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| . Employment Issues in Rural Areas

1. Present Sltuation of Employment in Rural Areas

Around 80% of the total populallon of 74 milhon are living in rural areas and 72% or 24.8 million
of the lotal labor force of 34.6 million have engaged in agriculture and forestry (Table 1). Past trend
of the employed population in Viel Nam shows that more than 70% of the annual increment of the
labor force have been absorbed by the agricullinral sector, Thus, the ratios of poputation in rural arcas
and agricultural labor force lo the total population and total labor force have remained rather
unchanged in spilc_df_ the rapid economic growth of 8% per annum. This is the outstanding
characleristic of Viet Nam when compared to the cases of other countries in the region.

During the period 1991-1995, per capita production of the agriculture sector made nominal growlh
compared fo other sectors which have achieved remarkable increase, resulling in that per capita
production of the agriculture sector being as low as 20% of the mdusmal sector (Tabte 3).

At the moment, growth of population is estimated at around 2 % per annum, however, growth of
tabor force is expected to be higher than population increase, reflecting the current demographic
structure of the counlty. Therefore, employment issues, particularly in rural areas, are serious
concerns for the socio-economic development of the country,

2. Current Status of Employment in Agriculture Sector

Main characteristics of the Vietnamese agriculture are the highly intensive one, with dominant
small scale family farms depending on paddy growing.

Of the tolal agriculturat land of 7.36 million hectares, more than half of 4.2 million hectares are
occupied by paddy field where 2 to 3 paddy crops are grown yearly. Development of the past 5 years
of 1991-95 shows that agricultural land increased in upland, mostly like coffee and rubber plantations,
while paddy field remained stagonant. In spite of the substantive population and labor force in the
agriculture sector {Tables 4 and 5}, expansion of paddy field seems to have reached almost plateau,
hence the size of farming be further decreased. Agricultural land per agricultural population at
national average in 1995 stood at 0.146 hectare, with the highest figure of 0.333 hectare in Northeast
South (NES) and the lowest of 0.064 hectare in Red River Delta (RRD) (Table 6). Similarly,
agricultural 1and per labor force was 0.337 hectare with the highest of 0.708 hectare in NES and the
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towest of 0.160 heetare in RRD (Table 7). In general, farm sizes are bigger in southern provinces
where plantation crops are widely grown, compared lo the northern provinces where paddy is
predominant.

3. Current Situation of Off-Farm Employment and Income

Information regarding the on/off farm cmployment situation is very limited in Viet Nam at the
morment, patticularly on details of the cmployed and unemployed or under-cmployed. 1t is gencrally
the accepted notion that the waemployment ratio in rural areas of Vict Nam stands around 10%.
According to the survey result of Viet Nam Living Standards Survey 1992-93 (VLSS), unemployment
ratio of the economically active population in rural arcas was 6.87% compared to that of the urban
area of 9.44% (Table 8). However, these data should be treated carefully taking into account that
these figures are oblained through interviews, asking the samples regarding the situation for the past
one week of the interview, and there exists a seasonal nature of farming,

In connection with the above, the reasons of not working were asked. In rural area, 8.5% of the
male workers responded as no job, and when do not know how fo find job were included, 11.09%
were jobless though wishing to work. The corresponding figure for urban arca were 10.39% and
13.77% respectively (Table 9). The unemployment in Vict Nam remains {airly low if the above were
directly interpreted. ‘ .

In the same survey, types of employment for the tast 12 months were traced for both rural and
urban areas. Fven in rural areas, farm self-employment accounted for only 55.10% and farm self-
employment and wage earner, and farm self-employment and non-farm self-employment accounted for
substantive shares, thus showing the high dependence on non-farm jobs in rural areas (Table 10).

Regarding income sources, the result of the above survey shaws that even in rural areas those
whose main income depend on agriculfure and forestry accounted 52% and those depend mainly on
non-farm self-employment and wage earner accovnted 28% and 17% sespectively {Fable 11). These
also show clearly high dependence on the non-farm sector in rural household. In regional dimension,
highest dependence on the farming sector was seen in Central Highland (CH) as 65%, while the
lowest was in Northeast South (NES) as 11%, which includes Ho Chi Minh City. National average of
the households depending mainty on farming accounted 36%, whereas those on non-farm self-
employment and wage carners accounted 37% and 22% respectively, showing generally a low share
of wage earnees (Table 12). Working hours of those employed (including self-cmployed) for the past
12 months were also surveyed by expenditure stratum and of rural and urban areas (Table 13). There
exists no big difference on working hours per capita among different expenditure stratum but
substantive difference are observed between rural and urban areas. In sural areas, working hours per
capita account for 1,597.4 hours which are around three-fourths of that in urban areas. Further, it is
observed that working hours are larger for female than male workers in urban areas.

Income disparily between urban and rural areas is apparent as VLSS reveals that per capita yearly
income in rural areas was 929 thousand VND, around 50% of that of urban areas. Monthly
wage/fsalary could be compared by ruralfurban, gender wise and region wise (Table 14). In general,
wage level is higher in southern regions compared to the north. The highest is NES which includes Ho
Chi Minh City, and the lowest is North Mountain and Midland (NMM)}, around one-thirds of the
former. Generally, wage/salary level of urban areas is 2.5 times of rural areas, and in case of RRD,
rural areas account for only one-thirds of that of urban areas. Thus disparitics among regions as well
as belween urban and rural areas and gendess are quite noticeable (Table 15).
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4. Migration from Rural Areas to Urban Areas

Migration from rural to urban areas ar¢ a common phenomenon observed in the process of
cconomic development. Expansion and developntent of the non-farm sectors headed by the
manufacluring sector bring about increased labor demand and usually absorb labor from eural areas.
On the part of the rural sector, seeking the opportunilics of higher wage and income, pcople often
intend to move to urban areas. The magnitude and dimension of migration are determined by the
pulling force of urban arcas and pushing foree of rural areas, At the moment, no comprehensive data
on migration is available in Viet Nam. For reference, an UNFPA project: VIE/93/P02 “Support to
Reseatch on Population and Development” and an ESCAP study entitled “Survey of Spontancous
Migration to a Rural and Usban Area in Viet Nam” provide certain insights on this issue. It is the
genetal perception that the leading factor of migration is of economic nature, namely higher income
and job opportunities. However, results of the above studies show that economic factors are nol
necessarily the leading factors in Viet Nam. Other facters such as family retations, e.g., to join (©
houschold heads, and marriages and education also account for high shares in the reason of migration.
As the study and survey memioned'above were limiled to the registered population, a careful altention
should be paid to the fact that they do not fully reflect the actual situation of migration. In the days
before “Doi Moi” slaris, migration in Viet Nam were mostly planned by the governmenl to transfer
population from densely populated areas to sparsely populated ones, notably to the New Economic
Zones, but nowadays spontaneous migzation is the mainstream. Basically, freedom of residence for
individuals are guarantced by the Constitution but as a maiter of fact tight rules and regulations for
obtaining tesidential permits exist which cffectively limit the number of incoming population to big
cities like Hanoi and Ho Chi Minh City. Without obtaining residential permits after clearing a numbes
of necessary conditions, no social benefit could be applied. Present situation of infrastructure, both of
social and physical nature, is not enough to accept huge inflow of population from rural ateas.

Reflecting the above and others, migration from rural to urban areas in Yiet Nam is not so much in
a high pace as generally obscrved in other developing countries. This might be interpreted that, in
addition to the above mentioned regulation, pulling force on the patt of urban areas is nol so strong
due to the slow pace of industrialization.

Il . Pattern of Off-Farm Empioyment in Rural Areas

Importance of off-farm employment in rural areas of Viet Nam are crystal-clear taking into account
of the ever decreasing siz¢ of farming and also limited opportunity of expanding agricultural fand.

In Red River Delta and elsewhere, there exist wide varieties of rural industries such as spinning,
weaving, porcelain, metal work, wood work, lacquer ware, bamboo work, brick making and food
processing with long histories. In addition to these local industries, there exist State Operated
Enterprises (SOEs) in such activities as sugar refinery, paper production, tea/coffee/rubber production,
many of them were established as core industries in New Economic Zones. Further, in the course of
transition to the market economy, smalf scale commercia! firms and garment factories are emerging.
In case of garment, types of management are very much diversified, from family size operalions to
private stock companies, cooperatives and state enterprises, most of them are essentially export
oriented. No comprehensive information is available for these eaterprises on numbers, and their actual
effect to job creation, therefore, quantitative analysis and assessment are difficult.

“Study on Non-Farm Professions and Trades in the Viet Nam’s Rural Areas” undertaken by the
Ministry of Agriculture and Rural Development provides gencral picture of the situation of sural
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industrics and non-farm activitics in Vict Nam. The study covers 3,439 houscholds/production units
distributed in 3 provinces, 27 districts and 81 communes widely spread in different regions. The result
of the study is elaborated in other report.
Based on the above and also the result of the field survey, following poiats will be meationed as the
general characteristics and the issues to be addressed:
1) The SOKs visited are generally large scale industrics and in case of agro-processing contributed
to job creation in rural arcas directly and indirectly. Types, scales and locations of these industries
are decided in line with the government policy on industrialization of the national level. However,
for the establishment and introduction of these industries, upgrading of the infrastructure such as
roads, electricity, water supply and communications will be the prerequisite and due attention be
paid to avoid possible adverse effect on the environment.
2) Local industries will be classified to those for domestic market and those for export, Again,
these will be classified 1o agro-processing and others. In any case, most of them are aiming at
export, though the export market is not effectively exploited as yet,
3) Most of the concerned partics perceives the fund issue as the bottleneck for renovation and
expanston. However, there scems to exist more important issues to be addressed such as marketing,
including quality control, standardization of products, collection of market information on
consumers needs and efforts for market penetration and expansion.

Il. On-Going Policy Measures Related to the Job Creation in Rural
Areas

In view of the critical importance of employment issues in the socio-economic development, the
Vieinamese government has been taking various policy measures to create job opportunities in rural

and urban areas, especially since 1992. Followings are the major programsfschemes related to
employment issues.

1. National Program on Job Creation

Following the Resolution No. 120/13DP dated April 11, 1992, National Program on Job Creation
has been implemented with measures below.

(1) National Fund for Job Creation

In early 1990's, Viet Nam had experienced hyper inflation with increased unemployment. In those
days, among employees of State Operated Enterprises accounting for more than 4 million, onty 30-
40% were said to have been actually employed. In rural areas, unemployment ratio had been said to
have been around 10%. Therefore, creation of job opportunilies both in urban and rural areas was of
the high priority in the socie-economic policy. The Fund aims at assisting in increasing employment
opportunities through extending toans for such schemes as related to job creation. During the years
1992-96, total disbursement amounted to 1,129.6 biliion VND of which 966.2 billion VND were from
the Government fund and remaining 263.4 billion VND were the revolving from repayments. The
Government fund consists of General Account and tax and levies on remittance by Vielnamese
workers overseas and the assistance from other countries such as former Czechoslovakia, Germany
and European Union. During the period 1992-96, the jobs created through the Fund accounted for
1,051 thousand of which 86(} thousand was in the agriculture sector. The ratio of actual working days
to workable days is reported to have increased from 56% in 1991 to 65% in 1996. The Fund is
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managed by the Ministry of Labor, War Invalids and Social Affairs (MOLISA).

(2) International Cooperation Scheme

To receive the fepalriates from overseas, 30 called guest workers, and to promete their setilement in
the country, former Czechoslovakia, Germany and Buropean Union have cxtended assistance
amounting to in total around 3Smillion US dollars, which created job opportunities for 250 thousand
repatriates who worked overseas.

(3} Vocational Training Centers

To upgrade the technical skill and knowledge, patticulatly of younger generalion, Vocational
Training Centers have been established nation wide and as of now 143 centers have been established
and operational. By the year 2000, the number of the centers is planned to be increased to 500, The
centers, in addition to the training, provide various information and services for job seekers and
employers regarding recruilment and others. The centers are said to have contributed so far to
additional employment of 200 thousand persons.

‘The National Program on Job Creation is under the supervision and control of the Executive Board
consisting of the Vice Ministess of the Ministries of Finance, Planning and Investment, and MOLISA,
and chaired by the Vice Minister of MOLISA. In the 1997 budget, 100 billion VND are earmarked,
with allocation to: the Fund 77.5 billion, Vocational Training Centers 5 billion, Invalids and Smail
Scate Enterprises 3 billion, and selicf of the jobless due to bankruptcy of SOEs 14.5 billion. In
addilion to the above budget, repayments of the fund are expected to amount to 350 billion VND
which will be available for loans.

* Regarding the implementation of loan disbursement, usually the amount to be distributed to
provinces are decided by the central level and being informed to the provincial level. Provinces
further altocate 1o districts and then disiricts to communes. Based on allocated amounts, programs are
formutated for submission to the upper echelon for approval. There exist project appraisal boards both
at provincial and central level, where all of the projects/programs are screencd for implemenlation.
Average amount per one project is 200 million VND, and priority target arcas are urban and
mounlainous ateas where unemployment issues are critical. SOEs are excluded from the target of the
Fund.

2. QOther Policy Measures for Emp!oymént

In addmon to the above 1, fo}lowmgs are to be mentioned as important policy measurcs refated to
job creation in rurat areas.

1) Poverty Reduction and Hunger Elimination Program. Implemented in selected 30 provinces.

2) Sociat Evil Flimination Programs. Drug Trafficking and Using Combat Program and

Prostitution Combat Program, efc.

3) Program 327. Tre¢ planting on barren land and bare hills, on the basis of foresl allocation to

households.

4) Program 773. Exploitation and use of deseried tand, river ‘banks and coastal land for agriculture.

5) Human Setitement Program. To deter shifting cultivation and romadic lifestyle of cthnic

minorities and promote their settlement

6) Program on Commune Group Center Building. To create core center of socio-economic and

cultural activities al commune level, to stimulate rural economy including non-farming sector.

Through these program, 4.94 million people were reportedly provided jobs during 1991-1996, of
which 1.83 million were of agriculture sector.
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IV. Summary of Findings of Field Survey

To obtain actual information on non-farm job opportunity in rural areas, a number of enterprises
and related agencies were visited in 4 provinces in the noithera part of Viet Nam, namely Nghe An,
Thanh Hoa, Phu Tho and Thai Binh. The enterprises visited include SOFs both at central and
provincial managed, cooperative firms, sharcholding (stock) conipanics and family business with

varying degrees of scales. A summary of observations and finding of the field survey is presented in
Annex.

V. Suggestions/Recommendations for Increasing Off-Farm Job
Opportunities in Rural Areas

1. General Setting

Commonly observed phenomenon in the process of economic development is an increasing income
disparity between urban and rural areas. This is mainly caused by industrialization in urban areas, and
as a result population movement from sural to urban arcas takes place. Experiences in many
developing countries show that pushing force of population in rural areas due to poverty far exceeds
pulling force of urban areas created by increased labor demand. Often undesirable consequences take
place. They include overpopulation in urban areas with emergence of slums in citics, increased crimes,
environmental pollution on one hand and depopulation in rural arcas with abandonment of cultivated
tand, stagnation of agricultural production and devastation of natural resources. In Vict Nam, as more
than 80% of the total population live in rural areas while subsistent small scale farming prevails,
increase in labor productivily in rural areas tends lo lag behind that in urban areas. Therefore, in
addition to efforts for intemsification and diversification of agriculture, creating off-farm job
opportunilies is one of the most important issucs to be addressed, especially in view of limited land
resources compared to the rural population. :

Among recent experiences in developing economies in the region on this subject, the Township and
Village Enterprises (TVEs) in China provide a successful example. A Reporl “Agriculture in Post-
Teansition Viet Nam: Opportunities and Challenges” (VIE/95/01T) introduces salieni points of TVEs
which would be pertinent to the Vielnamese endeavor on the development of off-farm employment.
TVEs in China are now the substantial cconomic entitics wilh the share of 74% to the total vatue of
rural output and nearly 40% of the gross national output. Major factors contributed 1o the TVE’s
success are noted as i) favorable policy environment, ii) adjustment of production in response (o
market demand, iii) strong linkage to urban industry, iv) emphasis on labor intensive industry, and v)
successful human resource development including local leaders. The through study of the case of
TVEs in China scems to be worthwhile for the successful implementation of the development plan.

Off-farm job opportunities in rural arcas are numerous, such as agro-processing, traditional
handicrafi, region-specific products: and related service industry. Further, new enterprises are
emerging in garment and other manufacturing. Tourism industey is expecied in near future. Type and
size of management are also diverse, from family business to cooperatives, slock companies, SOEs of
central and local governments. Since natoral and sacio-economic conditions differ from one area 1o
another, it is difficult to develop a prototype for development to be applicable to all, thus any effort to
create jobs in rural areas should be considered in the framework of the comprehensive development
plans or programs of specific communes or districts. In considering new enterprises in rural areas,
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attention should be paid to whether i) it hazmonizes with the existing agriculture, it) it is conducive to
conservation of natural sesources, and iii) it fully mobilizes creative energy of the inhabitants.

2. Policy Options

From the foregoing scllings and observations, the following policy options are suggested and
recommended:
1) To promote off-farm activily in rural areas, improvement of infrastructure such as roads,
electricity, communications and water supply arc indispensable. Expanded access to loan facilities
is also an urgent issue to be addressed as so many enterprises, especially of small scale oncs are
facing difficulties to obtain fund for establishing or modernizing facilities.
2) Locat industries such as silk spinning/weaving, embroidery, silverware, rattan/bamboo/
woodwork, lacquer-ware, porcelain and others have long history and tradition in respeciive
comniunes and districts. These are the precious asset of respective areas to be effectively preserved
and developed for the benefit of the rural population. However, many of them arc now facing
difficultics in expanding and identifying new markets, in addition to the constraints on fund and
technological innovation. Due to the small scale with variclics of products by many producers, the
individual producers are often in disadvantageous position in marketing of their products.
Developing new markets or new products responding to needs of consumers will be praclically
beyond the capacity of individual producers. To overcome these constraints, an organization would
be established for the joint effort of production and marketing. This organization would be a frade
associalion, cooperative and any other group which would deal with collection and distribution of
market information, sales promotion activilies, quality control and guarantee, establishment of
uniform brand and technology development of eespective commodities. Both central and local
governments are suggested to encourage the local effort in this direction.
3) To encourage investment from outside, including foreign investment, aggressive cffori to
provide information on the. investment opporlunities of- larget areas, such as potentials of
development including human resources and access to markel and necessary infrastructure. Trade
fairs and the like should be organized and fully be ulilized 1o this end.
4) To improve and accelerate commodity transaction between urban and rural areas, creation of
wholesale markets in major citics and provincial centers would better be considered. This will
encourage smooth and effective flow of commoditics between urban and rural areas and, at the
same lime, 10 increase employment in the service seclor.
5) Tourism industry in rural areas has potentials to be explored, though domestic demand will be
limited at the moment, In prometing tourism in rural areas, infrastructure improvement will be the
prerequisite', but at the same time, full attention should be paid on environmental protection so as to
avoid irreversible consequence.
6} Governments, both central and local, should play an important role, especially on infrastructure
improvement and loan facilities. Another aspect to pay altention by the government is to encourage
and support for integration and coordination of efforts among different areas and respeclive lypes
of enterprises. Due to small scale of enterprises and diversity of the products, these are beyond the
capacity of individual enterprises. Initiative of enterprises are definitely important but advice and
support by governments, both central and local, are equally indispensable.
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Table 1 Population and employment (1000ps)

1991 1992 15993 1994 1995
Population 67714 69405 71026 72509 73059
Urban 13619 13258 13641 14132 14947
Rural 54155 56147 57384 58370 59012
Male 32994 33814 34581 35386 36092
Female 34780 35391 36443 N2l 37867
lcss than 15 26296 26582 26919 27119 27363
15—64 38428 39630 40769 41910 42896
65 and aver 3050 3193 3338 3480 3698
Employment 20974 31819 32718 33664 34660
Source  General Statistical Office
Table 2 Composiion of the above (%)
1991 1592 1993 1994 1995
Urban 201 19.1 19.2 19.5 202
Rural 79.9 80.9 808 80.5 79.8
Male 48.7 48.7 48.7 48.8 48.8
Femate 513 513 51.3 51.2 51.2
Tess than 15 388 383 37.9 374 37.0
15— 64 56.7 57.1 574 578 580
65 and over 4.3 46 4.7 4.8 5.0
Employment 45.7 45.8 46.1 46.4 46.8
Source  General Statistical Office
Table3 Labor productivity by economic seclors
(per capita production, 1989 price basis) (1000 VND)
1991 1992 1993 1994 1995
Agriculture 545 566 571 587 599
Industry 1780 2007 2205 2595 2938
Conslruction 1446 1596 1837 ~ 1914 1945
Trade, Supply 2126 2235 2312 2029 2175
Trans, Comm 1503 1574 1634 1730 1871
Qthers 3618 3823 4128 4028 4348
Average 1010 1068 1123 1188 1260

Source  General Statistical Office
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Table 4 Agricultural poputation (1000ps.)

B 1991 1992 1993 1999 1995
Total 46,734 48,068 40,524 49,035 50,335
N.MM. 8,311 9,295 9,607 9,892 10,077
RR.D 10,317 9,856 10,195 10,504 10,514
N.CC 6,667 6,971 1,204 7,117 7,414
SCC. 4,603 4,770 4,817 4,924 5,024
cH. 1,710 1,937 2,137 2,150 2,241
N.ES. 3,050 3,019 3,100 3,002 3,045
M.D, 12,023 12,221 12,464 11,446 11,719
Source  Statistical Data of Agricubture, Forestry and Fishery: 1985-95
Table 5 Agricultural labor poputation (1000ps.)
1991 1992 1993 1994 1995
Total 18,621 19,290 20,551 20,886 21,840
N.MM. 3,564 3,750 4,324 4,195 4,353
RRD 3,550 3,675 3,958 4,087 4,293
N.C.C. 2,365 2,593 2,648 2,710 2,813
SCC 1,657 1,745 1,893 2,013 2,237
CH. 686 7i2 875 928 9%
N.ES. 1,287 1,341 1,343 1,353 1,420
M.D. 5,312 5472 5,781 5,541 5,725
Source Stalistical Data of Agriculture, Forcstry and Fishery: 1985-95
Table 6 Agricultural land/ agriculturat poputation (ha)
1991 1992 © 1993 1994 1995

‘Whole Country 0.150 0.152 0.148 0.150 0.146
N.M.M. 0.158 0.142 0135 0.124 0.115
RR.D. 0.070 0.073 6.0n 0.068 0.064
N.CC. 0.106 0.101 0.096 0.094 0.0591
scc 0.117 0.113 o.111 0.111 0.107
CH. 0.263 0.255 0.268 0293 0.259
NES 0.262 0.308 0.302 0.313 0333
M.D 0.122 0.212 0.208 0.232 0.231

Source Statistical Data of Agriculture, Forestry and Fishery: 1985-95
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Source

Source
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Table 7 Agricultural land / agricultural fabor poputation (ha)

199 1992 1993 1994 1995

Whole Country 0.376 0.378 0358 0353 0.337
NMM. 0.370 0.351 0.299 0.286 0.266
RRD. 0.203 0.196 0.182 0174 0.160
N.CC. 0.276 0272 0.262 0.247 0.239
S.CC. 0325 0.309 0.282 0.263 0.240
ClIL 0.662 0.694 0.655 0678 0.587
NES 0.629 0.693 0.698 0.707 0.708
M.D 0.275 0.473 0.449 0.479 0473

Statistical Data of Agriculture, Forestry and Fishery: 1985-95,

Table 8 Employed and unemployed: ruralfurban, gender
{performance of last 7 days)

Rural/ Urban Gender Total
) Rural Usban Male Female (%)

Employed 80.97 19.03 48.47 51.53 100.00
(93.13) (90.56) (9359 {91.79) {92.63)
Unemployed 75.08 2492 42.06 57.94 100.00
(6.87) (9.44) (6.46) (8.21) (7.37)
Total 80.54 19.46 48.00 52.00 100.00
(%) (100.00)  (100.00)  (100.00)  (100.00)  (100.00)

Vict Nam Living Standards Survey 1992-93

Table 9 Reasons of not employed: past 12 months (%)

Male Female Total
Rural Urban Rural Urban
Disabled 3.20 6.04 3.30 1.82 3.38
Old age 26.35 30.19 34.43 2842 30.46
Bo not want 6.90 242 5.65 2.19 439
Student 33,74 39.13 15.22 24.59 25.50
Yome, child care 2.22 0.97 15.83 24.77 11.62
Too young 5.17 1.69 330 1.82 332
No Work 830 10.19 6.43 6.01 7.49
Don’t know to find 2.59 3.38 243 3.46 2.80
Others 11.33 5.80 13.39 6.92 10.53
Total 100.00 100.00 100.00 100.00 100.00

Viet Nam Living Standards Survey (VESS)



Table 10 Types of employment: rural and urban (%) {past 12 months}

Rural Urbhan Tolal
Wage Hamer 423 2.3 9.55
Farm Self Employed S5.10 12.34 47.11
Non-Farm Self Employed 495 36.10 10.77
FSE+W. E. 16.27 6.27 14.40
MNESE+W.E 0595 3.81 1.48
FSE«NF.SE 15.27 7.18 13.76
Al of the above 323 1.59 2.92
Total 100.00 100.00 1060.00

Source VLSS
Table 11 Major income sources: rural and urban {%)

Rural Urban Total
Agii. & Forestry 51.57 4.86 363
Non-Farm Self Employed 28.14 5475 36.84
Wages 16.59 32.44 PANE)
Pension, Subs. Scholarship 2.85 4.20 3.29
Others B4 375 1.79
‘Total 100.00 100.00 100.00

Source  VIESS

Table 12 Distribution of main income sources by region (%)

NMM RR.D N.C.C. S.C.C L% §1 N.ES. C.H. Average
Agri.&Forestry 63.11 39.93 46.97 2117 64.56 11.27 40.70 36.30
Non Farm S.E 19.76 36.52 34.14 45.77 14,37 50.67 33.53 36.84
Wage Earncr 11.15 16.59 12,22 28.03 19.95 32.73 2291 21,77
Pension, Subs. 5.59 6.16 6.15 333 1.07 1.03 1.07 3.29
Others 38 .80 51 1.69 05 4.30 1.79 1.79
Total 100.00 100.00 10000 10000 10000 10000 100.00  100.00
Source VLSS
Table 13  Average working hours per employed population
{by expenditure quintie, last 12 months)
1 i il N \'s Average

Rural 1602.2 1596.2 1569.9 1592.6 16474 15974

Male 16338 16607 16074 16587 16925 16466

Female 15740 15382 15323 15304  1606.1 1552.0

Urban 19935 17120 17479  1983.1 21535 20257

Mate 1784.5 17812 17454 19463 21068 19882

Female 2207.0  1647.8 17500 20152 21955 20594

Total 1617.2 1663.4 1590.0 1674.4 18%0.1 1677.5

Male 16399 16683 16231 17171 18902 17097

Female 15967 15449 15386 16349  1890.1 16478

Source VLSS



Source VLSS

Table 14 Average yearly income per capita {1000 VND)

(income source-wisa)

o L Rural Urban Average
Agri. & Foreslry 478.9 88.1 401.1
Non-Farm Sclf Employment 261.4 993.7 407.1
Wage Barner 154.1 5888 240.6
Pension, Subs. Scholarship 26.5 76.3 364
Others 78 68.1 19.8
Total 928.7 1815, 1105.1

Table1s Monthly wages, rural and urban, genders (1000VND)

NM. R.R.D. N.C. C.C. CcH N.IES. M.D Average

Urban

Male 138.37 24219 12693 212,70 - 359.21 20548 251.6

Femalc 92.96 171.40 76.15 - T - 262.49 130.81 174.54
Rural

Male 59.85 74.60 60.91 104.33 120.46 183.77 111.41 97.93

Female 48.47 53.39 4823 §2.39 82.19 111.55 64.83 6782
Average 71.44 101.07 67.19 133,73 105.25 243.08 107.44 124.92

Source VLESS
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ANNEX
Summary of Findings of Field Survey

1. Nghe An Province

In this province, Nam Dan District was selected as the survey arca where 1wo cases, Nam Dan
Candy Factory as an SOE (district) and a family business of traditional say sauce, “Tuong,” were
visited.

(1) Nam Dan Candy Factory

Regarding the background of this factory, it may be useful to refer to the District Development Plan
in 1984. The plan at that time consisted of 3 components of sugar refinery, alcohot production and
candy production based on the local produce of sugarcane. Sugar refinery was designed by Hanoi
Technology College, alcohol brewery by Hanot Brewery and candy factory by lai Ma company in
Hanoi with technical know-how. Sugar refinery had been put into operation but in a few years it was
forced to close the faclory by management problems. Alcohol production did not materialize from the
beginning duc 1o trouble of the original design. The candy factory is the only one operaling as of now.

The faclory staried its operation in 1986, in the same year as for sugar refinery, and continued
though in a very much reduced scale. With the fixed capital of 41 million YND and working capital of
131 million VND, yearly sales amounted to 320 million VND and profit to 30 million VND in 1995.
Annual outpul slands around 40-45 tons with 8 months operation. Usually, from May to August are
the slack scason of candy sales, therefore the factory is closed in the period. Products are mainly sold
in the district and partly in other distric(s in Nghe An Province.

‘Total employees are only 11 at present compared to 35 in the peak period of 1990, All of ihe
employees are from farm family, paid monthly wages of 350-500 thousand VND. During off-scason of
operation, they mostly engage in their farm work.

The district authority intends to expand and modernize the factory, as it, though small scale, has no
debt and fairly in stable management. Further, authorities concerned are eager 1o explore export
opportunities of the product in future. However, as the inlernational market for candy/confectionery is
under severe competition with many big multinational enterprises, il seems 1o be oo ambitious to
consider export at the present moment. Domestic markel should be essentially focused and in the
process of establishing solid foundation of the enterprise, a possibility of export would be exploited in
collaboration with foreign partners in one way or another. At present, contribution of the factory to
rural employment is limited. Expansion and modernization are important and this calls for solid
marketing prospect and fund for additional inpul.

(2) “Tuong” (traditional soy sauce)

“Tuong” produciion is one of the traditional family business in Nam Dan District of Nghe An
Province. Around two-thirds of families in the district reportedly produce “Tuong” mainly {or their
home consumplion and those who produce for sale are limited to 1-2% of the tolal producers. At
-present the total production stands around 1,000 tons (1 million litres) and those who produce for sale
are increasing recently, As “Tuong” in Nam Dan is well known all over the country, the district
authoritics are encouraging rural families to produce “Tuong” for sale all over the country as one of
the special products of the district. For this purpose, the district government is paying special attention
on qualily control, unified labeling and sales promotion. Utilizing locai products such as soybeans,
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rice (malted) and green mappe, “Tuong” production is seen as onc of the promising local industrics
specific to this area. Therefore, the district is intending to establish a plant of 600 thousand tonsfyear
capacity as an SOL. S S

One family business of “Tuong” was visited. In this family, for more than seven generalions
“Tuong” production has been continued. This is one of the biggest Tamily businesses in the area and
production is mainly managed by the housewife. Annual production amounts to 3,0600-4,000 tons,
most of which are for sale. Facilities and cquipment are simple, such as soybean and rice malt
pracessing space, porcelain jars for fermentation and their storing space and bottling space. Qualily of
water is said to be crucial to the quality of product and usually rain or well water are suitable (o the
production.

Farm gale price of “Tuong” was 4,000 VND/650ce.(retail price at 5,000 VND), making the
turnover of this family business at 18-24 million VND. This sort of local industry seems to have the
potential to further develop as an agro-processing industry utilizing local resources if due altention is
paid on marketing and modernization of production system.

2. Thanh Hoa Province

In this province, L.am Son Sugar Factory, Sao Van State Farm and a tile producing company were
visited. The first one is an SOE and the last is a private company.

(1) Lam Son Sugar Factory :

The factory was cstablished in 1986 in Tho Xuan Disirict as one of the core enterprises of New
Economic Zone. In April 1994, the factory was reorganized as an SOE under the then Ministry of
Agriculture and Food Industry (at present MARD). Production expanded year by year and in 1996-97
year sugar production reached at 38,000 tons which is nearly"ZO times of that of 1989-90. In addition
to sugar refinery, molasses, candy, atcohol and soft drinks production are being made.

Sugar canc, the raw material of the production lines, is provided by 54 communes and 4 slate farms
of surrounding arca, with total sugarcane growing area of 7,800 hectares. State farms occupy aboul
20% of the growing area while individual farmers in 54 communes the remaining 80%. The factory
has its own farm of 100 hectares which is mostly devoted to the selection and maultiplication of high
yielding cullivars and promising scedlings. These are distributed 1o state farms and individual farmers
in the communes. L

Processing capacity of sugar cane is expanding from 2,500 tons/day to 4,000 tons/day. In parallel to
the capacity, growing area of sugar cane is planned to be expanded, as the target area for 1999 is set at
15,000 hectares, Total employees of the factory is atound 1,000, hired mostly from farm familics
around the area. At the same time a number of employees residing nearby towns of Lam Son creates
the center of New FEconomic Zone. Operation period of sugar refinery is about 180 days/year, but most
of the employces are hired throughout the year, in offseason of sugar refinery working for
maintenance of machinery, equipment and road repair and sugarcane farm of the factory. Monthly
wages are 300-500 thousand YND. :

The impact of the sugar refinery and company is enormous to the regional economy in general and
employmead in particular. [n addilion to the direct employment of the factory, many farmers obtained
the opportunity (o grow sugarcane as cash crops. Most of the sugarcane field has been switched over
from cassava and maize field, but fairly wide arcas were also devetoped from bare and deserted land.

Yield per hectare is not so high, being at 60-70 tons, but highly appreciated by farmers as a valuable
cash income source. Average size of sugarcane growing is 0.5-1.0 ha, but larger scale farms of 15-20
hectares exist, which have succeeded in developing bare land and bald hills owned by communes.
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This should be noted as a successful case of regional development and enhanced employment
opportunitics closely linked to agricultural potentials of the region. As sugar is not yet self sulficient
in Viet Nam, sugar indusiry is protecied in one way or another from the direct competition of
international market at present. In conneclion with AFTA or WTO, the sugar industry of Viel Nam
may also face the severe competition with producess overseas in future. Therefore, foundation of the
enterprise should urgently be strengthened wilh respect to the productivity and efficiency.

(2) Sao Vang State Farm

The state farm is tocated in Tho Xuan District, in the same district of the Lam Son sugar factory,
and supplics sugarcane to the factory. The state farm was established in 1960, with 700 houscholds
and 2,900 hectares of land. Agricultural land was 1,700 hectares, other area was hilly land, padly
occupied by army facilities. Total workforce was 1,250, Initially (1960-72) the state farm lried to
develop coffee plantation but due to climatic condition it was not successful and switched to cattle
raising and sugarcane growing in 1972, Since 1984 catile raising declined sharply and concentrated in
SURAICANe growing.

In 1990, the state farm had a drastic change, distribuling facmland to the members of the farm.
Members obtained farmland of 1,0-1.2 hectares per family with land use rights. By this, role and
function of the state farm changed, transferring most of the production activities to member farmers
and concentraling on svpport services such as soil improvement, plant protection, marketing of
products and procurement of farm inputs. Other important functions of the state farm left over are
related to social services such as supply of electricity and its fee collection, management of primary
schools and health clinics. Total number of staff of the state farm was 60, of which salary of school
tcachers and medical doctors were borne by the government.

The income of the state farm is mostly service fees and land tax based on contracis between the

state farm and individual members which generally account for 12-14 % of the agricultural
production.

(3) Tite production enterprise

A private firm of tile production tocated in the town of Than Hoa was visited. This enterprisc was
established in 1991 as a stock company consisting mostly of family members and relatives aimed at
production and sales of tiles used for floors and walls and also decorative furnitures. Material rocks
are available at the sites of 10-50 km from the factory, and rot only excavating the material directly,
the company also purchases the materia} from those excavating. Starling the operation with only 15
employees in 1991, the company now employs 130, demonstrating a rapid growth due to the
construction boom in the country. Market at the moment is dominantly domestic, bui effort to expand
foreign markel is being made. Eastern Euvropean and Arab countries are the destinations at this trial
stage.

The management feels stiongly needs to :mprove the quality and upgrade the equipment and facility
as most of the machines used are domestic produce. Wage level per month is said to be 300 thousand
VND. :

Very aclive and crealive aititude of the management seems 10 have contributed to growth of the
enterprise to date. This is a successful case of small scale enterprises mobilizing natural resources of
the tegion, whereby creating new job opportunitics although limited in its scale.

3. Phu Tho Province

In November 1996, as provincial division was altered, Vinh Phu Province in the past is now divided
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to Phu Tho and Vinh Phuc Provinces. In Phu Tho Province, an SOE {provincial) for garment, another
SOE {central) for tea processing, a tea growing farm and Vocational Training Center were visited.

(1) Viet Tri Garment Enterprise (SOE of the Province)

This cnterprise was established in 1994 as an SOFE of the province as a garment enterprise, Located
in Vict Tri, the ceater of the province, garment production is essentially oriented to export, as major
markets being Germany, Holland and Japan. Started with employcees of 150 ja 1994, it has grown to
nearly 400 cmployees level at present, Employees are mostly young females living in the town and
coning from rural areas, At the initial stage of operalion, the enterprisc had its own lrammg program
but it was terminated recently and hiring those who have some experience in managing sewing
machine. Employees are not highly cducated, generally being less than 12 grade. Monthly wage is
around 500 thousand, which is generally high in local standard, thus attracts many applicants.

The growth of enterprise is clearly shown as the construction work of the factory for expansion is

being made. Major concern of the management is the quality improvement and marketing of the
product.

(2) Yocational Training Center

The Center was established in 1990 as an institution of the provincial government, Budget and
administrative control are the jurisdiction of the provincial government, though in technical aspect the
center maintains close relation with MOLISA of the central government.

Major activities of the center include vocational training, job consuliancy and use of training
facitilics. Vocational training is implemented on 5 courses, i.e., garment, electronics, and driving
{passenger car, tiuck and tractor). Duration of training differs by course with the lengest of 6 months
to the shortest of 2 weeks. Recruitment of the trainces is usually done through mass media such as
news papers, radio and TV, and the cost of training is borne by trainees in principle, though invalids
and repatriates are exempted. Of the trainees, 40% are from rural and the remaining 60% from urban

areas. The center has reportedly trained 6,032 so far. The problem faced by the center is the shortage
of facilities and equipment.

(3) Phu Tho Tea Factory

The factory, located in Thanh Ba District, was established in 1957 as an SOE by USSR with a
processing capacity of raw tea leaves of 35 tons/day. Gelling into a joint-venture with Belgium in
1996, the factory is now renovaling and expanding production capacily to 56 tons/day for the
production of black tea to be exported to Europe The factory management sces the overseas market of
green tea as fairly volatile.

The factory procures material tea leaves from ils own tea garden of 600 hectares and those of
individuat farmers in 22 communes neacby of total area of 1,300 hectares. Harvest of tea leaves slarls
in March and continues unlil October/Noveinber, usually 20 times harvest per teee per year. Collection
of tea leaves is usuvally made by producers/farmers, bringing in directly to the factory or a number of
collection spots setup by the factory for remote areas.

Purchasing prices of tea leaves are said to be decided basically based on the current international
price of tea. Farm gate price stood 1,700 VND/kg at the time of visit. Export of the product (black tea)
is handled by the Viet Nam Tea Corpotation.

The factory employs 15 staff, who are mostly engineers including those working in ils own tea
garden, and other 120-180 employees regularly. In peak season, this will increase to 230. These
employees come {rom the rural families in the district.
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Average size of (ca garden among farmers growing tea is around 0.5 heclare, which provides cash
income of around 3.0-3.6 million VND per family per year. Direct employment of the factory scems
modest at less than 200, however, the factory provides valuable source of cash income to farmers in
mountainous area where such opportunities are limited,

{4) A tea growing farmer in Thanh Ba District

One tea growing farmer who selis tea leaves to the factory was visited, This family of 6 members
owns 0.36 hectare of tea garden and 0.28 hectare of paddy field. The hilly area is devoted o tea
gacden while flat lowland for paddy.

The family immigeated from a nearby district in 1982 and started tea planting in the same year,
reaching the present size of 0.36 hectare in 1990. It was explained that usually it takes about 5 years to
reach the stable yietd level after planting. Average yield was 5.0 tons/ha, which is relatively high
among farmers in the region. Rice crop, mostly for family consumplion, are grown 2 times a year, with
yicld 4.0 tons/ha for winter-spring paddy and 3.5 tons/ha for summer-autuma paddy. Therefore, tea is
the most important income source of the family. In peak season of tea harvesting, the family requires
lemporary employment.

4. Thai Binh Province

In this province, traditional rural industries such as silver curving, sitk weaving and porcelain were
visited. In addition, a garment enterprise was also visited. Their management types are diversified to
an SOE, cooperatives and family enterprises.

{1) Phu Loi Curve Center

Silver work is one of the traditional arlifacts of Le Loi Commune of the Kien Xuan District with
more than 600 years history. In 1959, this business in the commune was integrated to the former
cooperative with 380 members. The business could enjoy better days when export to the former USSR
and East European countries flourished. The new cooperative was established in 1996 based on the
new law on cooperalives with decreased members of only 158, and the remaining being independent
individual enterprises.

The cooperalive produces, in addition to silverware, tapestry and embroidery for Japanese kimono
based on the consignment by Japanese firms, though s.ilverwaré remains the main business.

In the past, silverware was exported through ARTEXPORT, an SOFE, but now the systematic ¢xporl
to Eastern European countries are almost ceased and the demand is mostly from tourists in Hanoi and
Ho Chi Minh City.

All of the cooperative members participate in activities of the center in one way or another.
Distribution of profit are usually made by 80 % for wages and 20% for dividend to capital
contribution. Average monthly wage is 200 thousand VND, with 10 months working per year. The
remaining 2 months are devoted to farming of their families.

Regarding technical aspect, delay in mechanization is the serious concern of the center. Recently,
an ¢lectrical polishing machine has been introduced using loan provided by the provincial government.
‘The center is providing training on silverware for local youth.

After dissolution of the former cooperatives, many individual households have cngaged in
silverware production without joining new cooperatives which has often invited excessive competition
among producers. As no mechanisim nor arrangement ¢xists for coordination and exchange of
information related to marketing among small scale producers, they are basically in a disadvantageous
situation in marketing. Naturally, the producers are passive regarding sales of their products, mostly
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depending on local middlemen or shops in Hanoi and Ho Chi Minh City.

Organizing cffort for marketing and new products development is considered important and urgent,
but at the moment this is not seriously taken by most of the producers. There exist a limited number of
people who is really aware of these needs, but so far no solid direction for the problem has been
identified.

(2) A silk spinning and weaving houschold enterprise

At Nam Cao Commune, Kien Xuong District, a houschold enterpnse of silk spinning/weaving were
visited, In Kien Xuong district, 1,500 hectares of mulberey plantation and annual production of
cocoons of 1,500 tons are reported. Useally 35 tons of fine silk are exported annually through an SOL.

This family enterprise, for many geacrations, has been purchasing waste cocoons and threads
spanned from waste cocoons from farmers, and producing silk textiles for export. With 5 family
members and 20 employees, production recorded 40 tons (sitk thread basis) in 1996. Threads are
woven and usually sold to ethnic minorities in Laos. In addition to the workess including family
members, the entecprise has 40 contract farmers who spin threads for this enterprise. Performance of
the past few years scems to have been satisfaclory, according to the manager of the enterprise. Wage
of employces per month was S00 thousand VND in average, relatively high at r¢gional standard. In the
area two other enterprises of the similar scale exist and information exchange on market situation is
quite frequent if not regular among the enterprises.

{3) Thai Binh Porcelain Co. in Tien Hai district

Taking advantage of the success in exploitation of natural gas in the dlSlrlCl the company was
established as a provincial SOE in 1985 in a development program utilizing this ENETgY fESONICe.
Actual production started in 1989 with major products being tableware and flowerpol. Major expont
items among them are coffee cups. '

Mechanization of (he production ling is going on, yet because of the basically tabor intensive nature
of the industry, 420 are employed. Flucteation of markel demand was experienced in the past few
years and responding to these sitvation, the number of employees also fluctuated from 536 to 420 at
present. After recession in 1996, it is now on the recovering Irend and the company intends (o increase
the number to 500 within 1997.

Markel are both for domesiic and abroad with around even shares. Oveiseas market, formerly
dominated by USSR and Eastern Furopean countries is now changmg to Taiwan, African and
European countries and Japan which is considered as a new promising market to be explored.

Serious concern was expressed by the management on the severe competition with Chinese
products circulating in the country and in overseas markets. Domeslic consumers are gradually
acknowledging the qualitics of domestic products, however, the coripany often faces the difficully by
cheap price offcred by Chinese products, due parily to the smuggling across the border.

Among employees, male-female ratio is 52-48, mostly of farm family origin. Wages are applied
partly on yield basis and monthly average is 250 thousand VND. Improvement of technology and
inceease in productivity are the major issues now addressed by the company.

{4) A textile weaving cooperative in Do Sa Commune of Dong Hung District

Origin of a cooperative dates back to 1960 when the cooperative started wilh membership of about
200. After reorganization under the new Cooperalive Law, the membership increased to 600. Main
products are garment, partly supplemented by carpel production. All the products are for export, in
case of carpet to Russia, Australia, South Korea and Japan and garment entirely lo Japan under the
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consigned production through Korean trade firms.

In retrospect, the cooperative changed the kinds of production, ramely, in the period 1960-73 on
cotlon textile, 1973-90 on woolen textile, carpet and jute producis, 1990-95 on carpet and from 1995
up to now on garment. Domestic market is considered promising and the cooperative intends to sell in
domestic market from the latter part of 1997,

All of 600 cooperative members are from farm familics. Of these, 400 provide both capital
investment and labor while the remaining 200 tabor atonc. All of 600 members are gencrally
employed throughout the year. Tn addition, a number of temporary employecs are accepted as the
trainces. Average monthly wages are 300 thousand VNI for garment and 200 thousand VND for
carpet production.

As the plan of operation in future, the cooperative intends to expand the garment branch drastically,
while maintaining the carpet branch at present level. For this, additional investment of 7 billion VND
and recruitment of a substantive numiber of employees are required. Renovation of production line
seems o be a concern at the moment.

There exist two other similar cooperatives and one privale enterprise in the commune, therefore, the

district awthority is considering to bring up garment as the core industry for increasing job
opportunities in the commune.
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| . General Situation of the Red River Delta Region

The Red River Delta region with an area of some 13,000 km? accounts for only 4% of the total area
of Viet Nam. The region’s economy is dominated by agriculture which is carried oul on an area of
689 thousand hectares of agricultural land, or 9.4% of the entire arca of the country (in 1995). The
average acreage per farm is extremely small, only 0.26 hectare. Paddy is the dominant crop grown on
5§77 thousand hectares of paddy land with the average yield of 4.44 ton per hectare. The basin thus
~ provides 4.6 million tons or about 19% of the total paddy of Viet Nam. With the poputation of nearly
14 million {or nearly 18 million including the surrounding two provinces of Vinh Phu and Ha Bac),
the region constitutes one-fourth of the country’s total population. Although the region has achieved a
steady increase in food and paddy production in the late 80Fs and carly 90’s, it has not completely
eliminated yearly fluctuations even a possibility of recurrence of poor harvests. Improvement of
agricultural production and productivity of the Red River Delta region is crucial to sustainable
development of the socio-economy of the countsy. Selected indicators showing the agricultural
situation of the region are presented in Table 1. -

The delta has abundant water resources which have been developed over centuries. The acreage of
annual crop under irrigation and drainage accounts for 481 thousand heclares {or 76% of annual crop
land) and 406 thousand hectares (or 64%) respeclively. Maia rivers are protected from [looding by
banks of 3,000 km tong and coastal lines from intrusion of sea water by dikes of 1,500 km long. Rural
road networks are denser than other regions and electrification equally covers rural households at the
highest ratio (Table 2}.

Il . Situation of Rural Infrastructure

The delta is divided by some thirty irrigation and drainage systems each of which is encircled by
dikes and banks. Within a system, irrigated water is taken through “intake sluices”, irrigated by
gravity, and drained through “drainage sluices”. Since the 60's, these systems have been cquipped
with large pumps serving both for irrigation and drainage which have contributed to ensure irrigation
water and to mitigate the problem of water logging inherent to gravity iuigation,fdrainage'. At present
there are approximately 1,700 pumping stations with some 6,800 pumps. Practically all the area that
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paddy is grown is irrigated. The area scrved by pumping irdgation managed by either irrigation
companies or local communities is estimated to be nearly two-thirds of the total irrigated acreage, and
the remaining onc-thirds by gravity irrigation. However, according to the record in past seven years,
on average about 20% of the sown arcas of both winter/spring and summer/autumn paddies were short
of irrigated water, and 15% of the arca suffered from flooding (Tables 3 and 4). It is also said that
some 100,000 hectares suffer from and some 200,000 hectares are at risk of flooding or water logging.
This is partially caused by planning deficiency of facilities as in the 60’s they were planned for long
stemmed rice and parlially by dual use of canals for irrigation and drainage.

Most irrigation and drainage facilities have been repaired and partially replaced for years, bul main
structures have remained unchanged, Performance of canals has declined over time due to silting,
while pumps wear down causcd by seil particles in the water and damages of clectric circuits caused
by humid teopical climate. In some places, sedimentation settles in canals and struciures resulting in
lowering of the capacity. Dredging of canals and overhauling of structures have rarely been carried
out, Efficicncy of irrigation and drainage thus declines, breakdowns often take place, and opcration
and maintenance (O & M) costs increase.

In irrigation/drainage systems, tertiary canals play an imporiant role to effectively provide water to
and drain it from fields. Prevailing arrangements of tertiary canals, usually used for dual purposes of
irrigation and drainage and often placed at 100 meter intervals, prevents from growing other crops
which need a more delicate water control than paddy. In a slightly clevated upland within paddy tand,
as the direct distribution of water to individual plois is not possible, the manual lifis of water is
required. Since O & M of tertiary canals are the responsibility of individual farmers or their
associations/cooperatives, someiimes shortage of {fund and diflficulty to mobilize labor comnbullcns
make it difficult to properly maintain them and their relafed facilities.

Tiny and scattered parcels of farm land are the popular pheniomenon in the Red River Delta, In fact,
on average farm land of individual households is divided into 8.8 parcels with an average acreage of
only 0.035 hectare each. Under these circumstances, farmers must cross over parcels and bunds of
other farmers before reaching his own land for lack of farm roads. Although consolidation of these
small parcels is gencrally considered difficult due to their scattered distribution and delay in issuing
of fand use certificates, initiatives in this regard have reporledly been taken in a few communes and
districts of the region.

Rural roads and rural clectrification in the region are at !east in figures more dense than other
tegions. However most of inter-commune roads ate not paved and do not allow vehicles, and in rainy
season even bicycles, to pass. These roads are parlicularly relevant and essential to promote
agricultural diversification and rural industrialization in facilitating the access of farm products to
markets and rural people to employed locations. Together with virtual lack of in-commune and in-
ficld roads, their inferior conditions hinder marketing and working outside communes,

lIl. Capital Investment and O&M in Rural Infrastructure Development

Capital in rural infrastructure in stock terms includes that of irrigation/drainage/flood protection,
1ural roads and rural electnﬁcahon It is estimaled to have increased on an annual average in the order
of VND 210 3 mlllon for 1989-1995 at constant 1989 prices (Table 5), or at an average rate of
increase of 8.7%. This increase broadly corresponds with the annual net investment. Compared with
the rates of increase in fertilizer inputs and other assets in recent years, however, the increase in
capilal in rural infrastructure has been slower,

Future prospect of the investment in rural infrastructure is shown in the Public Investment Program
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for 1996-2000 as summarized in Table 6. The investment for rural infrastructure relics almosl entircly
on the expenditure from the stale budget, comprising 20.9% of the total state investmient. An
estimated amount of VND 20.2 trillion is eslimated 1o be allocated to rural infrastruciure including
VND 14.5 trillion for water resources development. While these figures are considered to be
attainable based on the recent past record, it needs to be further examined whether such a level of
investment would be enough to keep the growth of agricullural production for the future. To a
reference, the incremental capital output ratio (ICORY) is calculated on the basis of information for
1992-95. The tatio of 2.33 is thus obiained which suggests that, for instance, in order 10 achieve an
annual increase in agricultural output of 4.5%, a 10.5% annual increase in capital investmenl is
required.

Delivery of the state funds to infrastrecture development targely follows the procedures applied Lo
other capital expendilutes. Specificatly costs of planning, construction, repairs and replacements of
main structures and related facilitics of large sized irrigation, drainage and reservoir works with the
command atca of 150 hectares and above are in principle financed from the state budget. Funds from
local governments are usually provided for secondary works of these projects. Works with the
command area of tess than 150 hectares are, as a malter of principle, carried out by local goveraments
and beneficiaries with their funds and contributions. Smaller sized projects within one commune are
totally constructed and maintained by the local communities and people.

After the completion of construction, responsibilities of O & M of large sized facilities are
transferred to provincial governments, in case of irrigation/drainage facilities, to provincial frrigation
managing companies. These public companies are delegated to collect water fees from beneficiaries
which are expected to cover the cost of administration, clectricity and regular repairs. In praclice,
farmers’ organizations often agricﬁlm_ral cooperalives take charge of collection of water fees and O &
M of small sized irrigation/drainage facilities. In many cases, collected fees are below required cosls
of O & M which results in the failure of proper O & M of canals and related structures and declines in
the operation efficiency. Regarding rural roads, O & M and funding praclices are similar to those for
irrigation/drainage.

IV . Activities and Approach of International Organizations
Regarding Rural Infrastructure Development

A considerable part of the investment in fural infrastructure in the region has been funded by
international organizations, mostly in water resources development. The Red River Delta Water
Resources Sector Project funded by the Asian Development Bank {ADB) is one of the major projects
under implementation. This project intends to rchabilitate selected irrigation/drainage systems by
replacing and repairing the pumping stations, sluices and dredging related canals. As a sector project
cavering the whole delta, the project comprises 35 sub-projects with a total cost of USS$ 75 million
and will be implemented for a five year period. In addition, the World Bank has started a project for
improving some 5,000 km of rural roads with a cost of USS 55 mitlion. This is also a sector project in
which rehabilitation of rural roads in the delta will be included. The World Food Programme (WFP)
has long been implementing a series of projects strengthening coaslal dikes protecting the deita from
intrusion of sea water. o

Besides, there are studies concerning the development of the delia: the Red River Delta Master
Plan held by United Nations Development Programme (UNDP) in cooperation with the World Bank,
and the Water Resources Sector Review carried out by the World Bank, UNDP, Food and Agriculture
Organization of the United Nations (FAO) and Ministry of Agriculture and Rural Development
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(MARD). The formier study aims at indicating the guidetines of development of the delta region and at
specilying priority projects. The latter study, covering all over the countey but by main basins,
reviewed the sitwation, identificd constraints of development and indicated issucs for water resources
development, ‘

While each of these projects and studies has a different scope and objective, they share the view in
common that water resources development, specifically irrigation, drainage and flood control, is the
ey of agriculiural development of the delta. They also follow an appreach that in short terms an
emphasis should be placed on rehabilitation of irrigation and drainage facilitics and recently rural
roads, by means of their repairs, replacements and performance enhancerment, There is no doubt in the
necessity and urgency of rehabilitation of the existing infrastructure, but it may not be enough to build
the basis for sustainable development of agriculture and rural ecoromy for the future.

V. Issues and Policy Options for Future Development

From the above findings, issues facing rural infrastructure development of the Red River Delta
region are summarized as follows:

1) Trrigation and drainage systers are not functioning satisfactorily due to the combined effect of

deficient initial planning, non-separation of drainage from irrigation canals, and decline of

performance causcd by aged and deteriorated facilities. As a reslt, a significant part of irrigated

areas is short of water in scasons while water logging takes place at a considerable degree;

2) Since development as well as O & M of tertiary canals and related facilitics are delegated to

communitics and beneficiaries, their level of development is generally inferior and O & M are not

properly carricd out duc to shortage of funds and other reasons;

3) Agricultural diversification, which is meant in the region to be a diversion from padd)- to other

farm activitics, has significantly progressed in some areas while not in other arcas. This is partially

altributed to water control systems of respective areas which, along with respective agro-ecological

conditions, determine the possibility and extent of agricultural diversification;

4) Poor condition of rucal roads, particularly at community and on-farm levels, prevents farmers

from marketing products arisen from agricullural diversification as well as taking opportunities of

non-agriceltural employment; and '

S) An increased public investment would be requ:red to ensurc the sustainable dcvelopment of

agricullural production for the future. O & M of infrastruciure remains problematic, and, in case of

irrigation/drainage facilitics, shorlage of collected waler fees has led to deterioration of facilities

which has in tugn increased O & M costs.

For resolving and overcoming the above constrainis, the following policy options are suggested:

1) To review the existing development plans of rural infrastructure from the aspecls of agro-
ecological situation and water resources development according to respeclive areas, and roles of
concerned institutions such as central and local governments, water management companies,
cooperatives and individual farmers are specified;

2) In developing 1mgauontdramage infrastructure, an integrated approach encompassing main and
auxifiary facilities, together with consolidation of scattered farmland plots and construction of
small in-field roads, would be adopted and pursued;

3) The state budget would be allocated with a priority to rural infrastructure. Regarding water fees,
the present situation woutd be rectified by reviewing the level of water fees and by allowing an
allocation of public funds for this purpose;
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4) In order to enhance the access of agricultural producis to markets and rusal people to
employment opportunitics, “market spheres”™ would be specified, and related infrastructure such as
rural roads, particolarly at commune level, and local market facilitics would be fuither improved;
and

5) Since natural and socio-cconomic conditions related to agricultural production and the
consequent infrastructure development are largely specific to individual regions and arcas, similar
studics to this one undertaken for the Red River Delta cegion would be carried out for other regions
and areas,
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Table 1 Selected indicators of agricultural situation of the Red River Delta Region

- Dala as of 1995 Ratio{%)
Unit RDD Other Whole R Other

o " PRegion(a) Regions(d) Country(c) Region(a/c) Regions(b/c)
Agriculteral land ha 088,941 6,688,593 7,357,534 9 9n
Agriculiural houschold 00 unit 2,647.30 7,820 10,467.70 25 75
Average area of agricultural
land per farm houschold ha 0.260 0.853 0.703 37 121
Agricultural population 000 head  10,814.30  39,520.30  50,334.60 21 79
Agricultural labour D00 head 429260 17,54740  21,840.00 20 g0
Anpual crop land ha 626,500 4,775,622 5,403,122 12 88
Sown arca of crops 000 ha 1,400.70 900620 10,49690 13 87
Sown arca of annual crops 000 ha 1,361.40 7.863.00 9,224.40 15 85
Cropping intensity of anoual crop %% 217 165 1) 127 96
Food crops equivalentto  paddy

Sown arca 000 ha 1,209.6 6,762.3 7,971.9 15 85

Yicld t/ha 419 333 3446 121 96

Gross oulpul 000 ton 5,073.3 22,497.6 21,5709 18 §2
Gross oulpul, sown arca of paddy

Sown area ha 1,042.1 5,723.5 6,765.6 15 85

Yield t/ha 4.44 355 3.69 120 96

Gross output 000 ton 4,623.1 20,340.6 24,9637 19 81
Spring paddy

Sown area 0G0 ha 511.9 1,909 4 2,421.30 21 79

Yield tha 471 436 443 106" 9gY

Gross output 00 ton 24109 8325.7 10736.6 22 78
Winter paddy ‘

Sown area 000 ha 530.2 20707 2,601.90 20 80

Yicld tiha 4.17 2.66 297 140" 90"

Gross output 000 ton 22122 5514.1 77263 29 1
Other cereals (paddy equivalent)

Sown arca {00 ba 167.5 1038.8 1206.3 14 86

Yield t/ha 2.69 208 2.16 125" 96"

Gross output 000 ha 450.2 21570 2,607.20 17 83
Maizc

Sown arca 000 ha 7153 481.5 5568 14 86

Yield t/ha 271 2,04 2.13 127" 96"

Gross oulput 000 ha 203.6 980.6 11842 17 83
Sweel potato

Sown arca 000 ha 59.4 245.2 304.6 20 30

Yicld tha 7.49 5.06 5.53 135" 92"

Gross output 000 ha 445.2 1240.6 1,685.50 26 74
Vegetables

Sown arca 000 ha 76.0 2522 328.2 23 71

Yield t/ha 5.8 11.7 12.6 125" 934

Gross output 000 ha 12004 2945.2 4145.6 20 71

Note 1} Yields compared with those of the whole country as 100.
Source  Statistical Data of Agriculture, Forestry and Fishery, 1985 - 1995.
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Table 2  Status of rural infrastructure development as of 1694

{1} Trrigated and drained area

Annuy] Crop Land Annual Crop Eand Anaval Crop Land Total
lirigated Drained tand
Area ha (a) 44 % Area ha (b) bla % Arcahafe) a% Area ha(d)

Whole Country 5,463,999 16.5 1,998,125 366 1,465,501 268 33,104,218
Red River Delta 635678 50.5 481,194 337 405,791 818 1,258,428

Hanoi . 38,869 419 27,706 713 19,508 512 92,743

Hat Phong 55,562 0 43,950 9.1 36,932 66.5 150,350

Ha Tay 107,651 422 72,152 X 59,287 5.1 218,723

Hai Hung 142,610 559 114,824 30.5 70,018 49.1 254,960

Thai Binh 94,122 61.9 82,086 87.2 82,039 §12 151,986

Nam Ha 142,891 522 106,477 5 106,173 M3 249,803

Nink Binh 54,828 392 33,402 609 3144 513 132,873
North mountain and Midland 908,801 88 206,638 227 83,806 9.2 10,296,763
Nocth Central  Coast 531,531 105 225,11 420 98,715 184 5,118,054
South Central Coast 464,005 103 140,175 302 5,091 1.6 4,517,822
Central Highland 333,006 59 17,833 5.4 6,598 2.0 5,618,483
North Souih East 494,141 211 54,293 1o 26,2719 53 2,133,108
Meckong River Delta 2,090,837 524 372,291 178 809,215 387 3,855,550
{2} Rural eleclrification

Number of Communes Number of Vitlages Number of Households
Having Flectricity Having Electricity Having Fleciricity
Number % of Total Number % of Total Number % of Total

Whole Country 5,309 60,4 35,718 49.6 6,098,071 532
Red River Delia 1,664 88.2 11,872 96.4 2,463,324 8§94

Hanci 126 98.4 664 96.9 216,469 856

Hai Phoag 151 944 753 953 208,65% 80.9

Ha Tay 295 974 1,557 940 430,264 939

Hai Huag 354 918 1,905 95.7 535,264 838

Thai Binh 272 1000 2,559 990 393,736 1.7

Nam Ha 306 100.0 3,372 93.7 530,307 0.8

Nink Binh 120 9R4 1,059 89.5 © 148,605 842
North mountain and Midland G564 36,7 8417 319 1,013,068 50.3
North Central  Coast et 610 8,406 552 979,618 555
South Central Coast 472 5718 1,562 45.8 537815 46.1
Central Highland 135 29.5 549 143 85,618 198
South Norheast 323 72.6 1,401 535 414,764 451
Mekong}li‘wer Della 760 67.3 3,051 42.8 603,864 250
(3) Rural road

Number of Communes Number of Communes
Having Necessary Having Motar
Means lo Center Roads to Center
Number % of Total Number % of Total

Whole Country 832 94.8 7,720 81.9
Red River Delta 1,693 99.9 1,684 99.4

Hanoi 128 100.0 127 99.2

Hai Phong 159 994 157 981

HaTay 303 106.0 300 990

Hai Hung 403 1000 400 %93

Thai Binh 2R 1000 2N 100.0

Nam Ha 306 100.0 306 100.0

Ninh Binh 122 100.0 122 100.0
Nerth mourtzin and Midfand 2,297 815 2,137 214
North Central  Coast 1,596 983 1,514 932
Scuth Cenlral Cozst 750 957 754 923
Central Hightand 448 $58.0 439 96.1
South Northeast 445 1000 434 97.5
Mekong River Deita 1,063 94.1 768 68.0

Source Statistical Data of Agriculture, Forestry and Fishery, 1985-1995
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Table 3 Flooded area in Red River Delta Region from 1989 to 1595 (ha)

Depree Province 1989 1990 1991 1992 1993 1994 1995 Average
Flooded Hanoi 0 35,500 0 1,050 1,000 35,300 ¢ 1,836
Ha Tay 30,000 10,000 0 2,500 16,000 39,000 0 13,929

Nam Ha 20,000 20,700 0 10,028 21,000 33,212 0 14,991

Ninh Binh 4,000 4,200 G L00D 6,000 9300 0 3,57

Hai Hung 15,000 22,000 0 16,000 8,400 48,638 0 15720

Hai Phong 8,500 1,500 0 6,000 4,500 14,300 0 3829

That Binh 16,000 18,000 ¢ 11,000 10,700 26,557 0 11,751

RRD tolal 93,500 87,900 0 47,578 67,600 176,807 0 67,626

Decreased Hanoi 1,000 1,460 0 600 240 1,100 0 629
Production® Ha Tay 8,900 2,100 0 0 3,700 12,700 0 3914
Nam Ha 5800 6,400 0 1,600 4,560 10,000 0 4,051

Ninh Binh 1,400 1,200 0 0 1,500 2400 0 929

Hai Hung 800 2,100 o 2,100 600 14,700 0 2,900

Hai Phong 1,600 1,200 0 2,100 1,400 3,200 0 1,357

Thai Binh 3,100 4,000 )] 0 2,050 4,500 0 1,950

RRD total 21,600 17,000 0 5800 13,810 47,500 0 15,101

Non harvest” Hanoi 0 0 0 0 0 150 0 21
Ha Tay 2,000 0 0 0 1,400 4,000 0 1,057

Nam Ha 1,000 350 0 0 400 4,000 0 8§93

Ninh Binh 500 670 0 0 400 8§50 0 346

Hai Hung 0 0 0 0 0 4,800 0 686

Hai Phong 100 0 0 0 0 0 0 14

Thai Binh 0 500 0 0 0 1,100 0 229

RRD fotal 3,600 2,200 0 0 2,200 14,750 0 3250

Notes

1) In 1991 and 1995, flocding azea is negligibly smail.
2) The terminology of “Decreased production” refers to places where the yield is less than 50 % of the normal

one, and “Non harvest” less than 25 %.

Source  Minisity of Planioing and Investment

Table 4 Irrigated area under water shortage in Red River Delta Region from 1889 to 1995 (ha)

Cropping  Season Province 1989 1990 1991 1992 1993 1994 1995  Average
Winter/Spring paddy®  Hanoi 12000 7,200 2,300 3,400 7,200 3,500 3,200 5,543
Ha Tay 20,000 22,000 8000 10,000 12,000 13,000 14,000 14,143
Nam Ha 26,500 27,000 14,000 18,000 15,000 16,000 15000 15,600
Ninh Binh n.a. na 11,000 12,000 12,600 14,000 13,000 12,520"
HaiHung 36,590 21,0086 18,000 20,000 19,000 25,000 21,000 22,941
HaiPhong 8,960 8,000 3,000 7,500 8200 8100 7,800 7,366
ThaiBinh 15,000 15,500 14,000 17,000 16,000 18,000 16,500 16,000
RRD total 119,050 100,700 70,300 87,900 90,000 97,600 90,500 93,721
Summetfavtumn paddy”  Hanoi 16000 11,000 4,000 8,000 10,000 7800 6,700 9,071
Ha Tay 10,000 19,000 11,500 12,000 12,500 12,500 - 8200 12,243
Nam Ha 17,000 19,000 10,000 16000 8000 12,300 8,000 10,860
NinhBinh . na. na 6000 11,500 8,000 7,200 8,000 8,140"
HaiHung 31,000 29,000 26,000 32,000 30,000 34,0006 30,000 30,286
HaiPhong 8,500 5200 7,600 10,000 8600 700 6,000 6,657
Thai Binh 17,000 21,000 18,000 30,000 21,000 25000 24,000 22286
RRD total 99,500 104,200 83,100 119,500 98,100 99,500 90,900 99,257

Notes

1} Figures of Ninh Binh present the average value from 1991 to 1995,
2} Corresponds sespectively with “spring paddy” and “winter paddy™ in Table 1.
Source  Ministsy of Planaing and lnvestment.
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Table 5 Capital in stock term in rural infrastructure { VDN billion in 1989 constant price)

[rrigation,

Rural

- PR Rural Rural ) . Total

Yea 3;2:335;3?3‘ ‘,?O?d_&“.,_ Electrification ’“f'i‘;'";'lﬁ}““' Others Agricultore
1985 5,070 1,430 407 6,907 4,663 11,570
1986 7,630 1,540 430 9,600 4,970 14,570
1937 12,370 1,700 500 14,570 5,370 19,940
1988 13,020 1,802 560 17,382 6,800 24,182
1939 17,850 1,854 624 20,328 9,634 29,962
1990 19,300 1,908 721 21,929 10,360 32,2389
1991 21,170 2,001 837 24,008 12,320 36,398
1992 23,760 2,070 906 26,736 15,308 42,044
1993 25,341 2,103 940 28,384 19,370 47,754
1994 28,316 2,160 972 31,448 21,318 52,766
1995 30,219 2,271 1,002 33,492 24,360 57,852
Notes

1) “Othess” include those assels of livestock, perennial crops, machinery and other agricultural assels,

2} Total assets of rural infrastrocture, such as irrigation, drainage, flood control, rural roads, and rural

electrification.

Source  Ministry of Planning and {nvestment

Table 6 Summary of public investment program in rural infrastructure (Tritlion VND )

SOE Invesiment
Stale "Total" Inwhich: Houschold  FDI Total
Investment Siate Credit  Investment

General Agriculture 29 349 18.0 142 6.5 585
Water Management 14.5 - - - - 14.5
Forcsiry 4.0 4.0 30 50 - 13.0
Storage 0.5 4.0 1.5 5.0 - 9.5
Total Agriculiure 21.9 42.9 22.5 24.2 6.3 95.5
Total Invesiment 96.8 142.4 76.9 765 1443 4600
Agriculiure in Total

lnvestment (%) 22.6 30.2 293 31.6 4.5 20.8
Rural Roads” 2.7 - - 0.8  na 3.5
Rural Electrification™ 2.5 - - n. a. 0. a. 2,57
Total Rural Infrastructures™ 20.2 - - n. a. n.a 3007
Rate of Fotal Rural Infrastructure in 20.9 - - n. a. 0. a. 65

Total lnvesiment {95)

Noles

1) Not all amounts are to be included in PIP.
2) Estimated investment for district and commune roads.
3) Estimated on the basis of agriculiure shaie in the total eleciricity consumption in 2000 (3.79%), by multiplying
the total investment requirement.
4) Sum of amounts for water management, storage, rural roads and rural electrification,
5) Excluding non-available figures,
Source  Public Investment Progeam 1996-2000.
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6-1

The State of the Art of Rural Finance
in Viet Nam

Yoichi lzumida
The University of Tokyo

| . Introduction

After Viet Nam embarked on Doi Moi opening policies in 1986, it has been quick to make the
economic reforms necessary for a major overhaul of its economic system and has achieved an
extraordinary amount in the process. In agriculture, there has been a sharp increase in total production
since the reforms began. During the five year period from 1991 to 1995, agricuitural produciion grew
an average of 4.5 percent per year. Food production in 1995 (converted to unhulled rice) was up 25
percent over 1990 (IMF [96)). - :

Provisions of rural credits have made large contributions to the increase in agricultural production.
Doi Moi recognizes the farm as a basic uait of production and has relaxed many of the regulations on
farmers to give them incentives to take part in economic activilies. However, incentives by themselves
were nd_t enough to make production gains possible. Realization of potential technology requires,
more than anything else, money. In this, the role of the Viet Nam Bank for Agriculture and other
financial institutions, and of the policies by which they are steered, has been instrumental (and will
continue to be so). -

This paper highlights rural finance in Viet Nam, approaching the issues in Vietnamese rural finance
from a variety of directions. The problems, both at macro and micro levels, are examined, and
improvemém measures are explored.

The experiences of other developing countries with rural finance shows that one-way provisions of
funds from the top can at times lead to a deterioration in repayment rates and to failure in developing
viable rural financial markets.! It is therefore insufficient to judge the results of rutal finance merely
from the standpoint of contribution to production gains. One must also consider the sustainability of
financial markets. As will be discussed in the body of this paper, rural finance in Viet Nam has
developed in such a way that credit growth inspires savings growth and maintains high repayment
rates. There are at this point no problems that would pose a serious threat to its sustainability. So far
the development of rural finance in Viet Nam can therefore be termed a success.? The quesiion here
is: what were the factors behind this success? This question is related to questions of Viet Nam’s

1 See Tzumida and Yurugi [90].

2 However, this is a qualified success in a weak sense since it involves government subsidics. Fos greater detail,
see lzumida [96].
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posilion within Asian rural finance, and (o the role of the government in rural development finance.
Nonetheless, the story line for this paper as it describes the curcent state of and problems in rugal
finance in Viet Nam will be to explore the question of why it has been so successful.

As will be discussed in the following sections, the analysis of this paper is centered on financial
activities of the Viet Nam Bank for Agriculture (VBA), a representative of formal financial
institutions in rural Viet Nam. The pesformance of VBA’s activities will be cvaluated through many
indicators, such as growth rates of loan and of mobilized savings, loan/deposits ratios, recovery ratios,
tevels of outreach and so on. Besides, information gathered from ficld studies will be examined so
that problems of rural finance at village level will be clearly grasped.

Note that we are unable o refer to any extent in this paper to the performance, problems, or
measures for improvements, of the activities made by the Viet Nam Bank for the Poor {VBP). This is
because the VBP was just established in 1995 (started its business in 1996) to develop anti-poverty
programs for rural villages. Nonetheless, the activities of the VBP get right (o the heart of the all-
important question of how much finance is to relieve poverty, and we wish to comment on them as
much as possible in this report.

Il . Current State of Rura! Finance in Viet Nam

1. Rural Finance before Doi Moi

The pre-Doi Moi rural finance market was composed of the State Agricultural Bank, credit
cooperatives, and the informal sector. However, informal finance was suppressed prior to Doi Moi,
and did not come to the surface until after the reforms began to be implemented.

‘The State Agriculiural Bank which was al the ceater of sural finance, was one departmen( of the
State Bank of Viet Nam. Its purpose was to supply long- and short-term credils to state enterprises and
collectives, Its own funds came from the government budget and from the savings of the general
public. The credit cooperatives were lhe cooperative-type financial institutions. Farmers were
required 1o join both an agricultural cooperative and a credit cooperative. Credii cooperatives
depended for their funds almost entirely on the State Agricultural Bank, and the percentage of farmers
who were able to obtain these formal bank credits was extremely smnall. As a result, informal finance
played the major 1ole.

'The pre-Doi Moi financial system can be regarded as a mono-banking system, a system peculiar to
command economics (JICA [95)], Watanabe [95), and World Bank [94]). In other words, the State
Bank of Viet Nam (SBV) had a monopolistic position that was supplemented by specialist institutions
like the Foreign Trade Bank or the Investment and Development Bank. The State Baok of Viet Nam
was the only financial institulion allowed to supply short-term loans to induslrial sectars, while the
Investment 2nd Development Bank had authority over infrastructure’s funding, and the capital
investment funding of state enterprises. These institutions were in turn funded from the central and
local government budgets. . _

‘The reforms of 1988-1990 brought changes in financial organizations. In 1988, two sections of the
State Bank of Viet Nam were split off to form two new state banks: the fadustrial and Commercial
Bank, which was in charge of lending to urban commercial and industrial activities, and the
Agricultural Development Bank, which fent basically to the rural seclor. This gave Viet Nam a total
of four statc-operated financial institutions, including the two special institutions mentioned above.
From this time forward, the State Bank of Viet Nam has functioned as the bank of banks, ie., the
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central bank,

In 1990, a new Banking Law has turned the four specialist institutions into state-owned commeicial
banks, changing their names to the Viet Nam Bank for Industry and Commetce, the Viet Nam Bank
for Agricullure, the Viet Nam Bank for Foreign Trade, and the Vict Nam Bank for Invesiment and
Development, All four are universal banks in that they are able to provide both long- and short-term
toans and also to engage in securilies services. The State Bank of Viet Nam leads to the stale
commercial banks al a discount rate that is sel below market rates. Rates are different depeading on
the priority of the sectors handled by the bank. Recently, however, special treatment has been
afforded onty for the Viet Nam Bank for Agriculture (JICA [95)).

One important point should be mentioned here. While, the Viet Nam Bank for Agriculture (VBA)
is the mos! imporlant institution in Vietnamese formal finance for rural arcas, it is still, for all iis
commercial trappings, a slate enterprise. This means that the VBA has the funclions of a commercial
bank, but receives government subsidies for its capital and other requirements and comes under a
wide range of government regulations as well. In particular, it is required to contribule to the policies
and programs pursued by the government of Viet Nam. Therefore, we must emphasize that the VBA
is a commerciat bank but at the same time it is a government financial institution.

2. Current State of Rural Finance in Viet Nam

(1) Overview : ‘ :

There are five inslitutional players in Vietnamese rural finance loday: the Viet Nam Bank for
Agriculture (VBA)Y, the People's Credit Funds (PCEs), the Rural Sharcholding Banks (RSBs) as
private financial institutions, the Viet Nam Bank for the Poor (VBP), and others. Here, others include
special credit programmes of NGOs and donor agencies, and the direct lending of treasury funds
through administrative channels. But, eatire figures of credit programmes of NGOs and donor
agencies, and of direct lending of treasury funds are unknown, and hence can not be grasped clearly.
Their share may not be big, then these types of finance are not referred in this report.’ ‘

Obviously, there are also non-institutional sources of funding like moncy lenders, distribulors,
Rotating Savings and Credils Associations (ROSCAS}, relatives and friends, and so on. This informal
finance plays a large role in Viet Nam. However, there is liltle data available concerning the weight of
informal finance, so we are forced to limit our comments on it.

(2) The Viet Nam Bank for Agriculture {YBA)

The Viet Nam Bank for Agriculture was established in 1988 as a result of reorganization of one
department of the SBV. It was initially called the Viet Nam Agricultural Development Bank, but
changed its name to the VBA in 1990. The VBA is the largest institutional supplier of credit to the
rural sector in Viet Nam, and falls under the oversight of the SBV and the Ministry of Finance. By the
end of 1996 it has 760 offices’ and a staff in excess of 20,000. its major business is to provide
financial services to individual farmers (and farmers® groups) and rural enterprises. Its financial
services have been growing with appreciable speed (the figures to be discussed later). However, most

¥ The VBA changed its namec in 1997 to the Viet Nam Bank for Agriculture and Rural Development (VIBARD),
but we will refer to it as the VBA in this paper as a matter of coavenicnce.

* Cancerning credit programmes of NGOs and donor agencics, see Abiad [95]. Also special loan programmes of
which source is state budge! includes “Regreening the barren hills,” and “fob creation.”

% These include the head office, provincial offices, regional offices, general business oftices, district branchss,
and transaction offices. The bank also has exchange offices, savings desks, and mobile banks. The VBA’s ansiu al
report {1995} expresses its total offices as 2,564,
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of agricvltural loans arc short-term production loans; the bank has few medium- or long-term toans,
‘T'he interest on its foans is in principle the same as that charged by other commercial banks, and there
are no subsidized interest programs.® However, its interest rates are far lower than the often exorbitant
rates charged by the informal tenders. :

‘Yhough its growth has been spectacular, neither its lending levels are high ¢nough to meet the
latent demand for funds, nor has it been able to attract sufficient levels of savings, though the amount
(00 has been growing rapidly. Even if the bank is flushed with money, it would have many difficulties
in lending credits, because of the inherent characteristics of agricultural finance, that is, smaliness of
farming sizes, low levels of income and asset of farmers, vulnerability of farmers’ revenue, and low
rate of relumn on agriceltural investment.

(3) People’s Credit Funds (PCFs)

‘the People’s Credit Funds are commune-level cooperative finance organizations that have rooted
in the agricultural credit cooperatives of the past. But notice there are little organizational continuity
between former credit cooperatives and PCFs. The first agricultural credit cooperating were created in
Norlth Viet Nam in 1956, They did not reach the South until 1976. At their peak, there were 7,500
agricultural credit cooperatives in the country, but by 1990 only about 160 were operaling. During the
process of reorganizing the financial sector, the State Bank of Viet Nam tried 1o retain the surviving’
agricultural credit cooperatives as cooperative financial institulions serving the community. The PCFs
were established on an experimental basis in July 1993 and were inspired by the credit vnions of
Quebec, Canada. Their numbers have been growing steadily, By the end of 1996 (here were 817
PCFs. . o '

There are actually theee levels of PCF. At the central level is the Central Credit Fund (CCF);‘al the
provincial level, the Regional Credit Funds (RCIs). T he CCF receives funding assistance from the
SBY. The RCFs facilitate funding adjustments by taking funds from those PCFs with surpluses and
lending them to PCFs with financial shortages.

One basic requirement for borrowers is that they need to invest in the PCF, but this is not
necessarily required of depositors. The majority of PCF loans is shorl-term working capital for
members of lhe cooperative. Loans are generally about VND2.6 million in size (VND11,000 - US $1).
Of importance is the fact that the PCF strategy is to offer high interest rates on deposits and charge
high rates on loans. PCFs pay higher rates on the deposits they collect than do other formal financial
institutions, and they also charge more for their lending.” This strategy takes advantage under the
situation of the heavy demand for money in rural villages and has apparenily becn suiccessful,
However, the PCFs will probably be forced to reconsider the strategy should the demand for funds
ever drop. This will be discussed more fully later in the paper.

We have already noted that the PCFs arc cooperative-type financial institutions, and that creates the
problem of how to structure the relationship between them and the existing (or future) agricultural

cooperatives so as to foster the development of agricultural cooperative finance. This is another point
we will discuss later.

¢ fo be more accurate, the interest-rale levels of loans made by the VBA to urban arcas are the same as the
interest-rate levels charged by other state commercial banks, VBA lending rates do differ according to whether
the loan is fo a rural or urban customer (sce Table 63, with rural rates set higher. Needless lo say, we should also
note that Ihe VBA docs have special subsidized-loan programs to disaster-afflicted regions and minoities.

? As of this writing in March 1997, the PCFs were paying 1.2% monthly interest on term deposits of three

months; the VBA, only 0.85%. On the other hand, the VBA charged 1.4% on short-term loans compared to 1.8%
for the PCFs.
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Al the end of 1996 the PCFs had a total of VNDG63 billion in outstanding loans, which was about

4.8 percent of all agricultural lending by the formal scctor (sce Table 1). Their membership totaled
about 380,000,

{4) Rural Shareholding Banks (RSBs)

The RSBs were also created in the process of reorganizing the rural credit cooperatives. RSBs are
private banks, and most of thein arc Jocated in the south. In 1996, there were 20 of them active. Their
funding comes from the investments, deposits, and borrowings of their founding members. A single
RSB will normally have between fifty and sixty shareholders who are gither related by blood or enjoy
similarly close ti¢s.

RSBs pay higher interest rates than does the VBA (generally 0.5-1.0 percent higher). This has not,
however, enabled them (o attract sufficienl amounts of deposits. There is littte in the way of direct
dealings beiween the RSBs and the SBV. They are forced to seek the majority of their funding from
the VBA or other financial institutions. In fact, many of them sczve as little more than service cenless
for the VBA. Though the figures are a bit dated, at the ¢nd of 1994, RSBs had a total of VND40
billion in outstanding loans, which gave them only a very low position within rural finance.

(5) The Viet Nam Bank for the Poor (VBP)

The VBP was founded in 1995 and began operations in 1996. Like the VBA, it is a state bank
which accepts deposits. Where it differs is that it leads funds to the poor at subsidized rates.
Applicants must meet special standards to qualify for lending.® The VBP’s materials explain that its
tending is for the poor who méet criteria set by the goverament, bul in actual practice the Poverly
Reduction Committees at the village level draw up lists of candidates that are approved by the
communily’s Peoples Commiueé before being sent to the local VBP office for a final decision on
lending. The bank is funded by borrowings from the State Bank of Viet Nam (monthly rate of 0.9
percent) and by gratis funds from the government, Houscholds that have borrowed from the VBP are
in principle prohibited from borrowing money from other institutions.

Several points are worth noting. First is the infiuence of Bangladcsh’s Grameen Bank. Borrowers
are given unsecured loans, but they are organized into groups that have joinl liability for the
borrowings of their members. This is the same technique as used by the Grameen Bank. However,

Viet Nam’s rural villages have a tradition of mutual aid, and many voluntary organizations already
provide financial assistance to poor houscholds, so this is not a case of injecling something
completely unknown into the system. _ -

Second are the close ties between the VBP and the VBA. Most of the VBP stalf comes from the
VBA, and their offices are usually in the same building as the VBA or an adjoining building. Indeed,
the VBA already had its own lending programs for the poor under which it would, for example,
provide unsecured loans of up to VND 500,000 (in place of collateral, borrowers had (o produce a
certificate from the People’s Committee). The unsecured lending ceilings were subsequently hiked (to

8 "Fhe definition of the poverty line used in the 1993 VLSS is the same as Ihal of the World Bank: the income
level needed (o achieve the standard consumption patterns of a Victnamese requiring 2,100 keal a day in nutrition.
Under this definition, about half the poputation of Vict Nam falls below the poverly line. There is also a smaller
category of poverty called the food-poor, which is defined as those who would not be able to achieve an intake of
2,100 keal a day even if all of their income were used to cover food costs (an average annual sural income is
about VND600,000. If an unhulled rice price is VND2,000/kg, per capita rural consumption would be 25 kg a
month in unhulled rice terms). Under this narrower definition, about 1/5 of the population is considered poor.
The official Vietnamese definition of poverty is closes to this definition (JICA [95], IMF {96]).
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VND 1 million), but the amount of funding available was usually insufficient and only a very limited
amount of credit made it to the pootest farmers. The VBP was cstablished as a means of separating
low-interest lending to the poor from other VBA lending, and also perhaps as a means of more
effectively utilizing surplus VBA staff. Regardiess, the VBA and VBP are sister institutions and a
discussion about one will necessarily involve a discussion about the other.

Third is the fact that the VBP lends at below-market interest rates (in Augusl 1996, the VBP was
charging a monthly rate of 1.2 percent compared to 1.6 percent at other banks).

Fourth is the involvement of the People’s Committees of village levels in the selection of borrowers.
The VBP makes loans according to lists of poor houscholds submitted to it by the People’s
Commiltees, which gives the committees a large amount of sway in lending decisions. Also involved
in VBP lending are the farmer associations and women’s unions. in addition to candidates” selection,
(hese organizations alse play major roles in monitoring borrowers and recovering funds.

VBP lending is about VND1.2 million per houschold. At the end of 1996 it had a total of
VND1,650 billion in outstanding loans lo about 1.4 million houscholds. This represents about 55
percent of Viet Nam’s poor households. Note that the VBP balance of VND1,650 billion is equivalent

to about 11 percent of total outstanding lending to Vietnamese rural villages by formal financial
institulions.

3. Informal Finance

‘There is very little information on mformal finance in Viel Nam. From whal is avaalable however,
it appears that informal finance plays an extremely large role in the country’s roral economy. The Viet
Nan Living Standard Survey (VLSS) found that 73 percent of total borrowings by rural households
were from informal sources. Of this figure, 33 percent was from money lenders, the remaining 40
percent from relatives and friends. Borrowings from the ROSCAs, a unique Vielnamese msmunon
were afso large. The VLSS has found a wide disparity in interest rates on the informal financial
market. Most loans from relatives and friends carricd no interest at all, while short-term funds from
money leaders might carry rates of 6-10 percent a month, which was double and tripl¢ the rates
charged by formal institutions.

‘The main sources of informal financing mcludcd the ROSCAs {Phuong ho, Hui or Tommc) private
lenders, advances by distributors, and family and fnends

As a result, we must consider rural firance in Viet Nam as a dual structure in which formal and
informal finance exist side by side. The implications of this are large. For example, in interviews with
rural village residents we asked them what they would do if they had US $100 in surplus funds. Some
responded that they would lend the money to their fricnds and acquaintances. This implies that,
surplus funds do not necessarily end up in deposit accounts with formal financial institutions. It must
be understood that in Vietnamese rural villages, financial situation will to a large part be determined
by the interaction of the formal and informal sectors.

lif. The Development of Rural Finance in Viet Nam

1. The Expansion of Credit and the Level of Outreach

According to our survey of the current situation in Vietnamese rural finance, which has mainly
concentrated on formal institutions, it seems an obvious conclusion that, aside from the informal
sector, the Viet Nam Bank for Agriculture (VBA) is the dominant and leading institution. The share
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of VBA in total outstanding loans in rural sector was more than 80 percent (Fable 1).

In this scclion we concentrate on the activitics of the VBA to illustrate recent trends in Vietnramese
rural finance. We will also comment on other institutions where there is data availabte. It is evident
that the scale of their lending is so minuscute compared to that of the VBA, that from a quantitative
perspective they have little significance. The activities of the VBP arc also intcresting, bul this
institution only began operations in 1996 and it will be prematuce to evaluate its ending achievements,
While we acknowlcdge that there are important problems that hinder the VBP’s activitics, the
problems can not be fully analyzed here.

VBA lending growth, as expressed by year-end balances, has been extraordinary (Table 2). For
example, outstanding loans were 57 percent higher at the end of 1995 than those at the end of 1994,
Liven when viewed in real figures that discount the inflation rate (about 11.4 percent in the first haif of
1995 but only 1.2 percent in the second half), the growth is still impressive. It is safe to say that YBA
lending activitics have developed in an exiremely short period of time. However, the majorily of its
loans are also short-term, and there are problems inherent in this. Tndeed, about 70 percent of 1995
lending was short-term toans. This does not imply that the VBA engages in no medium- or long-termy
lending; such tending accounts for the remaining 30 percent of its lending business and it is in fact
growing faster than short-term lending.

There are three reasons why medium- and long-term lending is smaller than shorl-term. First, at the
current stage of development, mosi of the demand for funding of the Vietnamese farms is for currenl
inputs like fertilizer and pesticide. However, the demand for medium- and long-term loans is expected
to ris¢ in the future as agriculture becomes more diversified and partially mechanized. There are gaps
in the levels of mechanization achieved in different arcas of the country. In the Mckong Delta, for
example, small tractors are in use, while in other areas it is not. Still, given the lasge surplus
population on Vietnamese farms, a full mechanization of the country’s agriculture is as yet
inconceivable. That does not, however, preclude a rise in the demand for medium- and long-term
loans, seme of which will be for small machinery. Second, Vietnamese farmers have little in the way
of assets with which to collateralize medium- and long-term loans. Progress in issuing certificates of
tand-use rights has been slow. Till now the cestificates have not been issued to all farmers. This poses
a serious problem for the future development of rural finance. Third, deposits are biased towards the
short term, rendering it difficult for financial institutions to secure the long-term funds they need 10
make long-term loans, ‘ -

VBA lending is increasingly allocated to on farmers. When it was established in 1990 the bank
engaged in almost no direct lending to individual farmers, choosing instead to lend to state enlerpriscs
and cooperatives, but in recent years some 60-70 percent of iis lending has been to farming
households. o

Turning to the level of ousreach, we should first note that more detailed data will be required before
this index can be calculated with any precision, but judging from the number of farm borrowers at the
end of 1996, it appears to be about 40 percenl.g The number of farm borrowers is increasing steadily,
from 960,000 in 1991 to 2,03 million in 1993, and this indicates a greater level of oulreach to farm
households. Obviously, VBA loans only go to comparatively well-off farmers. Indecd, the poor and
those in remote arcas have no access to VBA credil. The turnover rate for short-ferm funds is 1.8-1.9
times per year, so annual lending amounts can be considered as about double year-end figures.

The average size of loans to farmers falls within the range of US $100-200. Much of the loans,

7 The concept of level of oulreach is defined as what poreentage of those desiring loans are actually given them.
In 1994, Viet Nam had a total of 9.6 million farm families.
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however, is only aboul US $50, an indication of the micro level of the borrowings involved.
According to a resident of one village, when a {tood destroyed all his crop, his loaned amount could
be repaid by the sale of one pig.'

'The most recent data available on the usc of VBA loaos is that of 1993 and so somewhat dated. H
shows that 45 percent went to crops, 20 percent to tivestock, 20 percent to fruit and fishing, and the
remaining 15 percent to handicrafts or small-scale processing (World Bank [94]). The reason for the
rclatively Jow weight of crops is that lending has teaded {0 concentrate on livestock because il is a
growth sector. This indicates that VBA leunding is contributing to the diversification of agriculiure.
Ostensibly, the VBA’s lending ceilings are 50 percent of the borsowers assets or 100 percent of his
expected income. In actual practice, short-term loans are limited to 70 percent of the required amount,
medium-tesm funds to 50 percent.

2. Mobitization of Savings

Oa the fund-raising side, there has been surprisingly strong growth in deposits in recenl years
(Table 3). Total deposits in 1995 were double those at the end of 1994, and among them the growth of
term deposits was particularly strong. Some 50-60 percent of the banks fund-raising during 1995 took
the form of deposits from the general public. However, most of the deposits are short-term (three to
six month) accounts. Nonctheless, the deposit growth has reduced the VBA’s dependence on
borcowings from the SBVY (at the time of its establishment in 1990, SBV borrowings accounted for
nearly 40 percent of total funds raised), which is improving both the independence and the financial
health of the VBA. We should point out, however, that the SBV-still accounts for about 6 petcent of

the banks’ total liabililies. The reasons for the high raie of deposit growth will be discussed later in
this paper.

3. Loan Recovery Performance

Overall, the loan recovery rate is good. Our interviews with VBA’s experts indicate that about 98
percent of the short-term funds lent to farmers are recovered. According to the 1994 annual report, the
bank was carrying VND1,000 billion in frozen debt against VND16,752 billion in outstanding loans
at the end of the year (ratio of 9.3 percent). It reports an overdue rate of only 2.1 percent for
production units and 1.4 percent for commercial households. The 1995 annual report noted a
deterioration in the quality of the banks credits, and bad debis rose from 2.1 percent in 1994 10 3.4
percent in 1995, Recovery rates were the worst for funds lent via cooperatives, where there was an
overdue rate of 25 percent. In spite of 1his, if the VBA’s total overdue rate is only around 5 percent,
then it is performing extremely well compared to similar agricultural finance institutions in Asia."

Table 4 provides data on the VBA’s business standing. Interest revenues are rising steadily in

'® Interview with farmers in 2 rural vlllage in the Rcd River Delta.

" Sce Tzumida and Yurugi [90). Note also that data acquired by the Fiscal and Monetary Policy Team indicates
that the VBA is experiencing a high rate of arrears. Its overdué loan ratio (overdue loans divided by outslanding
loans) was 14.3% in 1994, 13.9% in 1995, and 16.6% in 1996 (year-cnd figures). These figures are quite
different from those in the VBA’s annual report and if they are indeed correct, we will be forced to modify our
viewpoint on the VBA’s performance. For a consideration of the implications of these figures the reader is
referred to the independent auditors seport'on VBA finances prepared by Coopers and Lybrand in Sydney. The
auditor’s report lists 8.7% of the VBA’s tolal assets as of the end of 1994 as frozen deb, but this is posted to a
different account than that for lending. It also gives a ratio of overdue Joans to total net loans of only 3.6 as of

the end of the year. The figures from this report argue for the Fiscal and Monetary Policy Teams data to be
interpreted as including the banks frozen debt.
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reflection of lending growth, In 1995 the bank posted after-tax peofits of VNI 48 biltion.

4. Efficiency of Financial Intermediation

The data on the balance sheet and profit and loss statement enable simple calculations to be done of
the average costs of VBA financial intermediation. The interest revenues from loans can be divided
by the average balance of tola} operating asseis to calculate a rough average yield on investments
(which will be almost the same as the lending intercst rate)."? For 1995 this was 18.87 percent. On the
other hand, the cost of funds {interest paid) was 13.1 percent, to which must be added 4.9 percent for
employee salaries and other expenses, The result, when cost rates ate subtracted from revenue rates is
a slight surplus of 0.8 percent. Note, however, that the intermediation cost ratc of almost 5 percent is
high by international standards, an indication that there is certainly room for the VBA to improve its
efficicney. :

Similar calculations for the PCFs has found that the yicld on investments is 25 percent, fund-raising
cosls (interest payments only) 14.2 percent, intermediation cxpenses 5.8 percent and surplus 5.8
percent. These figures confirm the PCF strategy of attracting deposits with high interest rates and
lending funds at relatively higher rates as well. Note the much larger profit margin, however, Even
still, in light of the fact that the PCFs are new institutions that have none of the overstaffing problems
of the VBA, intermediation costs which are more or less on par with the VBA’s, are hard 10 accept,
and the PCFs can hardly be termed efficient mediators. Obviously, this data only covers a single year
and similar analyses will need to be repeated in the future, but the numbers do indicate that the PCFEs
have been unable to take advantage of the low intermediation cosls that are supposed to be the chief
benefit of cooperative finance. | : ;

The figures for the VBA’s yield on investments and fund-raising costs are congruent 1o is
interest-rate structure, though the data is not up to date (see Table 5). Farmers borrowing short-term
loans for production paid a monthly interest rate of 1.8 percent at the end of 1993. However, group
borrowers could take out loans at lower rates, and it appears that in some cases slightly different
interest rates were applied at the grass-roots level from what are indicated in this table. As the World
Bank [94] indicates, there are two problems‘with the interest rate structure shown in the table: 1) there
is no reflection of the different risks associated with differeat borrowers; and 2} medium- and long-
term interes! rates are lower than shogt-term interest rates. Lending at the medium- and long-term rates
shown in the table would be less than the interest paid on term deposits, so the bank would have a
negative spread. The interest rate structure reflecis the perspective of the government of Viet Nam
that medium- and long-term investment is more desirable than short-term, but may actually be one of
the factors that is suppressing the growth of medium- and long-term lending. We must also point out
that with the reduction in the inflation rate in 1996 the loan interest rate ceiling was lowered several
times, which resolved the reversal between the rates charged on medium- and long-term loans versus
short-term loans. As of October 1995 (Table 6), the interest rate on loans for fixed capital was 1.35
percent per month, compared with 1.25 percent for operaling funds.” :

One of the VBA’s business slrategies is to improve its intermediation efficiency with labor
productivity gains. its work force has declined from 31,232 in 1990 to 21,000 in December 1995, ‘this
was part of a general restructuring of state enterprises, but the declines are extremely large. Current
downsizing plans call for the size of its staff ta be cut in half by 2000 {to about 10,000 people), which
is, obviously, a very drastic cut. Better training, meanwhile, is helping to improve the quality of the

12 The significance of this figure will be different if the portion in arrears or default is farger.
B See IME [96], p. 87. See also Table 6 in this paper.
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banks remaining slaff.

Of interest is the introduction of an incentive system in the VBA's labor management policies. A
large portion of the employees paycheek is determined from the number of toans he makes, his default
rate, and other personal performance indicators than from his basic pay."!

5. Problems on Rural Finance -Observation from Field Studies-

{1} Regional Diversity in Rural Finance

The VBA’s performance at national level can be evaluated as a success. Indeed it is a rare financial
institution that is able to grow this much in such a short of time and still maintain good recovery rates,
Judging from the past few years alone, lending growih, deposil growth, and recovery rates are all at
tevels that were considered satisfactory, and there were no serious prablems in the banks balances.
Though there arc problems such as unsatisfactory level of outreach, the shortage of medium- and
long-term funds, and the inefficiency of intermediation, few government: agricultural financial
institutions in Asia or in the world can lay claim to having achieved so much in the short space of six
years. :

However, if we look at rural finance at village level, there are several important problems on rural
finance. Iere, we will discuss three problems of rural finance in Viet Nam, by using the resulis of
field studies.

First, regional diversity in rural finance should be referred, Table 7 indicates the situation of rural
finance in three surveyed provinces, showing the big difference in the degsee of infiltration of formal
finance. Ratio of the number of total household with borrowing experience of VBA loans, to that of
total rural households, was as high as 83 percent in An Giang province. On the other hand, the ratios
for Ninh Binh and Quang Ngai provinces were just 25 and 8 percent, respectively. Concerning the
degree of outreach of VBP loans, the ratio of Ninh Binh, Quang Ngai and An Giang were 18.4, 8.3,
and 13.6 percent, respectively. The difference in the degree of outreach is not so sericus, compared
with the case of VBA loan. Hence VBP loans are disbursed in order to amend the difference in the
infiltration of VBA loans. With respect to the activities of PCFs, An Giang province surpasses the
other two provinces, - ' .

Regional diversity was also observed from the result of our rural houschold surveys (Joint Survey
Report, Table 9). In conducting household surveys, three provinces were selected, and two communes
in each province were chosen. For each commune, a representative hamtet to the respective commune
was selected. After that, 50 rural households were sclected randomly in each hamlet. Accordingly, the
number of rural households surveyed in each province was 100, indicating the actual number of due
household as percentage. _

According to the result of our rural houschold survey, the number of households with VBA loans
was 23, 2, 65, in cach province from the north. The number of households with VBP loans was 8, 39,
9 in each province respectively. The ratio of the number of VBP loanee to that of total household in
surveyed areas was bigger than the ratio of respective province (Table 7). This is because we selected
areas where the financial activities are relatively active: In our household survey, the ratio of VBP
loanee in Quang Ngai province was the highest. The number of household benefited from PCFs loans
was quite small; only 3 households in Ninh Binh province.

Then, what are the factors for regional diversity in Vietnamese rural finance? One factor is the
difference in the level of economic activity. From our field studies, we can obtain average annual
amount of agricultural production for the household in each province. The amount is 7.2, 3.7, and

1 yhis information from interviews at the VBA head office.
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26.0 million dong from the north, suggesting big difference in the level of economic activitics, The
difference in the level of agricultural production suggests the difference in household income, and the
difference comes basically from the condition of agricultural resowrces, of each region. The average
farming size of surveyed houscholds in Ninh Binh, Quang Ngai, and An Giang, was 0.29, 0.26, and
2.0 hectare, respectively (Table 1, Joint Survey Report). As the figures show, the fevel of agricullural
resources in each region is quite different. This difference in resowrce endowment creates d iversified
level of agricultural activities, bringing the big difference in the level of credit need.

Of course, there must be some factors in the supply side of credit, Rowever, if limited amount of
instilutional credits is the main reason for the diversity, then this would make the number of
houschold using informal finance bigger. But our surveys show that the number of houschold using
informal finance is the smallest in the centeal, and the biggest in the south. Hence, it can be safely said
that the most basic factor for the regional diversity lics in the demand side.

With respect to the difference in financial infrastructure, one thing should be mentioned, There is a
big regional diversity in the degree of issuance of land vse cerlificates. As of March 1995, land use
certificates were delivered widely to the farmers in the south, but not so much in the north and central
region. According to our field studies, the certificates were issucd to almost alt the farmers in An
Giang province, white in the other two provinces, they were delivered only partly. The difference in
the kind of financial infrastructure has crealed the above-mentioned regional difference in the
structure of rural finance.

(2} Insufficiency of Savings Mobilization

A second point that should be referred to is the insufficiency of savings mobilization by formal
financial institutions. The survey indicales that the number of household with deposit account was 3,
0, 27, respectively from the north. In other words, only thirly households in total of three hundred had
deposit a_ccoum's. Consider that the number of houschold with formal credit was 30, 41, 73,
respectively from the north, the households with deposit account of surveyed areas was extraordinary
small in number. ‘

The insufficiency of savings absorption by formal financial institutions at village level is in contrast
with the successful development of saving mobilization of VBA at the national level. At the natienal
level, the amount of mobilized savings grew quite rapidly. But most savings were mobilized in utban
areas, not in rural areas. This phenomenon implies that money is flowing from urban to rural areas.”

The unsatisfacl’olry performancé of rural savings mobilization by formal instilutions means that the
quality of financial services provided by the VBA and other formal institutions are unsatisfactory. The
VBA does not provide the convenience to depositors like ATM facilities. The number of VBA offices
including sub-district branches and savings desks, are still not encugh in the rural areas.

The biggest problem on VBA’s savings mobilization is that there is little incentive for VBA to
absorb savings from rural savers. For the VBA, savings are not profil making propositions. Smallness
of deposit is less attractive, and costly for the bank. According to our interview with on¢ focal staff of
VBA, it is prohibited that field staff take deposits and repayment money at farmers’ houses except in
special cases. Consequently, farmess have to visit the bank offices to deposit money. This regulation
causes inconvenience to farmers. Anyway, it seems to us that VBA does nol make every cffort to
collect deposits in rural areas.

Conceming the bank’s incenlive (o collect deposits, one thing should be added. As already

' o our study of the Mekeng Delta we found that an RSB in An Giang Province had been able to produce a
twenty-fold increase in its lending by shifling its focus from the cies to the rusal villages. In this case, the
funding for Joans came from commercial banks in Ho Chi Minh City.
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mentioned, informal finance still occupics considerable share in Victnamese {inancial macket. Formal
and informal finance coexist side by side. Under this dual structure of financial market, farmers with
surplus money can lend their moncy 10 neighbors for higher interest rate. Thus, dual characteristics of
Victnamese financial market hinders the formal financial institutions from absorbing deposils
successfully.

(3) Distributional Bias of Credit Alocation . ,

A third point is that credit allocation is biased in favor of households of responsibie posilion in
villages. Table 8 shows the distribution of the number of houscholds with formal loans by the
existence of social status. It is appacent from this table that HRPs (houscholds of responsible position)
have higher share in VA loans in every province. Concerning VBP loans, the difference in the share
between HRPs and non-HRPs is not so big in Ninh Binh and An Giang province, but in Quang Ngai,
the bias of the credit atlocation to HIRPs was clearly observed. :

Of course, il is too hasty to conclude that people of responsible position are using theic power to
allocate formal credits favorably to them. Since financial institutions usually regard people of high
social posilion as more creditworthy, it is not uausual that their shares in credit use become higher. In
addition, there is certain correlation between social position and economic status. In the sense, it is
not queer that credits are allocated mote to those houscholds who are in responsible positions.
Anyway, how ceedits are allocated 10 households under the situation of limited supply is an imporlant
topic on development finance. Further research including the application of econometric methods
should be conducted. : N o ' _

Concerting the allocation of credit, another point should be added. As already explained, the
number of houschold with VBP loans was the highest in Quang Ngai among three surveyed provinces.
The problem is that the size of VBP loan for each borrower was almost the same. In one hamiet of
Quang Ngai, there were 27 households benefited from VYBP loans, and out of that, 25 houscholds had
the same loan size of 1.45 million VND. In another hamlet of same province, the loan size of all
households borrowing VBP loans was identical. On the other hand, the size of VBP loan ranged from
0.2 to 2.5 million VNI in the other two provinces. .

§if we examine the distribution of the number of VBP loanee in Quang Ngai with the amount of
total agricultural production, we have the following: 6 out of 34 houscholds with total agricultural
production less than 2.0 million VND: 16 out of 40 households with total agricultural production 2.0 -
5.0 million VND: 17 out of 26 houscholds with total agricultural production more than 5.0 million
VND. Thus, in Quang Ngai, VBP loans were not always disbursed to poor households. On the
contrary, relatively well-off houscholds enjoyed VBF loans. ‘

From this observation, it is evident that in Quang Ngai province VBF loans were allocated to
relatively well-off hovseholds uniformly (of course they are defined as poor officially) as a kind of
dole from the State. Of course, cven in the case of VBP loans whose aim is to alleviate poverty,
borrowers have to pay back interests and the priscipal. If the capacily of repayment is considered,
then, the poorest can not borrow VBP loans. But even if the poorest households are excluded, there
are still many “poot” households willing to take the institutional loans. In Quang Ngai, even if an
agricultural houschold has annual agricubtural production of 5 million VND, it would be classified as
“poor” {see the note 8). And the amount of VBP loans is limited. In such a situation, other criteria like
social status and so on, should be applicd. Here credits are allocated uniformly to selected well-off
households without considering the credit needs of cach household. Anyway, repeatedly, the VBP
lending has just started in 1996, and hasty conclusion should be avoided. Much should be done for the
rescarch, especially about how loans for the poor are allocated.
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IV. Factors for the Development of Rural Finance in Viet Nam

1. Strong Demand in Vietnamese Ruratl Villages

We can summarise the excellent performance of the VBA as fellows.

First, the demand for funding in Vietnamese raral villages has been very strong. We discussed the
surge in agricultural production since Doi Moi in our Phase I report.'® The implications of the rapid
growlh in Vietnamese agriculture since 1990 are that there were many highly profitable investment
opportunities in Viet Nam at that time that could have been used but were not because of lack of
funding or dug to other factors. Therefore, as public credit became available, the farmers of Viet Nam
jurmped at it even though it carried the high costs of 20% per annum interest rates. The strong demand
for funds is the first point in the performance of agricultural finance institutions. To add a bit here, it
js impartanl to note that Viet Nam is an agrarian sociely and that the vitality of thai society was not
entirely suffocated under the state-led command economy."”

2. Finance Supported by Local Administrative Organizations and Indigenous Groups

The second point to be clarified is thal VBA loans enjoy the full support of political and
administrative organizations as well as that of the indigenous village groups. This is embodied in the
group lending technique, Group lending can take two forms: joint Hability groups (JL.Gs) in which all
members undertake an obligation to repay each others debts, and leading directly lo groups (women’s
unions, farmers’ associations, veterall farmers’ assoéiatidh's)‘ Note that in the latter case group
members are not liabte for the debls of other members.® As an example of ihe latter, a farmers’
association might organize a group of about twenty people and, with the agreement of all members,
the group leader will submit a loan application and scrve as the banks agent in collecting interest and
the like. While this does not involve joint liability, it does provide for joint monitoring functions.”
Women’s unions and farmer’s associations, the mass organizations already in place within villages,
are generally involved in these groups and they require the approvat of the People’s Committee. This
is the equivalent to the group being acknowledged as credible within the village as well as by political
and administrative organizalions, which relieves the - lendesr from having to invesligate the
creditworthiness of individual borrowess within the group. It also helps reduce transaction costs, since
there are great reductions in the amount of work to be done in creating documents and collecting
repayment.’ : _ ‘ »

We would draw attention to case in which collateral is required for VBA lending (though the
situation is much the same for PCFs and RSBs as well). In An Giang province, where certificates of
fand use had been delivered to almost all farmers, most of VBA loans were secured by land use
certificates as collateral. But collateral based lending in An Giang aré usually complementéd by
groups. In our interview with a local VBA staff of An Giang, 53 percent of VBA loans were disbursed
through groups.

In case of VBP loan lending, it is needless to say that political and administrative organizations as
well as mass organizations are strongly involved. Farmec’s eligibility for VBP loans is determined at

¢ Growth averaged 5.6% per year between 1991 and 1995, See JICA and MPI [96].

1 See Yoshida [96], p.:53.

8 See World Bank [94].

¥ When the group leader takes charge of creating the documents, collecting interest, and making the trips 1o the
VBA office to deliver them, it is common for him to be paid a fee or commission.
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the meeting of mass organization under supervision of local people’s conunittee, and aflter that JL.Gs
are formutated. Of course, the VB3P lends to relalively pooret people so that a considerable proportion
of its lending is through J1.Gs, not on the base of collateral. Even hese, indigenous organizations and
Peoples Commiltees play a large role in VBP lending, which makes repayment more compulsory.

Moving back to VBA lending, we were informed that not all farmers are able to participaie in
groups, indeed a considerable percentage are nol. This is a point that must be confirmed from rural
village survey data, There arc also cases in which houses are mortgaged as a condition for group
participation. Regardless, there is a selection process that takes place among farmers and within
villages, and it is this selection and the way in which risks arc borne that have supported the growth
and recovery rates for VBA microfinance -

Group lending appears to be particularly suited to the mutual aid traditions and behavior patterns of
rural Vietnamese villages (especially in the north). However, this is a point that requires verification
in more detailed research.”

3. Successful Macroeconomic Policy

A third factor is the change that has been observed in recent years in Vielnamese savings patterns.
As can be seen from the VBA’s fund-raising, deposits began to grow rapidly around 1994. The
deposit growth rate in 1994 was 44%, and for 1995, 167%. This explosive growth in bank deposits is
not limited to the VBA. Many commercial banks are experiencing similar phenomena. _

We see three main reasons for this surge in deposits: 1) the fall in the inflation rate has restored
confidence in the Viet Nam dong (the inflation rate for the first six months of 1996 was only 3.3%);
2) there are economic benefits to deposits (deposit interest rates are fairly high); and 3) foreign
exchange rates are stable. The biggest factor, however, is probably the restoration of the confidence of
the Vietnamese public in the Vieinamese financial system. The gold and doitars that had previously
been hoarded are gradually being shifted to dong deposits.

4. International Environment

The fourth factor, is the fact that Viet Nam has been able to use the experiences of other Asian
counlries in creating appropriate financial organizations and providing financial services. Group
lending is a commonly used technique in Asian agricultural finance, along with passbooks and mobile
banks. Viet Nam has been able to learn these techniques from the World Bank, IMF, other aid

organizations, and also from regional organizations like the Asia Pacific Rural and Agricultural Credit
Association (APRACA).

V. Conclusions: the Issues Facing Rural Finance in Viet Nam

Certainly the development of Vieinamese rural finance up to now can be considered a success. It
has fulfilled four of the basic criteria for success: cxpansion in credit, expansion in deposits,

2 We must alse point out that joint liability in village groups does not always produce good recovery
performance. For example, selda (farmer groups) in the Philippines Masagana Pragram had actually caused
repayment rates to deteriorate. This is because when a selda member does not repay a debi, even the other
members with the ability to repay choose 1o quit repaying. Instead of serving to encourage the repayment of debts,
the selda’s joint liability arrangement actually encourages default. (Takigawa [87], p. 52). The decisive
differences in whether the group lending will produce peer monitoring seem to be production levels, production
stability, and also haw much of a communily bond the villages enjoy.
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expansion in level of outreach, and satisfactory recovery rates. It is also well on the road to being
profitable from a business standpoint, and its dependency on the central bank is decreasing,

Of importance is the fact that at the center of Victnamese rural financial development is the VBA,
which is'a government institution. Indeed, the VBA is an institwtion much in the mold of Thailand’s
BAAC. It has been able to use a national network and focus its resources on training cmployecs and
accumulating and using ncw financial technologies. Like BAAC, it has expanded its Jending by
offering small, high-risk loans to farmers, Where it differs from the BAAC is that the BAAC lends to
farmers at subsidized intercst rates (a bit lower than market rates). it receives constant subsidics from
the goverament, The VBA docs not in principle make subsidized loans and government subsidics are
declining. The VBA also enjoys a large ratio of deposits (o total fund-raising than the BAAC, so it can
lay claim to greater independence.

However, the development of VBA lending has come about with the strong involvement of the
Peoples Committees and other political and administrative organizations, and also women's vaions,
farmers associations and similar mass organizations. Vicinamese villages have, in ¢ffect, rallied
around the instilution to support it, and these political, administealive, and mass organizations also
have a large sway over ils aperations, Among the problems VBA is facing are: insufficicnt fonds,
particutarly for medium- and tong-term lending, high transaction costs for borrowers; and high
intermediation costs, We recommend the following improvements in these areas.

First, the basic way to deal with the funding shortage is to aitract more savings. So far the VBA has
placed priority on lending among its financial services, but we think it should upgrade deposil-taking
as another major priority, For example, at the grass-roots level, the VBA staff usually does not go out
and collect deposits directly but merely waits in the office for depositors to come in. This needs to be
improved. The bank also needs innovalive incentives to attract deposits such as deposit-linked lending
of savings campaigns.

The lack of medium- and long-term loans calls for greater efforts to attract tonger-term deposils, as
well as far improvements in the assignment of land-usc rights certificates and enhancements in
collateral systems. o

Second, to bring greater efficiency to its operations, the bank must continue to streamline s
staffing in an appropriate manner, as well as to invest in education and training of ils employees.
Computerization is also desirable, but full computerization is not particularly needed in Vietnamese
rural villages where there is already a huge surplus of labor. It might be effective to use the Micro
Banker software devcloped by the FAO and APRACA since it is available at low cost. We
recommend considering its introduction.

Third, from a general perspective, the bank also needs to expand its office network. For remote
areas, it could increase the number of mobile banks in its flect. An important future challengs in the
VBA’s financial services will be to bring in marketing loans and loans linked to technology
instruction (supervised credits) like those used by Thailand’s BAAC.

It would not be mischaracterizing the development of Vietnamese rusal finance so far to say that it
has come from the top or been policy-oriented. Government subsidies made up part of the VBA’s
initial capital, borrowings from the SBV accounted for a fairly large share of its fund-raising in early
years, and the VBA is a government institution charged with providing credits to rural communities.
This is similar to the rural finance development patiern seen in the seventies and eighties, but we
would point out that most Asian countries are now suffering from falling repayment rates.

At the risk of repetition, the VBA does not provide subsidized loans to facmers. Interest ratcs are
basically on a par with other commercial banks and it does not assign favorable rates to specific client,
This may be important from the viewpoint of a development strategy stressing financial sustainability.
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On the other hand, the performance of VBP, which supplics cheap loans for the targetied people,
should be carelully scrutinized especially when considering aspects of sustainability, and in reference
10 periodic review of the levels of loan recovery.

Nonetheless, any agricultural finance institution that has grown this much in just six years deserves
special praiss, As we have mentioned before, Viet Nam has been able to use late comers’ advantages
since there has already been a great deat of knowledge and expertise in the creation of financial
institutions accumulated by the international community. It has furthes benefited from the assistance
and guidance of international institutions, This is not in any way (o denigeate Viet Nam’s capacity for
absorbing and internalizing the techniques that have been accumulated by ils neighbors. Much of its
success must be attributed to the high educational altainments of the Vietnamese people and the latent
enerpy that had been accumulating within Viet Nam for the establishment of financial systems.

Finally, we would like to consider the issue of cooperative finance in Vietnamese rural villages. As
we have seen, the VBA-led development of rural finance means that over the last decade the
cooperatives (former agricultural cooperatives) created in villages around Vict Nam have not played a
large role in rural finance. This is the biggest issue in the future of Vietnamese rural finance because,
as the mutual aid customs of Vietnamese villages (particularly in the north) illustrate, Vietnamese
cooperalives have enormous potential, the realization of which would be certain to bring large
cconomic benefits to rural villagers. Also, it is not desirable that the VBA, a government financial
institution, enjoy a monopoly over rural finance. Competition is required, and that means developing
competitive organizations. The experience of mosl Asian countrics is that the role of private
commercial banks in rural finance is at best limited, and that leaves the cooperative finance as the
only private-sector alternative to government finance. . :

We st therefore consider what kinds of cooperative finance are possible in Viet Nam’s rural
villages. From a very general perspective, the multi-purpose agricultural cooperatives seen in many
parts of Fast Asia come to mind. Based on local ties, these cooperatives organizé almost alt of the
farmers in a district while undertaking many other businesses as well. They are therefore able to enjoy
economies of scope. Certainly the multi-purpose agricultural cooperatives come closest Lo achieving
the ideal of cooperatives in which small family farmers dominate and rural villages with traditions of
mutual aid are given primacy. Finance woutd be one of {he scrvices offercd by such cooperalives.

However, it may be inappropriate to introduce idealized agricultural cooperatives for today’s Viet
Nam, which has no such osganizations to draw on. Viet Nam is operaling under its own historical and
developmental constraints, specifically: - 1) the poor image that farmers have from the days of old
agricultural cooperalives, 2) the issue of old agricultural cooperatives labilitics which is still serious
in some regions, 3) the existence of cooperalive financial institutions (the PCFs) that have had some
success, 4) the fact that even the PCFs have not been able to fully function as cooperative institutions,
and 5) the fact that over the medium- and_long-term the demand for funds in rural villages will be in
decline while that in non-agricultural sectors will be on the rise. Future Vietnamese rural financial
systems must take full account of these conslraints. _

We do not have any decisive strategy that promises to be the best option for cooperative finance in
rural Viet Nam. Rather, we would like to describe three oplions and the results that can be expected
from them. '

The first option is to continue with the current system unmodified. Rural finance will be led by two
government institutions: the VBA and VBP, with the PCFs serving as cooperative inslitutions that
supplement the activities of the government. The PCF would be responsible only for lending; other
businesses would be the respansibility of newly created agricultural cooperatives. Both cooperatives
and PCFs would basically be voluntary organizations created by rura} residents themselves. There
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may be some changes in the respective shares of these three institutions in rural finance, but the PCIs
are unlikely to ever grow into a dominant position. Since they provide only financial services, the
PCFs will be unable to mect the other needs of rural communitics. Should other yural organizations
spring up on their own and provide cooperative functions, they will still be limited because those
[mmmmswmbeprMeﬁmnﬁmmdﬂsavkﬂLTstmnmsammsmhmdowlawhofwmmmk
benefits for rural communities. Governmend institutions will continue to lead cvral finance and will
probably produce the distorlions that are peculiar to the attificial flow of funds that government
finance involves, The stronger the demand for funds in non-agricultural sectors, the greater the effect
of these distortions will be.

The second opticn is for the government to take the initiative in creating and developing powerful
mulii-purpose cooperatives. Doing so will require governntent intervention to solve the problem of
old agricultural cooperatives’ debis?! and simultancous policy suppart in other forms. For example,
policy supports for cooperative distribulion and subsidized financing will probably be required. Locai
organizations will require a high degree of completeness, 5o the government will have to take the lead
in boosting the participation of local farmers, which witl in turn require some form of compulsion.
‘This witl be met with psychological resistance from the farmers and will also increase the costs Lo the
government. This oplion may thecefore be unrealistic at this time, though it is a choice the government
may wish to make in the future, for example, at a time when farmers are being bulfeted by the waves
of market economies and there is a consensus on the need for powerful farm organizations.

The third option 3 represents a mid-point of the first two oplions, the coexistence of PCFs and
agricultural cooperatives that provide financial services. PClis would be allowed to continue to
provide their current financial services, or 1o expand into new businesses. Newly created cooperatives
would be free Lo provide a comprehensive range of services, but onty when they wish to and doing so
would be profitable. The government would provide no direct subsidies and impose no dirget
regulations, merely engage in such prudential aclivities as registration, education, and recognition.
¥From a legal standpoint, agricultural cooperalives would be able to provide voluntary, comprehensive
financial services within the framework of the new Cooperatives Law, so those cooperalives with
skilled leaders would probably develop into more comprehensive organizations. However even if this
option is selected, though, the constraints described above would still be operative, il is improbable
that the agricultural cooperatives would grow to the point that they dominale Vietnamese rural
villages, at least over the short term. For the foreseeable future, there will, at besi, be only a handful
of agricuhurél cooperalives in all of Viet Nam that provide financial services, and as a result,
sufficient economic benefits would not be secured for the farm population.
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Table 1 Curent state of Vielnamese rural finance

The Vict Nam Bank for The Viet Nam Dank People’s Credit Funds

. Agricultere (VBA) for the Poor (VBP) (PCFs)

Number of branches 760 570 817
Qutstanding loans 12,161 bil VND 1,650 bil VND 391 bil VND
(81.8%) {11.1%) (6.79%)

Number of borrowers 3,562,000 1,359,000 379,000
Average loan size 3.4 mil VND 1.2 mil VND 2.0 mil YND
Mobilized funds 12,626 bil VND 663 bil VND 666 bil VND
(90,5%) {(4.8%) {4.8%8)

Notes

1) Al figures as of the cad of December 1996,

2) Source:malerial provided by Victnamese Governnient.

3) The figures in parentheses for outstanding toans and mobilized funds represents ratios to the total piovided by
three ilems.

4) The number of PCF offices represents the number of PCTs. The number of borrowers represents the number of
menmbers.

5} Mobilized funds represents deposits balances. Bonds are also included for the VBA

Table 2 Changes in uses of VBA Funds (at the end of year, billions of dong)

Year Qutstanding loans Of which Of which to Reserves for Total funds
shost - term farmers payments
1990 1,552 1,445 0 6588 2,628
1992 3,418 3,294 1,488 533 5,183
1993 5,911 5,092 3,832 754 7,708
1994 7,938 6,679 5,252 1,053 11,998
1995 12,450 10,158 7,308 2,171 18,110
Notes

1) Reserves for payments include cash and reserves required by the central bank.
2) There are problems with the reliability of data until 1992,
Source VBA Annual Repoits for 1994 and1995; World Bank[94].
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Table 3 Changes in sources of VBA Funds (at the end of year, billions of dong)

Year Savings Of which Borcowings Of which Total funds

_ _ ~ deposits . from the SBV

1990 1,079 1,104 1,285 984 2,628

1992 2,458 2,089 2,694 1,457 5,183

1993 anz 2,107 2,500 2,500 7,708

1994 5,765 3,029 3442 2,722 11,998

1695 11,353 6,258 2,214 1,041 18,110
Notes

1) Savings are comprised of deposits fram general public, bonds, and bills,

2} Borrowings include SBY rediscounting, SBV public credil liquidation, SBV interbank credit
liquidation, and borrowings fram othet financial institutions. The SBV borrowings ia the table include
the first three ttems.

3) There are problems with reliability of data wntil 1992.

Source VBA Annual Reports for 1994 and 1995; World Back [94).

Table 4 Changes in profits and losses of VBA (in billions of dong)

Year 1993 1994 1995
Interest revenues 1,290 2,367 2,825
Of which; interest on loans 1,253 2,329 2,739
Others 35 38 86
Other revenues 4 4 2
Total revenucs 1,294 2,371 2.827
Fxpenditures
Iiterest payable G989 1,693 1,972
Of which; payable on dcposits 325 307 782
Other 664 1,386 1,190
Non-interest expendituics 261 620 739
Staft costs 121 342 325
Other 140 278 ~414
Total expenditures 1250 2,313 2,711
Pro-tax income 44 58 67
After-tax income 2 23 48

Source  VBA Aanual Reporis for 1994 and 1995.
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Table 5 VBA interest rate struclure, 1992-1994 (monthly rates: %)

Oct.1992- Apr.1993  Apr.1993- Oct. 1993

Oct.1993- Mar. 1994

Interest rates on mebilization
Deposits from econemic uniis

Demand deposits 0.3 0.1 0.1
Term deposits ) 1.0 0.8-1.0
Houschold savings
Demand deposils 1.0 0.8 0.7
Term deposits 20 1.7 1.4-20
Bonds 2.3 20 N 1.7
Intcrest rates on loans
Short-term loans
To Individuals
Salt production 25 2.1 1.8
Farming, livestock,processing 2.5 2.1 1.5
Distribution, services 2.7 23 23
To SOEs
Priority 2.0 1.5 1.4
Fertifizer, agri. material 2.5 2.1 2.1
Light manufacturing and 2.5 2.1 1.8
ptocessing
Mecdiums/long term Ioans
To Individuals 18 1.5 12
To SOEs 1.8 15 1.2

Source World Bank {94).

Table 6 VBA interest rate structure, as of the end of October 1996 (monthly rates: %}

Yunds mobilized Demand deposits 0.6 %
Term deposits 3 month 0.7
6 month 038
Bonds 13 momth 09
24 month 1.0
36 month 1.1
* Loans Urban  short term 1.25
medium term 1.35
Rural  short term 145
medium term 1.50

Source VBA malerials.
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Table 7 Rural finance in the three provinces surveyed

Ninh Binh Quang Ngai  An Giang
{north) (central)  (south)

Number of rural houvscholds 176,510 223,148 300,853
Of which;agricultural 164,345 186,648 151,572
QOutstanding loans from VBA 201,310 146,000 494980
mil. dong
Nuember of houschold borrowed 43,522 17,500 250,000
Ratio of houschold borrowed 24.7% 7.8% 83.1%
Mobilized savings mil.dong 151,719 155,000 240,000
Overdae ratio 7.6% 10% 0.8%
Outstanding loans from VBP 32,546 29,662 43,512
Number of borrowers 32,431 18,422 40,904
Ratio of houschold borrowing 18.4% 8.3% 13.6%
PCHs established 19 13 29
Number of members 5,425 5,423 39,584
Qutstandiog oans 6,782 7,445 113,962
Mobilized savings 4,273 6,378 82,716
Number of borrowers 3,682 4,096 20,687

Notes

1) Data covers three provinces studied by the Team of Rural Finance

2) For Quang Ngai, rescheduled loans were used in place of overducs.

3) Number of houscholds borrowed is the total number of household with the experience in using
loans.

Table B Houscholds of responsible positions (HRP) and
their relationship with institutional loans (number of household)

Ninh Binh Quang Ngai An Giang
_ {north) {central) (south)
Total number surveyed 100 100 100
HRP Nen-1HRP HRP Non-HRP HRP Non-HRP
9 91 12 88 30 70
Number of houschold 23 2 65
with VBA loan HRP Non-HRP HRP Non-HRP HRP Non-HRP
] 18 2 0 25 40
Number of houschold 8 39 9
with VBP loan HRP Non-HRP HRP Non-HRP HRP Non-HRP
1 7 8 31 3 6

Notes

1} Data from survey questionnaires of Rural Finance Team

2) HRPs (households of responsible position) are those household of which member is working at instit
utions refated to the administration, like provincial, district, village, and community offices, or is the lea
der of mass organization at village level. '
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6-2

Summary of Farm Household Survey
Regarding Rural Finance

L.e Hong Thai

Ministry of Planning and Investment

Toshihiko Suda

Norin-chukin Research Institute

| . Methodology of the Survey

In Janvary 1997, The Japan International 'Cdopcralion Agency (JICA) and the Ministry of Planning
and Invesiment (MPI) of the Government of Vict Nam jointly carried out a survey regarding rural
finance. The survey was held in the three provinces, Ninh Binh Province, Quang Ngal Province and
An Giang Provmce o

These provmces represenl respeclwely a province of the Red River Delta which is densely
populalcd but in relatively belter economic conditions, i.., Ninh Binh Province; a province in the
poor central coastal region, ie., Quang Ngat Province; and a province with commercialized
agriculture oriented to exports, i.c., An Giang Province. In each of the provinces, two communes
(“xa”), one relatively close to the provincial capilal and economically developed, and another
commune far from the urban area and economically underdeveloped, were chosen. Moreover from
each commune, a reptesentative hamlet (“xom”) to the respeclive commune was setected. All
households of each hamlet in case they are less than 50, or SO households selected by random
sampling in case over 50, were subject to the survey.

The actual survey preceded the following procedure. Al first survey questionnaires were produced
under the direction of Prof. Yoichi Jzumida, a member of academic group of the Japanese team, In
December 1996, the initial questionnaires were tested in Hai Bueng Province in the Red River Delta
region, and revised according to the results of the test. The survey was held in interviewing individual
households by staff of the Ministry of Planning and Investment under the guidance of the JICA study
~ team. At the same time interviews of rural financing institutions, concerned administeative staff and
farmers’ organizations were conducted. Compilation and tabulation of data were carried out by the
JICA study team on the basis of survey outcomes inputted by MPI,
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Il . Overview of the Surveyed Communes and Hamlets

Names and main features of the six villages subject to the survey are shown in Table 1, Ninh Binh
in the Red River Delta and Quang Ngat Province in the central coast are tocated in denscly populated
areas, thus the average farm land sizes per farm houschold are small ranging from (.19 10 0.3 hectace,
On the contrary, the farm tand size in Vinh Binh Village in An Giang Province in the Mckoug River
Delta is as large as 3.4 hectares, while in An Chau Vitlage located closely to the provingial capital,
Long Xuyca City, and in the center of Chau Thanh District in the same province, the size is as small
as (1.6 hectare,

lll. Farm Household Income

1. Main Sources of Income

Main sources of farm incomes are shown in Table 2. Throughout all villages, “farming” ranks first
with the average of 82.7% of total incomes. “Trade” ranks next. In An Giang Province where trading
is developed while the agricultural structure has started (o polarize, “trade” as an income source is
particularly significant.

“Collage industry” is most noticeable in Ninh Phong Village of Ninh Binh Province. The village
has traditionally been producing furniture, and, according to the ontcome of interviews, 268 out of
1,500 households currently engage in furniture production.

An Chau Village located close to the provincial town has diversified professions from trade to
cottage industry, public servants, wage earners in privaie enterpiises.

As the second income source (Table 3), in Ninh Phong and Ninh Thang in the Red River Delta, and
Vinh Binh and An Chau in the Mekong River Delta, various professions as side ]obs are found, On

the other hand, in Ngia Son and Son Tinh in the ceniral coast fow other income sources than farming
are found.

2. Amount and Compositicn of Farm Income

A wide difference in fanm income in terms of gross output is observed among regions (Table 4).
From the lowesi to the highest farm income, six vil!_ages are ordéred: Son Tinh (Quang Ngai) with the
average income of VIND 3,240 thousand (approximately US$ 304), Ngia Son (Quang Ngai) VND
4,120 thousand (USS$ 375), Ninh Thang {Ninh Binh) VND 6,790 thousand (US$ 618), Ninh Phong
(Ninh Binh) VND 7,610 thousand (US$ 692), An Chau (An Giang) with VND 12, 580 thousand
(US$ 1,143), and the highest being Vinh Binh (An Giang) with VND 39,450 thousand {US$ 3,587).
Since non-farms are included in the last two viltages, income of farm households alone is greater:
VND 15,720 thousand (US$ 1,429) for An Chau and VND 42,880 thousand (USS 3,899) for Vinh
Binh respectively.

These figures indicate that the difference in gross agricultural outpul is as wide as ten times
between poor villages in the central coast ard rich villages in the Mekong River Delta. The most
conlributing factor to the difference is the size of farmland, In fact, the average farm land size of Vinh
Binh is 18 times of Son Tinh.

Another factor causing the difference is the extent of agricultural diversification. In this connection
it is noticed that the ratio of rice outpul in the total gross output varies considerably among villages.
Moreover within villages in the same region, the average output per houschold tends to inceease with
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diversification towatds livestock, fisheries (acquaculture and inland fisheries) and jndustrial crops.
Thus in the Red River Delta the average farm output in Ninh Phong with the rice outpul ralio of
44,8% is greater than that in Ninh Thang (59.0%), in the central coast Ngia Son (25.0%) has greater
than Son Thinh (54.6%), and in the Mckong River Delta Viah Binh {50.7%) has a greater output than
An Chau (80.6%).

The extent of agricultural diversification naturally relates more closely to sales value of agricultural
products (or cash income) than gross output. In such regions as the Red River Dclia (Ninh Binh
Province) and the central coast (Quang Ngai Province) where rice is largely for home consumption,
cash income largely comes from Fivestock and industrial ccops. In Vinh Binh with the largest farm
size, fisheries comprise some 37% of the lotal cash income. Thus agricultural diversification affects to
the amount of cash income.

It is concluded from the above observations that in rural Viet Nam where the non-agricultural
sector has not developed, revenucs of farm households basically depends on respective facm sizes and
at the same time the extent of agricultural diversification. This implies that as an expansion of farm
tand size is difficalt, increase in farm houschold income depends on agricultural diversification and
generation of non-agricultural income earning opportunitics.

IV. Shortage of Fund and Structure of Lending Sources
1. Shortage of Fund is the Most fmportant Constraint to Agricuftural Development

In order to identify main constrainis lo agricultural production, outcomes of the previous farm
houschold survey held in the first phase is refetred to. According 10 Table 7, a majorily of farm
households look for an expansion of agricultural production. Among main conslraints to expansion of
agriculture, the shorlage of fund is most frequently indicated.

2. Structure of Lending Sources

“Table 8 shows the lending sources of surveyed farm households in 1996. Out of total lending,
formal financing institutions account for 79.2%. According _l(j the Viet Nam Living Standards Survey
held in 1592 — 93, tending from formal sources was only 25.8%, while 73.1% of total lending came
from informal sources with or without interest. Compared with these results each other, it appears that
a considerable part of informal lending in rural arcas has been replaced by formal lending for last
several years.

As a whole, financing from Viet Nam Bank for Agriculture and Rural Development (VBA) takes a
lion's sharc of over 80% of the total formal lending. Regional difference is noticeable however. In
miountain areas in particular (Ngia Son in Quang Ngai Province) where issuing of land use certificates
serving as morlgage in lending delays, no lending is made by VBA and lending from the Viet Nam
Bank for the Poor (VBP) is the sole source of formai financing.

The share of the People’s Credit Funds (PCF) stands as small as 0.6% of the total finance. It is
simply caused by the fact that only one village, Ninh Phong has a PCE.

In Ninh Phong, PCF comprises 8.7% of the total lending of formal and informal lending combined,
and 9.8% of the formal lending. As PCF in the village was set up just three months before the survey,
its activity has not fully developed. In villages in which PCF has been catrying out operations for
several years, as in Gia Khanh Village in Hai Duong Province, the pre-test village of the survey, the
tending amount of PCF exceeds that of VBA. In Ninh Phong, PCF has been rapidly expanding both
lending and deposit, and its future development is foreseen.
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3. Number of Borrowing Households

Table 9 shows numbers of farm households borrowing from individual financing institutions, Of
total 300 households surveyed, those borrowing from VBA are the largest with 90 houscholds
(30.0%}), followed by VBP (56 houscholds or 18.7%). Including thosc from rural sharcholder banks
(RSB) and the stale treasury, 144 houscholds (48.0% of the total) borrowed from formal financing
institutional sources during 1996.

The level of operations of formal financing institutions varics by region. VBA is prcdommam in
most surveyed regions, patticularly in An Giang Province. In Quang Ngai Province, however, few
tending from VBA is extended.

"Thirty houscholds (10.0%) borrow from informal sources. This reprcscnis only 20 % of those from
formal sources. It suggests that formal financing institutions like VBA and VBP have developed and
replaced informal sources. Yet aclual situation of activities of informal sources may not be fully
reveated in such a survey held by “outsiders,” and the actual share may be greater. .

Borrowing from relatives and friends is central in informal financing, but that from money lenders
is also significant, particularly in Vinh Binh in the Mekong River Delta. It is asstmed that agricultural
investment is especially active in this village as commercial agriculture has developed. Formal
lending may not be sufficient 1o meet active demand for finance and money lenders fill the gap.
interesl rates charged by money lenders are generally high at a rate of 5 10 10% per month, which are
considerably higher than the rate applied by formal financing institutions of 1.5% per month. In the

Mekong River Delta, formal sources with low interest rates operate along with informal sources with
high interest rates.

4. Amount of Borrowing

Avcrage borrowing amounts per houschold vary among villages and regions. The smallest amouat
from formal sousces is recorded in Ninh Thang in Ninh Binh Province amounting to VND 1,300
thousand or approximately US$ 120 per houschold. According to results obtained from interviews at
the village, nearly 70% of houscholds have intention to draw loans from VBA, and their required
amounts range from VND 2,000 thousand (in case of purchase of fruit seedlings) to VND 10,600
thousand in case of purchase of farm machinery, with the average of VND 5,000 thousand (US$ 450).
Formal financing institutions are yet to satisfy funding needs in such magmtudes

Smallest amounts of borrowmg next to Ninh ‘Thang are observed in Ngia Son’ and Son ‘Tinh in
Quang Ghai Province. It is caused by the fact that VBA’s activitics are not visible in these villages
and VBP is the only instilution extending formal financing. In Ngia Son, on average some VND 1,500
thousand are financed against the required amount of VND 3,000 to 4,000 thousand. In Son Thinh as
well, the required amount is reportedly some VND 5,000 thousand, while the average amount
presently financed is VND 2,100 thousand, below a half of the required amount.

On the other hand, in villages in the Mekong River Delta where need is high and provision of fund
al branch offices allocated from the headquarters is relatively ample, lending amount per household is
generally high. Specifically in Vinh Binh, the average amount of lending stards at VND 11,100
thousand or US$ 1,000. A farm houschold borrows as high as VND 75,000 thousand or US$ 6,800 for
construction of acquacelture facilities.
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V. Uses of Borrowed Fund

Table 10 shows deslinations of borrowed fund, On the whole, most of borrowed money is used for
agriculture, particularly livestock production. This teend is most revealing in formal financing,
especially from VBP. In rural Viet Nam where farmland is limited, productive investment for
increasing income tends to be oriented to livestock production. This tendency is strongly
demonstrated in poor houscholds which have little assct like tand for securing loan and are cligible to
VBP financing. . _

Many loans from VBA are used for cultivation {including paddy) purposes. By region, loans for
cultivation purposes concentrate in two villages in An Giang Province where commercial paddy
farming prevails. In fact 39 out of total 42 houscholds replicd (o a separatc inquiry that they vse loans
for this purpose. On the other hand, in other regions with little farmiand (Ninh Binh Province in the
Red River Delta and Quang Ngai Province in the central coastal region), livestock production
represents a large porlioh of lending (18 cut of 25 inquired houscholds borrowed from VBA). Even in
borrowing from informal sousces, agricultural purposes comprise over half of cases. Yet informal
financing is characterized by a rclatively high proportion for consumption and house construction
purposes.

“Two tier structure” of rural finance is realized in which lending for productive purposes depends
on formal sources and that for consumplion purposes on informal sources like friends, relatives and
money lenders. - _

Regarding the effectiveness of loans, typical cases in the surveyed hamlels were interviewed.
Although a limited number of cases accounting for 30 does not allow the statistical analysis, they as a
whole indicate genesally posilive effects of borrowed fund. The income increasing effect of loans
from formal sources can be divided into that caused by capital investment for productive activities
using borrowed fund and that caused a reduction in interest payment. As an example of the former
effect, a farm household with little land in An Giang province initiated a large scale acquaculture by
borrowing VIND 75 million from VBA and earned a considerable amount of income. The latter effect
is realized by replacing loans from money lenders by that from a formal financing institulion carrying
a lower interest rate. In order (o make these effects be realized, however, effective investment
opportunilies should be identified and financed fund meel the need. Supports for markeling of
products and introducing new techniques are also required so as to make borrowed fund to be
effective.

Vl. Future Issues of Rural Finance Derived from the Household
Survey

The above information points to the fact that recent development of formal funding has improved
the access of rural households to institutional financing thus enabled many households to borrow fund
for expanding agricultural production. Yet in order to enhance agricultural production as the thrust of
rural economy improvement, shortage of fund remains as the most importanl constraint. Development
of formal financing market should contribule to reduce and remove the constraint. Issues for
strenglhening rural finance in the future derived from the survey are indicated below:
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1. Coverage of Formal Financing Inslitutions Widely Varies among Regions

‘There are differcnces among regions regarding degiee of develapment of various formal financing
institutions while on the whole nearly a haif of rural houscholds is covered by their activities. In An
Giang Province in the Mckong River Delta, these institutions have well developed and most of sural
households can access to them. On the other hand, in Ninh Bmh and Quang Ngai Provinces, they are
less developed, and according to the information obtained at the Quang Ngai Branch of VBA, only
10 % of rural houscholds of the province have obtained loans as of end of 1996. The survey of two
villages in the same province indicates that many farmers suffered from shortage of fund due to
inability of being financed by VBA in spite of their aspiration for increasing producuon This
situation has in turn limited to increase production and income.

The PCF has been expanding their operations over the country and been contributing to improve
rural cconpomy though their operational capacity is not necessarily satisfactory. However its
establishment in less developed arcas under mfenor conditions of cconomy, transponauon and
communications has lagged behind, This would maintain and furlher widen dlspanues among regions
as in less developed areas like Quang Ngai Province fmancmg institutions in genecal are less
developed which jeopardizes to achieve a balanced social and economic development of the country.

2. Lending Amount per Farm Household Remains Short of the Need

As already explained, an average farm household requires at present 5,000 thousand (US$ 450).
White the average lending amount of surveyed households exceeds this amount, those in vitlages tike
Ninh Thang is only VND 1,300 thousand which are considerably lower than the requiement.

Specifically it is pointed out that the average lending amount from VBP, as the major financing
instilution in the area where other institutions are inactive, stands at around VND 1,400 thousand, the
level much below the requirement. It is an issue 1o increase the available fund of VBP in response to
increasing need of farm households while maintaining its financial viability.

3. A Need for Medium and Long Term Lendmg with Lower Interest Rates

Rates of interest of formal lending are relatively low 10% to 1 8 b per ‘month which are much
lower than those of informal sousces. Yet it is argued that these rates equwalem to 12.0% to 21.6%
per annum yet put a burden to farm houscholds. It is hoped to lower interest rates through a further
stabilization in macro-economy and efficient operations of financing institutions.

Many rural households ask for medium and long term loans. At present, most lending is in short
term for less than one year. With development of agricultural diversification, such investnients as for
fruit trees, livestock barms, acquacutlure ponds and machinery which require longer periods for
recovering invested fund have been increasing, and will further increase in the future.

4. Need for Simplitying Lending Procedures

Responses to whether simpliﬁcation of teading procedures is required are mixed. The answer that
“they are already simple with no problem” is received from some while the answer that they are
“cumbersome and to be s:mphhcd” also comes from many. In paricular the latter response is
noticeable in remote areas far from VBA branches and borrowers need to visit many times to branch
offices to apply for and receive borrowed money and its repayments.
In some areas, il is voiced that proccdures like loan guarantees by farmers’ organizations such as
Farmers' Unions, Women’s Unions and communes are alse burdens to borrowers. Increase in branch
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and outreach offices at district level and below, and simplification of procedures to the possible extent
are needed.

5. Expansion of Consumption Credit

Formal financing institutions except PCF are not lending for consumption purposes. 1t causes to
maintain the informal financial market for the purpose of consumption credit. Informal credit itself is
not an evil, but a vicious circle should be aveided so that the poor borrow a fund with a high interest
rate which in turn impoverish them further. It needs therefore to promole to establish and develop
PCF which lends for consumption purposes, to facilitate mutual help organizations such as Womea’s
Unions, Farmers” Unions and “ho”s.
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