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Abstract

Despite the existence of a central bank and regulations prohibiting unauthorised foreign

exchange, a substantial parallel market for currency exchange operates openly across Lao

PDR. This paper examines the structural conditions that enable this parallel market and its

consequences for the Lao economy. Drawing on central bank regulations, economic data,
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and investigative reporting, the paper argues that illegal currency exchange is not an isolated

criminal phenomenon but a rational response to systemic distortions: the non‑convertibility of

the Lao kip (LAK), chronic dollarisation, persistent capital flight, and selective enforcement of

financial regulations. The paper analyses the gap between official and parallel exchange

rates, the diverse clientele of the parallel market, and the state’s performative enforcement

efforts. It concludes that addressing the parallel market requires structural reforms—

including progress toward currency convertibility, genuine banking reform, and reduction of

corruption—rather than episodic crackdowns.
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1. Introduction

Lao PDR maintains a central bank, a regulated financial system, and laws prohibiting

unauthorised currency exchange. In practice, a substantial shadow economy of illegal

money changers operates openly across the country—in shops, on social media, and

through informal networks. Their exchange rates are consistently more favourable than

those offered by state‑licensed banks, and their services are widely used by citizens,

businesses, and elites alike.

This paper examines the hypothesis that the proliferation of illegal currency exchange is not

a peripheral enforcement problem but a structural feature of Laos’s extractive economy. The

non‑convertibility of the Lao kip, combined with chronic dollarisation, capital flight, and

endemic corruption, has created a two‑tier currency system: an official rate that serves state

purposes and a parallel market rate that more accurately reflects supply and demand. The

paper argues that illegal exchangers are not anomalous criminals but rational actors

responding to a dysfunctional regulatory environment, and that their activities both reflect

and accelerate the underlying economic crisis.

The paper proceeds as follows. Section 2 documents the scale and mechanics of illegal

currency exchange. Section 3 analyses the drivers of the parallel market, including

non‑convertibility, dollarisation, and capital flight. Section 4 examines the state’s enforcement

efforts and their limitations. Section 5 discusses the economic consequences. Section 6

concludes with implications for policy and reform.

2. The Parallel Market: Scale and Mechanics

2.1 Regulatory Framework

Under Lao law, only commercial banks are permitted to provide currency exchange services.

Foreign exchange operations must be conducted “only via authorised commercial banks or

foreign exchange markets”, and exchange rates must follow those announced by authorised
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banks (Bank of Lao PDR, 2023). Operating an unauthorised exchange business carries

penalties including fines of up to LAK 30 million (approximately $1,400) and, for repeat

offenders, imprisonment of one to five years and fines of LAK 50‑100 million.

2.2 Prevalence of Illegal Operations

Despite these penalties, illegal exchange outlets are widespread. A 2023 inspection of 67

currency exchange firms found that, although many had been shut down, “there are still

some outlets that are still active in illegal currency exchange services, such as open

currency exchange without a storefront” (Vientiane Times, 2023). Operators advertise openly

on Facebook and WhatsApp “without fear of legal regulations” (Vientiane Times, 2023).

2.3 The Official‑Parallel Rate Gap

The existence of a parallel market is driven by a persistent gap between the official

exchange rate and the rate that reflects actual supply and demand. CEIC Data tracks the

“parallel market rate” for the Lao kip against the US dollar. In March 2026, this rate stood at

approximately 21,623 LAK/USD, significantly weaker than the official rate (CEIC Data,

2026). This gap is not a recent phenomenon; it has persisted for years, widening notably

during the economic crisis of 2022‑2024.

The parallel rate is not merely a statistical artefact; it is the rate at which many real

transactions occur. For ordinary citizens, businesses, and wealthy elites seeking to move

money out of the country, the official rate may be largely irrelevant. The parallel market, in

this sense, functions as the real market.

2.4 Users of Illegal Exchange Services

The clientele of the parallel market includes:

Ordinary citizens seeking to convert kip into Thai baht or US dollars to preserve

purchasing power during periods of high inflation

Businesses needing foreign currency to import goods, for which the official banking

system is often slow, opaque, and rationed

Wealthy elites and politically connected individuals seeking to move large sums

out of the country—a phenomenon known as capital flight

Tourists who find the official exchange system inconvenient and prefer the more

favourable rates offered by informal operators (Laotian Times, 2024)

The state’s response has included public warnings to tourists and the promotion of digital

payment applications such as EZyKip, which allows cash withdrawals from BCEL ATMs.

These measures, however, do not address the underlying drivers of parallel market demand.
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3. Drivers of the Parallel Market

3.1 Non‑Convertibility of the Lao Kip

The Lao kip is a non‑convertible currency, meaning it cannot be freely exchanged for foreign

currencies outside of Laos. Banks in other countries do not accept or exchange kip. Once

outside the country, kip holds no value. This policy is designed to give the central bank

control over the currency and to prevent capital flight.

However, non‑convertibility creates a captive market for illegal exchangers within the

country. Since there is no legitimate way to convert large sums of kip into foreign currency at

a competitive rate, those who need to do so turn to the parallel market. The state’s attempt to

control the currency thus creates conditions that make illegal exchange profitable.

3.2 Dollarisation of the Economy

Despite official policy promoting use of the kip, the Lao economy is substantially dollarised.

Foreign currency—particularly US dollars and Thai baht—is widely used for large

transactions, real estate purchases, and savings. The central bank’s own regulations

recognise this reality: Decision No. 11/BOL permits the use of foreign currency for certain

transactions, including imports, duty‑free shops, casinos, and tour agencies (Bank of Lao

PDR, 2025).

Dollarisation is both a cause and a consequence of kip depreciation. As the kip loses value,

economic actors shift holdings into foreign currency, which further weakens the kip, creating

a self‑reinforcing cycle. The parallel market provides the mechanism through which this cycle

operates.

3.3 Capital Flight

Capital flight—the rapid outflow of financial assets in response to economic instability or

political risk—has been a major driver of the kip’s decline. The currency slide of 2021‑2024

was “driven by capital flight and weak foreign reserves” (Glosema Group, 2025). Wealthy

individuals and corporations, anticipating further depreciation, have moved money out of

Laos into more stable currencies or foreign assets.

The parallel market is a primary channel for this capital flight. Illegal money changers offer a

discreet, efficient means of converting large sums of kip into dollars or baht, which can then

be transferred out of the country. The state’s efforts to monitor and restrict such transfers

have been assessed as insufficient, as reflected in Laos’s 2025 FATF grey listing.
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4. Enforcement and Its Limitations

The Lao government has periodically announced crackdowns on illegal currency exchange.

In January 2023, the Bank of Laos revoked the licences of 113 exchange businesses

affiliated with commercial banks. In October 2022, it banned exchange units associated with

commercial banks from selling foreign currency. In 2023, authorities conducted fresh

inspections and issued warnings to violators.

Nevertheless, the parallel market persists. Several factors may explain this:

Selective enforcement: Those with political connections may operate with impunity.

Structural demand: As long as the official exchange rate is uncompetitive and the kip

is non‑convertible, a market for illegal exchange is likely to exist.

State complicity: Some illegal exchangers may operate with the tacit approval of local

officials who benefit from fees or bribes.

The crackdowns thus appear largely performative: they create the appearance of action

while leaving underlying incentives unchanged. As a 2023 Vientiane Times report noted,

despite inspections, “there are still some outlets that are still active in illegal currency

exchange services” (Vientiane Times, 2023).

5. Economic Consequences

5.1 Exchange Rate Distortion

The parallel market sets exchange rates that are “not in line with the realities of the

economy” (Vientiane Times, 2023), contributing to volatility and economic uncertainty.

Businesses cannot plan effectively when the gap between official and parallel rates is large

and unpredictable. Investment may be discouraged, and economic activity may be pushed

further into the informal sector.

5.2 Fiscal Losses

Every transaction conducted through the parallel market bypasses the official banking

system. The government loses tax revenue, foreign exchange reserves, and the ability to

monitor financial flows. This represents a direct transfer of resources from the state to the

informal economy.

5.3 Links to Illicit Finance

Illegal currency exchange is associated with money laundering, drug trafficking, and other

forms of organised crime. The Golden Triangle Special Economic Zone, already identified as

a hub for scam centres and human trafficking, is also a centre for “casino‑based money
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laundering” and “unusual currency exchange patterns” involving Thai baht, Lao kip, and

Chinese yuan (UNODC, 2025). The parallel market provides a channel for criminal proceeds

to be converted and moved across borders.

5.4 Impact on Ordinary Citizens

For ordinary Lao citizens, the parallel market presents a dilemma. On one hand, it offers a

means of preserving purchasing power in the face of inflation and depreciation. On the other

hand, it exposes users to potential fraud, deception, and legal risk. The state’s warnings

about illegal exchange are not without basis: the trade “causes fraud, lying and deception,

and makes society unstable” (Vientiane Times, 2023). Yet the official banking system is often

slow, unreliable, and unresponsive, leaving citizens with limited viable alternatives.

6. Conclusion

The illegal money exchangers operating in Laos are not the primary cause of the country’s

economic difficulties; they are a symptom of deeper structural problems. The

non‑convertibility of the kip, the dollarisation of the economy, chronic capital flight, and

selective enforcement of financial regulations create conditions in which a parallel market

can flourish. The state’s periodic crackdowns address symptoms while leaving underlying

incentives unchanged.

As long as the official exchange rate remains uncompetitive, as long as the kip cannot be

freely converted, and as long as wealthy elites continue to move money out of the country,

the parallel market is likely to persist. Illegal exchangers, in this context, are rational actors

responding to a system that has failed to provide adequate legitimate alternatives.

Addressing the parallel market requires structural reforms: progress toward currency

convertibility, genuine banking reform, reduction of corruption, and consistent enforcement of

financial regulations. Without such reforms, the shadow market will continue to operate—a

persistent indicator of the gap between official policy and economic reality.
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