Despite
official statements to the con-
trary, the consultants for the Se
Kong-Se San and Nam Theun
River Basins Study heard reports
that villagers had not received
their rice rations for several
months. Noting that the commu-
nity was exposed to a grave risk
of malnutrition, the consultants
wrote that “if our informant is
accurate, this situation is a
human rights emergency which
requires immediate attention at a
high level in Vientiane.” 7

Unfortunately, as of February
1998, the situation appeared to

have deteriorated. Five separate interviews with resettled
villagers at Ban Chat San Unit 8 in late February 1998 con-
firmed that they had not received any rice rations since
October 1997. Villagers spoke of hunger and food short-

Ban Chat San Unit 8 site where villagers from both
the Houay Ho and Xe Pian-Xe Namnoi project sites
have been relocated. Inadequate water supplies
mean villagers must wait long periods for water.

“We were supposed to receive rice
rations from the project for three
years following our resettlement.  But
we have only received a very small
amount and nothing since October of
last year.  Now many of us are very
hungry and we must return to our old
village to harvest some upland rice
and collect forest crops.  We were told
that many things would be provided to
us after we moved but we have
received little.”

Group of four villagers interviewed at Ban Latsasin on
February 23, 1998.



ages at the site. Some villagers stated that they were hav-
ing to borrow money from money lenders in Pak Xong in
order to buy rice to survive. Many villagers were angry at
the situation and implied that assis-
tance meant for them had been
diverted elsewhere.

Daewoo reportedly made pay-

ments to the province to support

the resettlement program.

However, these funds have clearly

been inadequate. The Daewoo pro-

ject manager was quoted as saying

that the company felt that too

many people had been moved from the watershed.8 This

may have occurred because local officials had per-person

budgets for resettlement which provided an incentive to

resettle more people, given the province’s policy of reset-

tling minority groups into lowland areas. Also, there have

been reports that Daewoo’s funds have been used to reset-

tle people out of the Xe Pian and Xe Namnoi watershed

areas, areas more connected to the Xe Pian-Xe Namnoi

Project. At this stage, Daewoo is thought to have been

relieved of any further responsibility to assist relocatees or

provide compensation to people impacted by the project.

Chapter 5

46

Resettlement has also occurred at the powerhouse site
on the eastern side of the Phou Louang range in Attapeu
Province. An Attapeu provincial official confirmed in

February 1998 that a large area of
land, which included the land of
two villages, Ban Khoumkham and
Ban Mixay, was given to the pro-
ject by the province. According to
this official, no compensation at all
was provided to the villagers who
lost land. They were just told to
leave and most have now done so.
In September 1997, the social-envi-

ronmental consultant team visited one of these villages,
Ban Khoumkham, and reported that the villagers appeared
to have received very minimal compensation — some
housing materials but nothing else.

5. Destruction of Natural Resources 

Forest destruction has occurred through the building of
approximately 38 km of new access roads and the widen-
ing of 100 km of existing roads. Observers have noted
that the construction work was carried out in a careless
and destructive manner. The road from the dam site down

“We were told we must move because
we were destroying the forest.  But
then they started building the dam,
building roads, and cutting the trees.” 

A Nya Heun village leader
interviewed on February 23, 1998.

Forest destruction along the transmission line corridor for Houay Ho



the escarpment was initiated without any apparent plan.
After hacking through many kilometers of pristine forest,
the Daewoo contractors came to an impassable 200 meter
drop and had to carve out a whole new route more closely
following the Xe Namnoi River. Observers also noted the
needless dumping of construction sediment into rivers.

More calculated was the logging that has gone on with-
in and around the inundation area and along the transmis-
sion line route. HECEC’s 1993 feasibility study claimed
that “there is only limited timber potential in the reservoir
area and this may be uneconomic to exploit.”10 Thai news-
papers, however, have reported that over 100,000 cubic
meters of wood was removed from the reservoir area and
brought across to Thailand. Thai logging companies were
given the concession by the central government.

Observers of the project have noted that logging
occurred in areas beyond the actual reservoir inundation
zone. The corridor for the transmission line is wider than
normal, opening up a larger area for logging. A Korean
Daewoo engineer interviewed in February 1998 conceded
that the 50-meter wide corridor was “very wide” but main-
tained that this was part of the original plan drawn up by
Electrowatt and not something that “just happened.”

It has also been reported that there were few controls
on workers and loggers who worked on the project and
that they have been responsible for increased hunting in
the project area.

D. CONCLUSION 

While some details remain obscured, it is clear that
Houay Ho, even before it begins operation, is already a dis-
aster for the affected local people and a mistake for Lao
PDR as a whole. The project is widely acknowledged as an
embarrassment and a bitter lesson for the country, even
among hydropower proponents within the Lao govern-
ment. Daewoo now appears to be ready to pull out and
leave the pieces for others to pick up, although the com-
pany will be hard-pressed to find a buyer given the dubi-
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ous financial viability of the project. But the legacy of a
sacrificed river basin, damaged livelihoods and a destroyed
environment will remain for many years to come. At best,
perhaps, the experience with Houay Ho has already pro-
vided some lessons for Lao decision-makers on how not to
do a project. It certainly points to the need for a slower,
transparent, and more rational decision-making process,
broader input, and much improved recognition of the
needs and rights of local communities affected by the
development of large infrastructure projects.

It is also imperative that immediate steps be taken to
address the critical water shortage and food security situa-
tion for those already resettled to the Ban Chat San Unit 8
site. Further resettlement of uplanders to the already
overcrowded site should be reconsidered, and those Nya
Heun that have been resettled against their will should be
given the option to move back to their homelands.

1 “New partner sought for Huay Ho”, Hydropower and Dams, Issue
Five, 1998, p.8.

2 Sir William Halcrow and Partners, Se Kong-Se San and Nam Theun
River Basins Hydropower Study — Initial Environmental
Examination,Asian Development Bank, Manila, 1998, p.2-23.

3 Wall, B., Les Nya Hon, etude ethnographique d’une population du
plateau des Bolovens (Sud-Laos), Editions Vithabna,Vientiane, 1975.

4 Personal communication, staff assistant of Provincial Rural
Development Committee, February, 1998.

5 Dennis, John, Field visit to the Se Kong Basin, September, 1997:
Summary of sociological findings, for the Se Kong-Se San and Nam
Theun River Basins Hydropower Study,Vientiane, Lao PDR, October 9,
1997, pp.14-15.

6 Khamin, Nok:,“More Trouble for the Nya Heun,” Unpublished Paper,
1996, p. 6.

7 Dennis, John, op cit, p.15.

8 Ibid.

9 Ibid.

10 HECEC, Interim Report on Feasibility Study of Houay Ho
Hydropower Project - Volume 1,Australia,August 1993, p.11-3.



Chapter 6

48

While less known than the nearby Houay Ho Hydropower Project, the Xe Pian-Xe Namnoi

Hydropower Project is a much larger (438 MW), more expensive (over $1 billion), and complex pro-

ject in a remote area of the southeastern Bolovens Plateau in Champassak Province. South Korea’s

Dong Ah Construction Industrial Group has been the main partner in this joint venture BOT project.

Currently, the project is stalled while Dong Ah, also facing financial difficulties at home, waits for

Thailand to give the green light for negotiation of a power purchase agreement.

Despite the lack of land and water supplies for those already at Ban Chat San Unit 8
resettlement site, additional housing is being built for hundreds more ethnic Nya
Heun people being moved from the watershed of the Xe Pian-Xe Namnoy project.

Xe Pian-Xe Namnoy 
Hydropower Project
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A. MAIN CONCERNS 

In February 1998, IRN staff and researchers visited the
project sites in Attapeu and Champassak provinces and
interviewed staff, local government officials and villagers,
and collected additional information from project reports
and Lao and foreign staff of aid agencies working in the
region. This investigation found these major points of con-
cern relating to the Xe Pian-Xe Namnoi Project:

• Decisions to implement this project were made in a
non-transparent manner with no input from local offi-
cials or citizens. The EIA lacked important information
and the overall decision-making process was plagued by
various conflicts of interest.

• While its own future is in doubt, this project is already hav-
ing major impacts on local people’s livelihoods and has led
to the forced resettlement of ethnic “Nya Heun” minority
communities from the watershed and inundation areas.
There are inadequate resources allocated to assist with this
resettlement and the affected people are experiencing
threats to their food security and overall livelihoods.

• If the project proceeds, impacts on many other villages
are expected, mainly through the loss of fishing
resources. It is unlikely that local people will be com-
pensated for these losses.

• Due to the Asian economic crisis, the project has been
suspended and may possibly be abandoned. If this
occurs it is unclear who will take responsibility for miti-
gating the social disruption and ecological damage that
has already occurred.

B. BACKGROUND AND DESCRIPTION 

Following in the footsteps of Daewoo, Dong Ah came
to southern Lao PDR in 1993 with an interest in
hydropower construction and operation. In February
1994, Dong Ah signed a memorandum of understanding
with the Lao government to develop the project, taking a
55 percent equity stake while the Lao government was to
have a 45 percent stake. In March 1996 this agreement
was amended, with Dong Ah taking a 45 percent stake,
the Lao government 35 percent, and unspecified Thai
partners 20 percent, all operating as the “Lao Dong Ah
Company Ltd” joint venture. The feasibility study, includ-
ing the EIA, was carried out by Swiss consulting firm
Electrowatt, beginning in December 1994. The electricity
generated from the project was to form part of the sec-

ond memorandum of understanding signed between the
Lao government and EGAT in June 1996.

The project consists of multiple dams and stream diver-
sions. The Houay Makcham stream is diverted into the Xe
Pian River. The Xe Pian, together with the Houay Liang
River, is then dammed and the water diverted through an
eight kilometer canal into the Xe Namnoi River. A 78
meter high dam is to be constructed on the Xe Namnoi
creating a reservoir in excess of 30 square kilometers.
Water in the reservoir will be diverted through a 13 kilo-
meter canal and headrace tunnel through the Phou Luang
ridge and down to a powerhouse at the base of the escarp-
ment in Attapeu Province. From there, the water enters
the Houay Pouk, which flows into the Xe Kong River a few
kilometers downstream from the Attapeu provincial town.

A major conflict has occurred over the routing of the
transmission line. For future Lao hydropower projects
EGAT only wants to accept power at three points:
Savannakhet in the south,Vientiane in the center, and Hong
Sa in the north. Dong Ah had reportedly wanted to build
their own transmission line to Chong Mek in Thailand but
may have to use the Southern Lao transmission line being
developed by Austral-Lao Transmission, the developer of
the Xe Kaman 1 Project. This would increase the cost and
reduce Dong Ah’s potential profit from the project.

Problems and Delays Now Plaguing
Project and Dong Ah 

Despite the lack of a power purchase agreement or final
concession contract, Dong Ah went ahead with project
preparation during 1996-98, spending millions of dollars on
infrastructure development. By mid-1997, a total of 45 kilo-
meters of permanent and 9 kilometers of temporary access
roads had been built into the project area. Vehicles and
heavy equipment were brought on-site and a large base
camp near the Xe Namnoi dam site and smaller camps at
the other sites were constructed. These camps can house
over 2,000 workers.1

However, the project has become a victim of the Asian

economic crisis. Dong Ah has not been able to successful-

ly negotiate a PPA with EGAT. EGAT reportedly offered the

very low price of 3.2 cents/KWh, rising slightly after the

first two years, but faced with falling domestic demand for

electricity, EGAT later announced that they will not need

the power from this project until at least 2006.
In February 1998, as the likelihood of gaining a PPA fur-

ther receded, the Lao government reportedly told Dong Ah
to “wait for 2-3 years”2 before proceeding with the project.
Soon after, there were reports that the main Thai construc-
tion sub-contractor for the project had gone bankrupt and
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that Dong Ah had withdrawn all of its personnel from the
site. It appears that Dong Ah may now be completely
abandoning the project. The Lao government reportedly is
now looking for new partners to replace Dong Ah.

C. PROJECT ISSUES AND
ANALYSIS

1. Conflicts of Interest Lead to
Poor Project Decision-Making

The EIA produced by
Electrowatt provided inadequate
information for Lao government
officials to make a sound decision
on the project. Electrowatt, while
conceding that there are no guidelines in place for con-
ducting EIAs in Lao PDR, claimed to follow World Bank
standards in conducting the Xe Pian-Xe Namnoi EIA.3

However, in reality Electrowatt appears to have distorted
information in the EIA in order to present a favorable pic-
ture of the project.

In 1995, Electrowatt hired the Wildlife Conservation
Society to conduct fishery and wildlife surveys of the
project area. While some of the findings and recom-
mendations in the WCS studies were included in the
Electrowatt EIA, others — particularly ones that would
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be economically costly to Dong Ah — were dropped.
Consultants involved in writing the WCS studies were
never allowed to see the final EIA and they were nei-
ther consulted nor informed about the changes to their

reports made by Electrowatt. In
some cases, the exact opposite
of the WCS findings were
recorded in the EIA. None of
the follow-up studies recom-
mended for implementation in
advance of project approval
were ever initiated.

As at Houay Ho, Dong Ah
intended to carry out the con-
struction itself rather than using
international competitive bidding.

As a construction company, Dong Ah may have a self-inter-
est in inflating these costs.

2. Impacts on Local Communities and the
Environment 

Resettlement

The project is already being used as an excuse to reset-
tle eight mostly ethnic Nya Heun villages from the inunda-
tion and watershed areas. All eight villages are being reset-

“At our old village we could fish and
gather food from the forest easily.
Here it is very difficult.  We are short
of food.  We cannot fish around here,
we have to walk about 15 km from
here to find fish.”

Resettled villager from Ban Don Khong interviewed at
Ban Chat San Unit 8, February 22, 1998.
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tled to the Ban Chat San Unit 8 camp at Houay Kong, the
same site used for those displaced from the Houay Ho pro-
ject. According to staff from the Champassak Province
Rural Development Committee, the province’s goal is to
move all people living in both the inundation zone and the
watershed area. Four ethnic Nya Heun villages in Pak
Xong District were moved in early 1997 — Ban Don
Khong, Ban Keo Khunmueng, Ban Nam Leng, and Ban Xe
Namnoi. As of late February 1998, preparations were
underway to move four more villages beginning in May —
Ban Nam Kong, Ban Houay Soei, Ban Nong Panuan (ethnic
Laven), and Ban Houay Chote.

Local officials and village headmen all confirm that this
is a forcible resettlement and that there was no consulta-
tion involved. The villagers were informed by provincial
and district authorities that they must move and they had
no say in deciding where they would go or the design of
the resettlement site. Some observers believe that the
push for resettlement, even given the delay in the project,
relates to the province’s objectives of resettling ethnic
minority people out of upland areas and that the project is
being used as justification for the quick implementation of
this policy in the area (see box 9 on page 60). As reported
in the Houay Ho case study, recent visitors to the Ban Chat
San Unit 8 site have found that conditions for those relo-
cated are appalling.

Dong Ah apparently has not paid for any of this reloca-
tion. Reportedly, resources provided by Daewoo for Houay
Ho have been used to resettle people from the Xe Pian-Xe
Namnoi watershed. Champassak officials have in the past
requested funds from Dong Ah to assist in resettlement but
they are apparently not contractually obligated to do so
and it is unknown whether any funds have been provided.
Local officials have spoken of rumored mismanagement
and “loss” of funds that were supposed to support the Ban
Chat San Unit 8 site.

Loss of Fishing Resources

The 1995 Wildlife Conservation Society fisheries study
predicted that at least 19 villages, and possibly many more,
would lose their fish resources as a result of the project.
Some of these villages get 60 to 80 percent of all their ani-
mal protein from fish. The report’s central recommenda-
tion, not mentioned by Electrowatt in their EIA, was to
drop the Xe Pian dam and diversion from the overall pro-
ject due to the severe damage it would cause to the fish-
eries, wildlife and forests of this rare and valuable area as
well as the impacts that would be experienced on the
lower Xe Pian.4 The report also recommended generous
compensatory water flows to lessen the downstream
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Teetering on the brink of bankruptcy, Dong Ah
Construction Industries, one of Korea’s leading builders, has
been kept afloat by taking out hundreds of millions of dollars
of loans over the last year. Dong Ah Construction Industries is
the remaining part of the beleaguered conglomerate Dong Ah
Group, which was dismantled in May 1998, selling off or merg-
ing all its other affiliates.

Dong Ah is facing a financial crunch because it has failed to
receive payments for overseas construction projects and
because sales of its apartments have been sluggish. In May
1998 the government, concerned about job losses, forced
Korean banks to issue $400 million of emergency loans to the
company.

In addition to the company’s financial woes, Dong Ah has
been plagued by numerous scandals. In October 1994, the
company was responsible for a bridge collapse that killed 32
people during rush hour when some cars plunged into the
Han River in Seoul. In December 1995, the chairman of the
Dong Ah Group, Choi Won-suk was indicted on charges of
bribing former South Korean president Roh Tae-woo. Dong Ah
reportedly provided bribes in excess of $20 million. Despite
these incidents, Dong Ah was awarded a contract to construct
tunnels for the now-canceled Bakun hydroelectric dam. In
1997, the Bakun tunnels collapsed, killing at least 10 workers.

BOX 8
DONG AH:

TROUBLE AT HOME AND ABROAD

impacts in the Xe Pian and Xe Namnoi and it pointed out
the need for a longer-term study before proceeding with
the project in order to assess compensation for villagers.
However, no additional study has taken place and should
the project proceed, these 19 villages will likely be severe-
ly affected.

Loss of Agricultural Lands

A number of villagers, mostly ethnic Oye minority peo-
ple from Ban Lanyao Tai, have had paddy land confiscated
for the access road, powerhouse, and construction camp
areas in Attapeu Province. The construction camp is locat-
ed on what villagers say is sacred land that has been used
for burials and other ceremonies. Reports of the amount
of villager land confiscated vary from 27 ha to 50 ha.
According to provincial officials, the affected villagers
received “a very small amount” of rice in compensation.
They are also to be provided with other substitute land.
However, this land is not developed as paddy and it will be
the responsibility of the villagers to develop it, a process
that will likely take several years. During that time no fur-
ther compensation is planned.

Neighboring Oye villagers interviewed in February 1998
stated that the Ban Lanyao Tai villagers had initially been
promised 500 kip per square meter in compensation for their



land. However, they subsequently received only 200 kip per
square meter. The villagers became very dissatisfied and dis-
cussed the idea of refusing compensation payments and mak-
ing an appeal to the province. A sym-
pathetic provincial official confirmed
this account. Neighboring villagers
suspect the affected people were
pressured into cooperating,by either
provincial or company officials.

3. Compensation and Mitigation

While the Electrowatt EIA makes
reference to the social disruption and
economic losses that will be caused
by the project and notes that signifi-
cant compensation will be required,
at present the developers do not
have any policies in place to address the needs for compensa-
tion or to independently monitor mitigation activities. It is
unclear what responsibility, if any,Dong Ah will take for fund-
ing compensation and mitigation measures. The head of the
Attapeu Province office of STENO stated in February 1998
that as part of the Lao government receiving 35 percent equity
in the project, the government will assume complete responsi-
bility for the resettlement and compensation of affected vil-
lagers.5 Whether or not this is true, the fact that responsible
provincial authorities have this understanding illustrates the
current confusion surrounding these issues.

Local officials discount or downplay concerns about the
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need to compensate villagers for their livelihood losses. In
direct contrast to the conclusions of the WCS report,
Attapeu provincial officials stated that they do not believe

that fishing is important for the
villages in the Houay Pouk area
and that no compensation will be
required. These officials were not
able to say on what basis they
made their assessment and they
seemed to have little appreciation
of the basis of local livelihoods. In
Champassak, provincial officials
claim that the move of the Nya
Heun people to the Ban Chat San
Unit 8 site is a positive one and
will help them become “civilized.”
No acknowledgment is made of
the land shortages, water supply

problems, loss of fisheries, and lack of promised rice aid
from which they are suffering.

4. Destruction of Forests and Loss of Endangered
Wildlife

The project will flood 38 square kilometers of land,
much of which is rare valley-bottom forest that is important
habitat for many endangered animal species.6 Only 140 ha
of commercially attractive trees are believed to be in the
inundation areas. The 1995 WCS wildlife study and the
Electrowatt EIA recommended that no commercial logging

“We were told that if we moved to the
resettlement site, we would be given
enough land to grow crops and also
receive rice for three years.  But we
have not received the rice and the land
is not enough so we have to leave to
find work or look for food elsewhere.
It seems like we will not be able to sur-
vive here.”

Villager from Ban Don Kong interviewed at Ban Chat
San Unit 8 resettlement site, February 22, 1998.

Headquarters for Dong Ah at the Xe Pian site.  Dong Ah has already invested millions of dollars in the project but due to the
regional economic crisis, has not been able to negotiate a power purchase agreement.  Work on the project has now halted.



be allowed as part of clearing the reservoir area. This is due
to the difficulty of monitoring logging companies to ensure
that they remain in their concession area and do not log
parts of the Xe Pian National Biodiversity Conservation
Area. One visitor to the area in early 1998 observed logging
which he was informed was related to the project, but wide-
spread logging has not yet commenced.

The 1995 WCS wildlife survey highlighted the possible
impacts of the project on the Xe Pian NBCA and the poten-
tial loss of many globally and regionally significant endan-
gered bird and animal species.7 In addition to the reservoir
flooding, the survey mentioned concerns over minimal
downstream water flows and the impacts of building roads
in remote areas. The WCS survey acknowledged that many
of the losses would be irreplaceable but also made specific
recommendations for minimizing the impacts such as con-
trols on hunting by project workers, additional studies
before beginning the project, and the appointment of an
independent specialist to monitor adherence to the mitiga-
tion measures. In February 1998, visitors to the power-
house camp site were told by the Korean site manager that
project workers were hunting around the site. He then
invited the visitors to go tiger hunting with him.

D. CONCLUSION

The experience with the Xe Pian-Xe Namnoi Project
points to fundamental flaws in the ways that large infra-
structure projects are being developed in Lao PDR.
Between two and three thousand extremely vulnerable eth-
nic minority people have had their lives severely disrupted
and their economic and cultural well-being threatened
without adequate compensation, all for a project that may
not even be completed. Many kilometers of access roads
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have been built into remote wilderness areas, endangering
the survival of many rare and threatened wildlife species
and making the areas more vulnerable to illegal logging.

With a total project cost of over $250 million for Houay
Ho and an estimated $1 billion plus for Xe Pian-Xe
Namnoi, it is particularly unconscionable that affected vil-
lagers at the Ban Chat San Unit 8 site are not even receiv-
ing their minimal promised rice rations, the total cost of
which would only be a few thousand dollars per month.
The current situation is clearly unacceptable on economic,
ethical and humanitarian grounds.

Hopefully, the delay in moving forward with the project
will give Lao decision-makers some time in which to careful-
ly think out many of the issues raised above. If the project
does go ahead it will be particularly important to ensure
that Dong Ah or any other future developers are obliged to
fully fund the actual costs of all mitigation measures and not
leave these as the sole responsibility of the Lao government.

1 Dong Ah Construction Company Ltd., Welcome to Se Namnoy Site,
Champassak, Lao PDR, 1997.

2 According to a Champassak Province Rural Development Committee
official interviewed in February, 1998.

3 Electrowatt, Xe Pian-Xe Namnoy Hydropower Project Feasibility
Study, Volume II: Environmental Impact Report, Zurich, Switzerland,
June 1995, pp. 1-9.

4 Roberts,Tyson and Baird, Ian, Rapid Assessment of Fish and Fisheries
for the Xe Nam Noy-Xe Pian Hydroscheme in Southern Lao PDR,
Wildlife Conservation Society,Vientiane, Lao PDR, May 10, 1995, p.14.

5 Personal Communication, Mr. Say Song, Director,Attapeu Provincial
office of STENO, February 17, 1998.

6 Wildlife Conservation Society, Results of a Survey of Terrestrial Wildlife
in the Area to be Affected by the Proposed Xe Nam Noy-Xe Pian
Hydroelectric Project,Vientiane, Lao PDR, May 18, 1995, pp.15, 38.

7 Ibid.

Ban Chat San Unit 8 resettlement site.
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The 468 MW Xe Kaman 1 Hydropower Project would be located in eastern Attapeu Province in

the far southeast of Lao PDR on the Xe Kaman River, one of six major tributaries of the Xe Kong

River. The project is being developed by Austral-Lao Power (ALP), a company spun off from HECEC,

a former Tasmanian state-owned company that was privatized in 1996. The project, which is moving

forward despite the lack of a power purchase agreement, is suspected of being a logging scheme in

disguise.

The Ban Pa-am resettlement site is located on a branch of the old “Ho Chi Minh
Trail” and was heavily bombed during the war.  The site is littered with unex-
ploded ordinance, posing a danger to villagers forced to clear their own land.

Xe Kaman 1 Hydropower Project



A. MAIN POINTS OF CONCERN

IRN staff and a researcher visited the project area in
February 1998. Additional information has been gathered
from other recent visitors and independent researchers,
aid workers, project reports, and interviews with officials
and concerned observers in Vientiane and elsewhere. This
investigation found the following main points of concern:

• The project is closely associated with a massive resettle-
ment scheme that aims to depopulate an entire district
of its ethnic minority citizens in order to allow foreign
investors access to the rich natural resources of the area.

• The project, which is moving forward despite the lack
of a power purchase agreement, is in all probability a
logging scheme in disguise. Whether or not the dam is
actually built, ALP stands to gain lucrative revenues
from logging the reservoir and various management and
construction contracts, including the Southern Lao
Transmission Line project.

• If the dam does go ahead, the reservoir would take up
to 7 years to fill without any compensatory flow down-
stream. More than 10,000 Lao citizens living down-
stream would be severely impacted — losing fishing
resources, fresh water supplies, riverbank vegetable gar-
dens and impeding river transportation.

• The process by which ALP gained the concession lacked
transparency and appears to have violated established
Lao government laws and procedures for the granting of
concession agreements for large infrastructure projects.

• The Lao government, as part of its equity share in the
project, may have to assume responsibility for resettle-
ment and compensation costs for thousands of people
living in downstream areas. ALP appears to have little
or no obligation to assist with these costs.

• Severe damage to the Dong Amphan National
Biodiversity Conservation Area, a protected area “of
global importance,” and to the proposed Phou Kathong
NBCA, will occur from the implementation of Xe
Kaman 1 and related development projects in the area.

B. BACKGROUND AND DESCRIPTION 

Xe Kaman 1 was identified as one of three “priority pro-
jects” in a master plan study of the Xe Kong river basin
completed by JICA in 1995. If built, the 468 MW project
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would be a 187 meter concrete-faced rockfill dam, the sec-
ond highest of its type in the world. The estimated cost of
the project, excluding the transmission line, is approxi-
mately $500 million dollars.

A related project, for which ALP also has the concession,
is the Southern Lao Transmission System Project. This
would entail building a high capacity electrical transmission
line from Savannakhet to Thailand. All future hydropower
projects built in southern Lao PDR would be required to
use this line for transmitting electricity to Thailand.

The project is located in a remote area of Xansay District
in Attapeu Province, close to the Viet Nam and Cambodian
borders, and near to the wartime Ho Chi Minh Trail. The Xe
Kaman River is an important tributary of the Xe Kong River,
entering it at the Attapeu provincial center. The Xe Kong
flows on into Cambodia and eventually joins the Mekong
River, providing 20 percent of its flow at their confluence.

The dam project was part of an April 1994 MoU signed
between the GoL and Tasmania’s state-owned Hydro-Electric
Commission Enterprises Corporation (HECEC). At that time,
HECEC received strong support from the Australian govern-
ment and their embassy in Vientiane.1 In June 1995 a sup-
plemental MoU was signed between the two parties giving
HECEC a 75 percent share and the Lao government 25 per-
cent. Delays then occurred as HECEC went through a
process of privatization, being sold to some of its top execu-
tives and split into two companies. One of these compa-
nies, Austral Lao Power (ALP), gained the development
rights to Xe Kaman and the Southern Lao Transmission
System Project while the other, HECEC Australia Pty Ltd, is
involved in hydropower consultancy work.

ALP is a management company but has formed a con-
sortium using the title “Austral Lao Power Private Limited
Company.” Until recently, the largest shareholder in this
consortium was Idris Hydraulic, a Malaysian logging com-
pany, with a 35percent ownership share. Idris dropped
out of the project in early 1998, reportedly due to financial
problems related to the Asian economic crisis. Three Thai-
based companies are believed to split a 35percent stake
and the Lao government retains a 25percent stake. ALP
itself holds only 5percent but retains the management con-
tract for the project. It is unclear who has taken up Idris’
stake in the project.

It is not known how ALP have been bankrolling their
operation. ALP staff claim that they have financing
through the London-based Hong Kong-Shanghai Banking
Corporation for the dam itself and for guarantees, but this
has not been confirmed.

In November 1994, the Tasmanian consulting firm
Gutteridge, Haskin and Davies (GHD) produced a draft
Initial Environmental Examination of the Xe Kaman 1



Resettlement site near Ban Pa-am for the first group of villagers
resettled for the Xe Kaman 1 project.

and the Southern Transmission Project. This report was
put together in a short time mainly based on a few heli-
copter flights over the project area. A series of Environ-
ment and Society reports have subsequently been pre-
pared by GHD but no detailed EIA has yet been completed
for the project. GHD is reportedly due to complete the
EIA by sometime during 1999. Despite this, and the lack
of a power purchase agreement, a concession agreement
between the Lao government and ALP was signed on
November 15, 1997. ALP received the rights to build and
operate the Xe Kaman project and the Southern Lao
Transmission line on a 30 year BOT basis as well as exclu-
sive rights to log the Xe Kaman reservoir.

According to ALP literature, HECEC Australia is still
involved in the project as a hydrology consultant.2 The
Brazilian firm Compania de Projetos e Obras (CBPO) has
reportedly been engaged by ALP as the main construction
sub-contractor. The Australian construction company John
Holland was to have been a partner with CBPO but they
have reportedly now dropped out of the project.

Resettlement has already commenced in both the
watershed and inundation zone and preparations for log-
ging and road building are underway. As of April 1998, no
construction work had yet started. However, ALP has
established a project office at the Attapeu provincial cen-
ter and is engaged in survey and preparation work at the
site. A new ferry slip has been built for crossing the Xe
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Kong River at Attapeu in order to handle the large increase
in truck traffic expected during the logging of the reser-
voir and construction of the dam. Improvements of the
road to the construction site and reservoir area have now
begun. Wide scale logging does not appear to have started
as of yet although survey and preparation work for logging
is ongoing. According to ALP staff in Attapeu, logging will
begin “very soon.”3 Timber extraction for 1998 was
planned for 10,000 to 12,000 cubic meters, initially com-
ing from areas cleared for roads and construction sites.
ALP reportedly has a trial contract for 6,000 cubic meters
of wood with the same Thai company that logged Houay
Ho and will be able to log through the rainy season.

C. PROJECT ISSUES AND ANALYSIS

Serious questions exist about the Xe Kaman 1 Project

which raise doubts about ALP’s agenda and whether the

project is in the best interests of the country. The

approval process has been so flawed and the conflicts of

interest so obvious that even many supporters of

hydropower development in Lao PDR — within and out-

side of the government — privately express their dismay

with it. Sources within Electricité du Laos and the

Hydropower Office suspect that the venture is mainly an

excuse for logging and doubt whether ALP intends to go

ahead with the actual dam construction.



1. Granting of Concession Agreement

Lao regulations for the granting of hydropower concessions
state that an EIA (which also addresses resettlement and socio-
economic issues) must be prepared by the developers and
approved by STENO,the Ministry of Agriculture and Forestry,
the Hydropower Office,and the Ministry of Finance before a
project development agreement and
concession is granted.4 This enables
the Lao government to make a more
informed decision on project
approval and better negotiate mitiga-
tion measures with the developer.5

ALP’s EIA for Xe Kaman is not
even scheduled to be completed until 1999. However, in
November 1997, the Foreign Investment Management
Committee (FIMC) signed the concession agreement with
ALP. The unusual process of approval for Xe Kaman has dis-
turbed many Lao and foreign observers in the country and
raised suspicions about how ALP managed to sign a conces-
sion agreement without following established procedures.
Dissatisfaction with the process includes many within the
Lao government at both the provincial and central levels.

2. The Logging Agenda

The military logging company DAFI has reportedly estimat-
ed that there are 2.2 million cubic meters of standing timber
in the area, the value of which is $190 per cubic meter.
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Attapeu Province officials have estimated there are
420,000 cubic meters of timber in the inundation area. It is
unknown which is the correct estimate. Much of this is old
growth primary forest which has never before been commer-
cially logged. The forest includes a wide variety of tropical
hardwood trees “many hundreds”6 of years old. According to

a 1995 study of the Xe Kaman area
by the Protected Areas Division of
the Department of Forestry, “it will
be next to impossible to mitigate the
loss of the regionally valuable forests
and wildlife habitat which will be
submerged if the Xe Kaman 1 pro-
ject goes ahead.”7

Several signs point to the likelihood that Xe Kaman is
primarily a logging venture and that ALP will end up log-
ging the reservoir area whether or not the Xe Kaman dam
goes ahead:

• This is believed to be the first concession agreement in
Lao PDR to grant the developers the rights to the tim-
ber in the indundation zone.

• Preparation for logging is already underway and logging
is scheduled to start without a power purchase agree-
ment or project financing in place.

• Hydrological analysis of the Xe Kaman catchment indicates

“It is true that we worry that this may
be a logging project in disguise.”

EdL official, Vientiane, March 1998.
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Recent arrivals to the Ban Pa-am resettlement site must clear their own land.

that the planned reservoir size is too large for the volume
of water available. The reservoir would take 5 to 7 years to
fill, and once the turbines went into operation, the reservoir
would never again reach its full supply level. ALP’s propos-
al for a 468 MW dam is much larger than what JICA and
the ADB-funded Se Kong-Se San
and Nam Theun River Basins
Hydropower Study rated as appro-
priate for the site (255 MW).
Many observers believe the higher
dam proposed by ALP is a ploy to
create a larger estimated inunda-
tion area, thereby increasing the
size of ALP’s logging concession.

• A clause in ALP’s concession
agreement requires them to keep
money in escrow to reimburse
the government for the environ-
mental damage caused by logging if the dam is not built,
indicating developers and the government believe there
is a reasonable likelihood that the dam will not be built.

• The Malaysian logging company Idris Hydraulic was to
be a major ALP partner. Their main interest in backing
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Xe Kaman was almost certainly the potential lucrative
logging revenues.

While ALP’s actual intentions remain unknown, it is

clear that the concession granted to them sacrifices some

of the most valuable old-growth

forest conservation areas in the

country without providing any

guarantees that benefits will

accrue to Lao citizens or the Lao

government.

3. Resettlement

There are large discrepancies in
the figures given by ALP, provincial
officials, and other reports con-
cerning the number of people
who will have to be resettled due
to the project. In their public pre-

sentations, ALP has stated that 812 people living in nine
villages will have to be moved. In February 1998, the
director of the Attapeu Province Rural Development
Committee (APRDC), which has direct responsibility for
the resettlement, stated that 412 families living in 13 vil-

“We were told that if we came down to
this place we would be provided with
many kinds of assistance such as land
clearing, housing, water supply and
others.  Now we are told that the gov-
ernment has no budget to help us.  The
others who are supposed to move here
are now reluctant to come but are
being told they should come anyway.”

Recently resettled villager at the Ban Pa-am resettlement
site, February 18, 1998.



lages, a total of 2,472 people, will have to be moved.8

These are almost all midland Lao Theung people, mainly of
the Alak,Taliang, and Yae ethnic groups. Many are in a vul-
nerable situation as they have had very limited contact
with the market economy or lowland Lao culture.
Villagers interviewed as part of the 1995 Protected Areas
Division study did not want to move out of the watershed.
They are currently able to find enough to eat and worry
that if moved, their access to land, river and forest
resources will be greatly reduced.9

In their public relations efforts, ALP has claimed they
will use “world class standards” for mitigating the social
and environmental impacts from the project. However, as
recently as February 1998, with resettlement already
underway, the director of the APRDC did not know what, if
any, responsibility ALP will have in paying for resettlement
costs. He said this is still under negotiation and did not
know whether this was included in the concession agree-
ment. The understanding of other provincial officials,
including the director of STENO, is that the Lao govern-
ment will have full responsibility for all resettlement. This
would be in accordance with earlier claims by HECEC that
it would be the responsibility of the Lao government to
relocate people from the reservoir area.10

Aid workers familiar with resettlement in Lao PDR and
the situation in Attapeu believe it is unrealistic to expect
that the Lao government will have the resources to proper-
ly compensate and resettle villagers for a project of this
size. A visit in February 1998 to a resettlement site con-
firmed that inadequate resources are available and that
resettlement is proceeding under very poor conditions.

A site for 50 families has been designated adjacent to
the existing Ban Pa-am village, approximately nine kilome-
ters below the dam site. Twenty families have been
brought to the site so far, mostly from the area close to the
current Xansay district headquarters. The area is sec-
ondary forest alongside a seasonal stream that has little dry
season flow. No assistance with land clearing has been
provided: the people were given the land and told to work
on it themselves. This is particularly problematic as the
site, located right on the old Ho Chi Minh Trail, is believed
to be strewn with unexploded ordinance (UXO). Despite
a nationwide program to identify and remove UXO from
areas such as this, no assistance is being given, forcing
those resettled to risk their lives as they clear land for their
houses and gardens. All that has been provided to the relo-
catees are some roofing materials.

While relocatees are supposed to be given access to
cultivation land, there is no suitable land available any-
where nearby. Many villagers at Ban Pa-am, who them-
selves moved to the area as much as 20 years ago, report
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that they must walk more than one hour to reach their
wetland rice fields. No funds have been made available to
provide access to drinking water and the villagers must get
water from the stream. Villagers at the site were disillu-
sioned and said they did not want their relatives to join
them unless they received more assistance. They were
also worried about the amount of agricultural land avail-
able. They had been told that the project would provide
assistance with all their needs and with land appropriate
for paddy production. They agreed to move on that basis
but now find that no funds or appropriate paddy land
have yet been allocated to assist them.

A consultant team looking at social and environmental
issues relating to hydropower development for the Se
Kong-Se San and Nam Theun River Basins Hydropower
Study was told at a provincial briefing in September 1997
that 233 families who had been living in the Xe Kaman
watershed area were moved in 1996 and 1997 to the sites
of Ban Dat Saeng and Ban Po, also without any assistance
from ALP. The team’s trip report was highly critical of this
resettlement, remarking that “the fact that these people
have been moved well in advance of even a contract to
build any hydropower facility at Se Kaman 1 suggests that
an instance of ‘pre-emptive population removal’, a practice
frowned on by the International Development Banks, is
underway.”11 

The quality of the other proposed resettlement sites for
those to be moved from the Xe Kaman watershed appear
to be extremely poor. They are located in areas where cur-
rent residents already complain about a shortage of arable
land. Access to fresh water is limited. Visitors who have
observed these sites believe it is unlikely that relocatees
would be able to maintain a standard of living anywhere
approaching what they currently have, even if substantial
outside investment was made in the sites — something
that appears unlikely.

4. Other Socio-Economic Impacts

There are more than 10,000 people, mostly of lowland

Lao, Lave and Kaseng ethnic groups, living along the banks of

the Xe Kaman downstream from the project site, plus many

thousands more who live further away but still use the river

on an occasional basis. GHD’s initial environmental examina-

tion made almost no mention of negative impacts on down-

stream areas should the dam be built.13 Their subsequent

First Environment and Society Report acknowledges that

there will be impacts but is vague in quantifying them or in

suggesting concrete compensatory measures.14 

The report by the Protected Areas Division of the
Department of Forestry notes that most local people in the



area derive a majority of their protein from fish and that
many also rely on fishing for cash income. This report pre-
dicts severe impacts on the livelihood of people living along
the Xe Kaman downstream from the dam if it is built.15

It will reportedly take seven years
to fill the reservoir once the dam is
closed,during which time there will
be almost no downstream flow.16

While this period will be particularly
damaging, the negative impacts are
likely to continue to be severe in sub-
sequent years as fish migration is
blocked and water levels in the Xe
Kaman River are permanently altered.
The consultants for the Se Kong-Se San and Nam Theun River
Basins Hydropower Study state that “if this dam were to be
built, it would regulate 10 percent of the drainage of the
whole of the Se Kong Basin,and cause very severe dry season
flows as far downstream as the junction with the Mekong.”17

To date, there has been no serious attempt to assess the
economic value of the expected losses or to determine
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how local people to be impacted by the project should be
properly compensated. Indeed, it is unlikely that compen-
sation could even begin to account for the great losses
that will be experienced by villagers living downstream of

the project. If this situation is not
addressed before construction
commences, local citizens will in
effect end up subsidizing the pro-
ject’s foreign investors.

5. Impacts on Wildlife
Conservation

Implementation of the Xe

Kaman 1 hydropower project is

likely to have a serious impact on one of the most remote

remaining wilderness areas in mainland Southeast Asia. In

addition to the Dong Amphan NBCA, located south of the

Xe Kaman River, parts of the proposed Phou Kathong

NBCA, located to the north of the Xe Kaman River, will

also be inundated.

The nationwide policy for internal resettlement of mostly ethnic minority people out of highland areas is causing increasing interna-
tional concern. In the mid-1990s, the Lao government announced plans to stop shifting cultivation by the year 2000 through stabilizing
agricultural systems and resettling shifting cultivators — mainly ethnic minority people — out of upland areas. Such resettlement has
been carried out to varying degrees in post-revolutionary Lao PDR for many years, often due to security concerns. However, the policy
to stop shifting cultivation by the year 2000 requires a massive increase in internal resettlement, possibly affecting more than 800,000
people, a fifth of the country’s population. While many observers acknowledge that these goals are unrealistic, based on false assump-
tions, and beyond the capacity of the country, a substantial amount of resettlement is taking place.

Some observers liken the internal resettlement push in Lao PDR to the 1800s in North America and Australia when European set-
tlers, coveting the land and natural resources traditionally used by Native or Aboriginal people, forced them onto reservations lacking
basic resources. In Lao PDR, the upland areas which form the traditional homelands of many minorities are increasingly coveted by Lao
urban elites and their foreign investment partners due to the potential for natural resource exploitation. As it was in an earlier era in
North America and Australia, such resettlement is justified with rhetoric that promises great benefits for those resettled, including mod-
ernization, access to health and education and “civilization.”

Resettlement for the Xe Kaman project is occurring in the context of sweeping resettlement plans that Attapeu Province officials
have for Xansay and Phouvong Districts. Provincial officials speak openly of a plan to resettle the ethnic minority people from most of
the 46 villages of Xansay District so that the area can be leased out to foreign corporations for plantations, logging, the Xe Kaman pro-
ject, mining, and other resource extraction activities. The only villages that would be allowed to remain in the upland watershed would
be those living beside prospective construction and industrial projects that would need a source of cheap labor. Observers familiar
with the situation in the province, as well as resettlement occurring elsewhere in Lao PDR, believe that this course of action could lead
to a human rights disaster.

A recent report issued by UNDP/UNESCO notes that such resettlement has often been poorly planned and implemented, resulting in
a severe decline in living standards for those resettled. Adequate resources to implement the policy are lacking and problems have
included deteriorating food security due to a shortage of agricultural land, the loss of access to forest and river resources, an inadequate
water supply, and health concerns. There have also been problems of “cultural disruption” as people are taken out of their traditional
homelands and forced into the lowland market economy. Some villages have experienced up to a 30 percent mortality rate following
resettlement.12 In neighboring Xe Kong Province, officials are reportedly reassessing this policy. In Attapeu, however, the push for reset-
tlement is accelerating.

The inhabitants of the Xe Kaman watershed are indigenous peoples including Taliang, Alak, and Yae communities. All of these com-
munities are upland, forest-based peoples whose deep knowledge of local biodiversity and forest ecosystems could readily be adapted
and employed in the use of biodiversity conservation and watershed management within Xe Kaman catchment.

BOX 9: Internal Resettlement in Lao PDR 

“We come here to fish everyday.  We
eat fish everyday and can sell some in
the market for income.  If the fish dis-
appear because of the dam we will
have a great difficulty.”

Villager fishing in Xe Kaman River at Xaisetta District
town, February 18, 1998.



Dong Amphan NBCA is considered by wildlife and con-
servation experts to be one of the most important of the
18 NBCAs in Lao PDR. Dong Amphan and adjacent areas
are home to many globally threatened or endangered ani-
mal species including tigers and other large cats, ele-
phants, bear, sambar deer, otters, various primates, and
many bird species. Xe Kaman 1 would flood the Xe
Kaman lowlands and its extensive tracts of old growth
evergreen and semi-evergreen forests including the area of
greatest conservation value in the entire Dong
Amphan/Phou Kathong area.18 There will be no way to
mitigate the loss of this forest. The 1995 Protected Areas
report predicts that reduced fishing stocks downstream
from the dam will have harmful impacts on food supply
for the endangered Irrawaddy dolphins, which live further
down in the Xe Kong and Mekong and have been known
to migrate up into the Xe Kaman.

Other impacts can be expected from opening up access
to this previously inaccessible and remote area. This may
include illegal logging and hunting, an influx of migrants,
and other development projects related to the dam pro-
ject. One such project has already been approved. In
March 1998 the Vientiane Times reported that a Thai log-
ging company, Santisouk Forestry, would build a road from
the Xe Kaman dam site to the Vietnamese border. This
road would pass right through the Dong Amphan NBCA.
After building the road, and presumably logging extensive-
ly along the route, the company will bill the Lao govern-
ment $10 million for providing this “service.”

D. CONCLUSION

The process and structure of the Xe Kaman concession
appears to have left Lao PDR vulnerable to actions by ALP
and its backers that would not be in the country’s best
interest. ALP appears to have more interest in the value of
the logging and management contracts and their ability to
maintain a key dealmaker role — parceling out construc-
tion and supplier contracts on a murky and non-transpar-
ent basis — than in the project’s long term profitability as
a hydropower scheme.
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Resettlement has started and is taking place at great risk
to the livelihoods of those relocated. It is unlikely that the
developers will properly fund mitigation measures includ-
ing compensation for people resettled or otherwise
impacted by the project. For some impacts, such as the
damage to the Dong Amphan NBCA, and the livelihoods of
downstream communities, no mitigation will be possible.

The experience to date with Xe Kaman 1 demonstrates
that the current development process is leading to the
approval of projects that are not in the best interests of
either local people in the area or the country as a whole.

1 “Xe Kaman 1 hydroelectric dam:Very Private”, Watershed,Vol. 3, No.
2, November 1997-February 1998, p.47.

2 Based on ALP brochure examined by IRN staff at ALP office in Attapeu
in February 1998.

3 Personal Communication, Mr. Phouvong Thammavongsa,ALP
Administrative and Technical Manager in Attapeu, February 20, 1998.

4 Lao Peoples’ Democratic Republic, The Electricity Law, Effective
August 29, 1997 and Prime Minister Decree on Environmental
Protection,Article 9.

5 UNDP/UNESCO, Basic Needs for Resettled Communities in the Lao
PDR,Vol. 1,Vientiane, June 1997, p.55.

6 Personal Communication, Mr. Sisavanh, Director,Attapeu Province
Rural Development Committee, February 16, 1998.

7 Protected Areas Division, Investigation of the Xe Kaman and Xe
Xou Rivers, Department of Forestry,Vientiane, January 1995, p.15.

8 Personal Communication, Mr. Sisavanh, Director,Attapeu Province
RDC, February 16, 1998.

9 Protected Areas Division, op cit.

10 Coleman, Misha:“Tasmanian dam-builders in Lao PDR:A profile of
HECEC,” Watershed,Vol. 2, No. 1, Jul-Oct. 1996, p.46.

11 Dennis, John, Field visit to the Se Kong Basin, September, 1997:
Summary of sociological findings, for the Se Kong-Se San and Nam
Theun River Basins Hydropower Study,Vientiane, Lao PDR, October 9,
1997, p.8.

12 UNDP/UNESCO, op cit, pp.22-35.

13 Gutteridge, Haskins & Davey Pty. Ltd, Initial Environmental
Examination of the Xe Kaman No. 1 and Southern Transmission
Project, Hobart, November 1994.

14 Gutteridge, Haskins & Davey Pty. Ltd., First Environment and Society
Report, Hobart, June 1996, p. 46.

15 Protected Areas Division, op cit, p. 10.

16 Sir William Halcrow and Partners, Se Kong-Se San and Nam Theun
River Basins Hydropower Study — Initial Environmental
Examination,Asian Development Bank, Manila, 1998, p.3-12.

17 Ibid.

18 Davidson, Peter, et al., A Wildlife and Habitat Survey of Dong
Ampham NBCA and Phou Kathong Proposed NBCA, Attapu
Province, Lao PDR,Wildlife Conservation Society,Vientiane, 1997.
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Chapter 8
Hydropower Development 

in Lao PDR 
A Flawed Process in Need of Reform



The case studies detailed above represent a broad cross-
section of hydropower development in Lao PDR. There
are some similar and very fundamental problems with all
of the projects. Some of the key issues include:

A. RESETTLEMENT 

Hydropower is increasingly being used as a pretext to
resettle ethnic minorities from upland areas to lowland
areas, in keeping with the government’s policy of resettling
shifting cultivators by the year 2000. Anticipatory resettle-
ment is occurring in many watersheds and inundation
zones, long before it is certain that a dam will be built.

The GoL’s practice of resettling shifting cultivators
demonstrates a lack of understanding of the highly sophis-
ticated rice cultivation techniques of these people. As the
consultants in the Se Kong-Se San and Nam Theun River
Basins Hydropower Study have recognized,

“The lack of appreciation of the ecological and social roles, and

the complexity, of true traditional swidden cultivation, despite

its vital economic role within these mountain states,is a concern

. . . The practise of moving people out from future hydropower

scheme catchments,as advocated by some,appears to be based

on a lack of appreciation of the role of upland agriculture in the

current dynamics of these watersheds, and incapacity to visu-

alise what will happen after not only the ecologically dramatic

instrusion of a hydropower installation into formerly dynamical-

ly stable locations, but also uninformed intervention into the

human ecology of the area.”1

While the country’s overall population density is low,
almost no spare arable land exists and opportunities for cre-
ating new farmland, even with substantial investment, are
very limited. The general policy of stabilizing shifting culti-
vation is already putting increased pressure on lowland
areas. Hydropower projects flood large areas of lowland val-
leys and finding acceptable alternative locations for those
displaced is increasingly problematic. The budget con-
straints of the Lao government preclude investment in reset-
tlement programs at anything approaching what would be
required to meet the most minimally acceptable internation-
al standards for resettling large numbers of people.

In any event, forced resettlement has an extremely poor
record globally. In almost all of the resettlement opera-
tions for which reliable information is available, the majori-
ty of people have ended up with lower incomes, less land
than before; fewer work opportunities, inferior housing,
less access to the resources of the commons, poorer nutri-
tion, and impaired physical and mental health.2

At Houay Ho, Xe Pian-Xe Namnoi, and Xe Kaman 1,
resettlement is taking place under very poor conditions,
causing hardship and suffering for the ethnic minority
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groups who have been forced to move. A lack of arable
land and fresh water supplies, coupled with an unfamiliari-
ty with wet rice cultivation and separation from ancestral
lands, has resulted in food shortages and increased rates of
morbidity and mortality for those resettled.

The costs of resettlement and other compensation is
typically included as part of the Lao government’s equity
contribution to a hydropower project. Due to budget con-
straints and differing priorities, however, resettling and
compensating local people will invariably be inadequately
funded, resulting in deteriorating standards of living. This
has already been demonstrated at the Houay Ho, Xe Pian-
Xe Namnoi, and Xe Kaman project sites. The Theun-
Hinboun case also demonstrates that it is ill-advised to
limit the liability of the private developers for sharing in
the true costs of project mitigation. The local people end
up bearing the costs themselves as the Lao government is
unable or unwilling to allocate sufficient resources to pro-
vide proper compensation.

B. INADEQUATE COMPENSATION 

Hydropower projects in Lao PDR are proceeding with-
out adequate efforts to document the livelihoods of peo-
ple living downstream and upstream from the dam site
prior to construction nor to provide for sufficient compen-
sation for livelihood losses occurring as a result of the
dam. These impacts have been best documented in the
Theun-Hinboun case study, where villagers reported sub-
stantial declines in fish catches, flooding of vegetable gar-
dens, transportation difficulties and freshwater shortages.
In this case, as the project was a trans-basin diversion
scheme, villagers were affected in three different areas:
downstream from the dam site in the Theun-Kading river
basin, in the headpond (reservoir) area, and in the Nam
Hai/Nam Hinboun, where the water is diverted after going
through the power house.

These impacts will be common to all trans-basin diver-
sion schemes, and different impacts will be experienced
by non-diversion schemes. In the case of the Xe Kaman 1
project, should it go ahead, downstream villagers will be
left without access to water for seven years while the
reservoir is filling. When the dam is in operation, villagers
will be subjected to wildly varying water levels in the river
according to dam operation times.

What is certain is that in all hydropower projects in Lao
PDR, wild fisheries will be severely affected. The Mekong
River Basin is home to one of the most biologically diverse
populations of freshwater fish in the world, second only to
the Amazon. Many species are highly migratory, undertak-
ing seasonal migrations within the mainstream, and
between the mainstream and its tributaries. Fish are of



crucial importance to the means of livelihood security and
economy of local communities, and a major source of
dietary protein for people in Lao PDR.

A dam obstructs the migration of fish species, and may
destroy fish populations in both the tributary on which it
is constructed, as well as in the Mekong River. It is simply
not possible to mitigate these impacts, as demonstrated in
the case of the Pak Mun dam in Thailand, where a $1 mil-
lion fish ladder has proved ineffectual.

Failure to ensure that private developers are held
responsible for paying their fair share of the compensation
costs of a project means that the Lao government, or local
communities, will end up subsidizing private developers.
These costs could be significant, further impairing the eco-
nomic viability of a dam project. It is also important to
recognize that compensation will never substitute for an
unobstructed riverine ecosystem.

C. UNRESTRICTED LOGGING AND ACCESS TO
PROTECTED AREAS

Hydropower projects are being used as a pretext for
logging of reservoir areas, long before a decision to build a
dam has actually been made. In the case of Nam Theun 2,
the military-run logging company, the BPKP, has logged
more than one million cubic meters of timber on the
Nakai Plateau to clear the reservoir area even though the
dam may never be built. Dam proponents now justify
building the project on the basis that the Nakai Plateau is
so degraded from logging that it is not worth saving. At Xe
Kaman 1, all indications are that the dam may never be
built, and that the project is in fact an elaborate logging
scheme in disguise. In this case the Lao government is
foregoing lucrative logging revenues in anticipation of
future proceeds from electricity sales that may never even-
tuate. Meanwhile, some of mainland Southeast Asia’s last
remaining tropical rainforest, together with an array of rare
and endangered species, may be sacrificed.

The construction of roads and bridges into previously
remote areas also facilitates increased hunting and logging.
This is of particular concern as many hydropower
schemes are often situated in protected areas of high con-
servation value. As described in the Se Kong-Se San and
Nam Theun River Basins Hydropower Study, “Forest
resources, as roads are built, change from being a common
resource with direct benefits largely for local communities
to an open access resource which outsiders quickly appro-
priate, often displacing local access to a large extent.”3 The
lack of laws recognizing the rights of these communities
to the forests results in further impoverishment of upland
forest dwellers, who increasingly need to compete with
outsiders for limited resources.

Chapter 8

64

D. ENVIRONMENTAL IMPACT ASSESSMENTS:
A MUCH ABUSED TOOL 

At present the Environmental Impact Assessment (EIA)
is the main tool available to Lao government decision-mak-
ers to ensure that all of the social and environmental costs
of a project are known and accounted for. EIAs in Lao
PDR are carried out by hydropower consultancy compa-
nies with vested interests in ensuring that the project pro-
ceeds, mainly because they stand to gain further lucrative
contracts once the project goes ahead. In Lao PDR, as in
many other countries, the process of conducting EIAs is
flawed in several fundamental ways:

• Inappropriate objectives: EIAs are prepared late in the
process of project approval, well after a project MoU
has been signed and, in many cases, logging of the inun-



dation area has already begun. This often makes a pro-
ject a fait accompli before an EIA assesses its social and
environmental costs.

• Capacity constraints: Within the country, there is insuf-
ficient capacity to critically review EIAs, which are high-
ly complex documents, always produced in English, and
rarely translated into Lao.

• Limited Scope: The initial EIAs produced in all six pro-
jects examined in this report have downplayed or
ignored the impacts that the project is likely to have on
the livelihoods of people living downstream of the pro-
ject sites. They have also failed to look at the cumulative
impacts of developing multiple projects in the same
river basins. This allows developers to externalize costs
that should be a fundamental part of the project’s costs.

• Lack of public consultation: EIAs are produced without
meaningful public awareness or input. Not only local
citizens, but local officials at the provincial and district
level, are left out of the process. This is contrary to
widely accepted international principles and the regula-
tions of almost all international donors and the multilat-
eral development banks.
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• Lack of Monitoring and Enforcement: Even when EIA
documents do make specific recommendations, the
developers are not obliged to follow them and often do
not. While particularly blatant in the cases of Xe Pian-Xe
Namnoi and Houay Ho, this has been a problem common
to other hydropower projects and it will likely remain a
serious concern as future projects are implemented.

• Consultant conflicts of interest: Companies hired to pro-
duce EIAs (as well as other assessments, evaluations and
studies) almost always have conflicts of interest and “pro-
project”biases which make it difficult or impossible for
them to produce credible documents. In many cases the
consultants have a direct interest in seeing a project move
ahead through either ownership structures or because
they stand to benefit from management and other techni-
cal contracts. This has been the case with Norconsult at
Theun-Hinboun, and with Lahmeyer and Sogreah at Nam
Leuk. Invariably, these firms provide unrealistically posi-
tive portrayals of the projects — omitting crucial informa-
tion and ignoring or downplaying concerns about the
potential negative impacts of projects. While this problem
is not unique to Lao PDR, other countries have more
established systems for open review of EIAs, ensuring at
least some public scrutiny of the work of consultants.

Villagers clearing their own land at Ban Pa-am resettlement site, Xe Kaman 1 project.



E. LACK OF APPROPRIATE REGULATION

At present, the same institution, Electricité du Laos
(EdL), is investing as a partner in joint venture BOT
hydropower projects and is also responsible for regulating
these projects. The financial interest that EdL has in maxi-
mizing profits from projects in which they are joint venture
partners creates a conflict of interest with their role as reg-
ulator. This places a constraint on EdL’s ability to negotiate
a risk allocation which is in the best interests of the
Government and Lao PDR. In northern — and increasingly
in developing — countries these roles are generally separat-
ed through the creation of an independent regulatory body.

An independent regulatory agency should have the
capacity to establish and enforce licensing and environ-
mental assessment procedures. Gráinne Ryder of Probe
International has suggested that in order to promote sound
investment decisions, a rigorous environmental assessment
and licensing procedure be enshrined in law so that com-
pliance with its requirements — i.e. time frame, standards,
and procedures for compensation — are legally enforce-
able. She recommends that, at a minimum, such a licens-
ing process would include:

• early and effective public notification to allow incorpo-
ration of public views and to ensure public scrutiny of
the developers’ proposal;

• access to information, in the relevant languages, con-
cerning the undertaking;

• public participation in the hearing process;

• consideration of the “no-go” option, that is, the conse-
quences of maintaining the status quo;

• the right to review a decision;

• the rights of those most affected to have the greatest
say in the final decision; and

• the right to legal remedies if damages occur.4

It is clear that more work needs to go into developing a
regulatory regime for Lao PDR that is fair, efficient and
ensures the greatest possible benefits for the Lao people.
Continued unregulated development will only cause fur-
ther problems along the way.
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F. CONCLUSION

The economic uncertainty of hydropower in Lao PDR,
coupled with the significant impacts that such schemes are
having on the economy, environment and people of Lao
PDR, point to the need for a fundamental rethinking of the
country’s economic development strategy. There is clearly
a need for a reassessment of the best use of the scarce
financial and human resources in the country, including the
benefits from possible investments in areas such as
tourism, agriculture and non-timber forest products as alter-
natives to hydropower. The fact that such an assessment
has never been done points to the one-sided advice of the
World Bank, ADB and other development agencies.

Far-reaching reforms are needed in order to ensure
that any future hydropower development in Lao PDR is
in the best interests of the country as a whole. Initiating
such a process of reform will require substantial political
will on the part of Lao decision-makers and the inclusion
of people within the country that until now have been
unable to participate in the hydropower debate. In the
meantime, it is irresponsible of the Asian Development
Bank, the World Bank, and other donors to be pushing
ahead with the funding of individual hydropower pro-
jects as “aid” in Lao PDR.

Firms proceeding with private financing also need to be
challenged. As almost all Lao hydropower projects require
some level of concessionary financing, projects completely
privately funded have invariably involved either bad deals
for the Lao government or hidden agendas on the part of
the private developers.

Rather than being an obstacle, the slowdown in the devel-
opment of hydropower in Lao PDR, brought about by the
Asian economic crisis, can be seen as a window of opportu-
nity for the Lao government and the donor community to
reconsider the problems with the current path of hydropow-
er development and to initiate changes. A means of properly
addressing the above problems through a process of funda-
mental reform is needed to ensure a more sustainable and
just path to future development for the people of Lao PDR.

1 Sir William Halcrow and Partners, Se Kong-Se San and Nam Theun
River Basins Hydropower Study — Initial Environmental
Examination,Asian Development Bank, Manila, 1998, p2-2

2 McCully, P., Silenced Rivers:The Ecology and Politics of Large Dams,
Zed Books, London, 1996, p.77

3 Halcrow, op cit, p2-30.

4 Unpublished paper by Gráinne Ryder, The Theun-Hinboun Public-
Private Partnership in Lao PDR: Regulatory Failure and
Recommendations for Reform, Probe International, Canada,1998.
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Abbreviations and Acronyms

ALP: Austral-Lao Power Company
ADB: Asian Development Bank
APRDC: Attapeu Province Rural Development 

Committee
BOT: Build, Operate,Transfer.
BPKP: Bolisat Phattana Khet Phoudoi 

(Mountainous Areas Development Company)
CCGT: Combined Cycle Gas Turbine
CWE: China International Water and Electric Company
EdL: Electricité du Laos
EdF: Electricité de France
EGAT: Electricity Generating Authority of Thailand
EIA: Environmental Impact Assessment
EMCO: Environmental Management Committee Office
EVN: Electricity of Viet Nam
GDP: Gross Domestic Product
GHD: Gutteridge, Haskins and Davey Co Ltd.
GoL: Government of Lao PDR
HECEC: Tasmanian Hydro-Electric Commission 

Enterprises Corporation
IBRD: International Bank for Reconstruction and 

Development
ICB: International Competitive Bidding
IDA: International Development Association
IFC: International Finance Corporation
IPP: Independent Power Producer
IRDP: Integrated Rural Development Program
IRN: International Rivers Network
IUCN: International Union for the Conservation of 

Nature
JICA: Japanese International Cooperation Agency
Km: Kilometer
KWh: Kilowatt hour

Lao PDR: Lao Peoples’ Democratic Republic
MDB: Multilateral Development Bank
MoAF: Ministry of Agriculture and Forestry
MoU: Memorandum of Understanding
MW: Megawatt
NBCA: National Biodiversity Conservation Area
NGO: Non Government Organization
NORAD: Norwegian Agency for Development
NT2: Nam Theun 2 Hydropower Project
NTEC: Nam Theun 2 Electricity Consortium
OECF: Overseas Economic Cooperation Fund 
POE: Panel of Experts
PPA: Power Purchase Agreement
SAP: Social Action Plan
SMEC: Snowy Mountains Engineering Corporation
STENO: Science Technology and Environment 

Organization
THPC: Theun-Hinboun Power Company
TVA: Tennessee Valley Authority
UNDP: United Nations Development Program
US: United States of America
UXO: Unexploded Ordinance
WB: World Bank
WCS: Wildlife Conservation Society
WWF: World Wide Fund for Nature
All dollar figures are in US dollars.

Glossary of Lao terms

Ban Chat San: resettlement site
Ban: village
Nam: river
Kip: Lao currency
Lao Theung: midland Lao ethnic groups
Lao Loum: lowland Lao ethnic groups
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For more information contact:

International Rivers Network
1847 Berkeley Way
Berkeley CA 94703
USA

Tel:  510.848.1155
Fax:  510.848.1008
irn@irn.org
http://www.irn.org
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