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Policies for Raising Income and Promoting Participation
in Economic Development of Rural Households in Viet Nam

Dang Kim Son

' Ministry of Agriculture and Rural Development

1. Policies and schemes to improve agricultural productivity and income
of rural households

1.1 Importance of agricuitural development and rural econom_y ih the process of economic renovation
in Viet Nam
Rural economy and agri.culture of Viet Nam (including such primary sectors as agriculture, forestry,
aquaculture and salt) play an important role in socio-economic development. In the period of 1976 - 1980,
- as production could not meet demaﬁd, Viet Nam had to import an average of one million tons of rice
annually. From 1980 to 1988, the initial reform in agrichlture assisted to reduce import volume. However,
at the end of this period when the new policies’ effects diluted, 9.3 million péoplc from 21 prbvinces were
suffered from serious shortage of food in 1988. During the next 10 years (from 1987 to 1997), reform took
~ its effect, food production increﬁsed by 1.3 million tons a year, the grbwth .of food was 3.4 times higher
 than that of population. This helped increase per—c'ap.ita food consumption frbm 281 kg/year to.400 kg/
_year. Viet Nam becomes the second largest rice exporter with ever increasing export scale. Even in 1999
when fierce natural disasters has .spread the éounlrf, paddy rice has still got bumper harvest, food price has
stabilized, food has been timely distributed to areas in difficulty and food security has been maintained.
Not only so, gi\}én the living standard has improved, quantity and quality of farmérs’ meals have also been
improved. |
Rural economic activities, especially agricultural production have created jobs and improved income for
most of the population. According to the Statistics Bureau, from 1990 to 1997, for all GDP contributed by
industry sector was up from 12to0 14. % a year, only 200 thousand jobs were created. Meanwhile, with an
average growth of 4-5%/year, agriculture provided another 2.9 million jobs. In 1997 - 1998, agriculture,
fishery and forestry offered employment for over 66% of laborers all over the country. Nominal income of
agricultural householders rocketed 12% a yeaf in the period from 1992/1993 to 1997/1998, in which 81%
~ from agriculture. In coming years, agriculture will continues to provide employment for most of labor

surplus annually.
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Figure 1 Employment growth rates in Viet Nam by type
of main employment 1992/23-1997/98
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Most of arable land and fresh water resources are used in agriculture forestry and fishery. In 1995, land
for agriculture, forestry and fishery accounted for 57% of total natural land areas on nation wide. Therefore,
agriculture, forestry and ﬁshery producnon is the important factor deciding nanonal ecological balance,
ensuring clean living environment, preventing natural disasters, protecting and developmg natura_l resources
of the country _

Viet Nam rural areas consist of backmost areas, border and island regions, where most of mmonty
peoples and 9% of people under poverty line are llvmg The hungcr elimination and poverty alleviation
has, therefore, closely associated with rural development. In 1999, 76% of population live in rural areas, so
only by further developing rural economy and improving living standard of farmers, the coumrj can maintain
it’s prosperous. In Viet Nam, rural areas are by far of significant irhportance in sustaining and develbping
culture, social and political security for the country.

In brief, with the contribution of 30 % in export value and 25% in totil GDP, rural economy and agriculture,
forestry and fishery play an important role in economy, politic;*‘., society, environment and human resource

: deveiopment of Viet Nam. Rural and agricﬁltural development is foundation of economic develﬁpment,

ensuring national industrialization and modernization successfully.
1.2 Overview of appliéd policies and programs

Economic reform process in Viet Nam was initiated by transformations in agricultural development

policies.
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L.2.1 Institutional policies in agriculture

The biggest advantage gained from the reform by farmers is self-determination in production
organization, business activities, turning them into real masters of ficlds, turning households into basic
units in agricultural production. These important rights were declared by Decree No.100 of Policy Burcau
issued in Jan 1998, stipulated in Central Resolution No 10 stipulated in April 1988,7 and legalized in
Land Law published in 1993 and Cooperative Law in 1997. In seven years before the introduction of
Cooperative Law, 17.4% of cooperatives and 93% of old-style production groups were disbanded. At

- present, there are about 10 million rural households mainly engaging in agricﬁltural production, while
new cooperatives play the part of supporting services to assist the major role of rural households.

During the implementatioa of renovation, numerous policies have been issued to encourage farmers
to mobilize their in.ternal resources in the production development process. Satisfying the démand of
household economic development in the direction of large-scale commodity production, the Government
stipulated resolutions on large-farm e.conomy. The resolution unified awareness of characteristics and
important role of large-farm economy, confirmed the State long-term policy of encouraging and protecting

“large-farm économy. Specific policies on stabilization of land usc, exemption of income tax, support for
investment development, encouragement of labor utilization, assistance to science and technology for

- market developinem, protection of investment assets and obligations of farms as stipulated have also
been designed. Up to now, there have been over 11 thousand agricultural households doing large-sized
férm economy. These households can obtain broader selections on labor tenure, bare land exploitation
ot land lease for production expansion. '

Hundreds of agricultural and fofcstry state farms have been réarranged. Contracts have been signed
with farmers and workers households; turning the state farms to be the units providing technical services,
processing agricultural products and promoting markets for contracted farm’s outputs.

Organization structure of state-owned enterprises has been compieted in the direction of impro?ing
effective prdduction and business. A number of beneficial enterprises have been equitized; several small-
scale and less effective ehtl_‘epreneurs have been considerably sold, rented or contracted. Commodity
associations have been established to undeftakc the inter-enterprises activities.

With the issuance of Law on Domestic Investment Encouragement and Law on Foreign Investment,
investors in agricultural prodﬁction and business have much benefited from preferential of‘ taxes, loans
and reht rate of land, water surface. In the inception, small private enterprises have been supported to

mobilize their active role in domestic circulation of goods and export activities.
1.2.2 Policy on natural resources management

Changes in laws and policies have provided legal framework for expanding chances for farmers to

* manage and utilize natural resources effectively, properly and a sustainable manner. Farmers have rights
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to use, inherit, mortgage, lease, exchange, transfer land and use it as capital to invest in joint ventures.
Although land ownership is of State, in case of using land for public purposes, farmers are satisfactorily
compensated at market prices. With those mentioned-above broad advantages, farmers, indeed, consider
land of their own; so market relations have appeared in this field. Besides, State also issued a number of
regulations to prevent from land accumulation over certain limits, Up to now, nearly 70% of the households -
have been licensed with agricultural land use certificates.

The existing land policy has offered private households directly involving in agricultural activities,
aquaculture and salt prodoction with long-term land use right without paying fee for land use. The land
here includes land for perennial, annual crops, bare hills and mor_mtains, wastelend, horticultural land,
encroached and resettled land, stabilized field land and aguaculture land. Periods of land use are 20
years for annual crops, aquaculture and salt production, and 30 years to perennial crop production.
Maximum land rate of agrioultural land in the South plain is 3 ha a.nd. in other plains is 2 ha. Land limit

level for perennial crops in plain areas is 10 ha and in midland and upland areas are 30 ha. Land quotas

- for bare hilis and mountains, tidal land, inshore-surface water and wasteland are decided by provincial

and city committees under central control Rented land offered for agricultural productron aquaculture
and salt production purposes will be used wnhm 20 years. Those households over using land quota can
continually resort to and pay supplcmentary tax. The land w111 be transferred to rentcd land after half of
the land use period. Land lease fee wrll be put into budget for lmprovmg local mfrastructure With these
above-mentioned rights and beneﬁts farmers really consider land as of their own, prov1dmg good
conditions for the establishment of market relations.

Concerning forestry resource, laod for forestry sector in the long run is distributed and leased. by the
State to orgenizations and households. Forests llere irlclude special use forests (national .pa_rks, conservation
forests, historic-cultural forests, environment); and production forests (olantation forests for wood and
forest products business). Land use right certificate will be given to households and individuals. Special
use forests’ management boards will distribute forestry land to those households living in protection
area and sign with them contracts of forest protection anrl pla_ntaﬁon. Besides, organizations, households
and individuals coming from withl_n eoontry as well as abroad can also rent forestry land that has been
projected for developing production forests, less-critical riverhead protection forests, critical forests and
tourist landscape. Forestry land limit is 30 ha and is decided by Provincial People’s Committees. Land
limit by projects is determined by the State. Loﬁg-tenn land distﬁbuﬁon period is 50 years.. But in case
the trees’ cycle is over 50 years, land will be continuously distributed. Land lease period by projects is
less than 50 years, but if necessary, the Prime Minister may decide the length again, but not over 70

years. When the deadline comes, if those who use land on purpose and have demand to contmue leasing

- land will be consrdered to keep on leasing. They are enshrined with rights to manage, protect, take care
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and get benefit from that forest area. Over 1 million ha of forestry land has been given to individual



households and another 5 million ha to socio-economic organizations,

Regarding water resource, people may enjoy investment for construction of main irrigation systems
and use water for production activities. They are also assisted to exploit fresh water resource for daily
activities, In only 10 years from 1987 to 1997, irrigated area has increased by 1.4 million ha, Irrigation
has so far provided enough water for mostly watering 84% of paddy cultivation area '(5.9 million ha),
draining 1.4 million ha and 42% farm households are provided with fresh water for their use. Law on
water resources and its sub laws have been introduced, stipulating rights and obligations of those who
use water for production and daily scrivitics, and those release wastewater into water source. Through

these documents, mechanism managing and controlling water use has also been set up.

1.2.3 Production development policy
Agriculturai tax policies are also changed so as to reduce farmers’ contrib_ution to state budget. Land-
use tax is replaced by agricultural tax, tax rate is reduced, and certain kinds of taxes are removed. State
investment in agricultural éxtens'io.n aims at providing rreéessary knowle'dge to agricultural households.
Extensron service have developed natron-wrde new and advanced technologres have been transferred to

agr1cultural househoids partrcularly those in poor areas.

1.2.4 Policy on hungé:r eliminatibn and poverty aleviation, and on raising income for agricultural
households '

Since 90% of mé por)r live in rural areas, reforms in agriculture and rural areas have recently been the
most positivé solution serving for the purpose of hunger elimination and poverty alleviation in Viet
Nam. The échievr:msms m pdverty reductio.n have beerl largely attnibuted to rapid growth and agricultural
diversification. During the period of 1992/93 to 1997/98, the growth rate of agricultural income per
household 1ncreased from 60% with contnbuuon from agricultural activities and that from other sources

© was 30%. Job Creatnon Programs Infrastructure Construction for 1000 Poor Communes, “nghtmg—
point™ Program acuvrtlcs of Bank for the Poor and overall impacts of reform process have helped
reduce the rate of the people hvmg under poverty line from 58% in 1993 to 37% in 1998.
Revenue from agrlculturc aver the last few years has expenenced a more rapld increase than that from
- other income sources in rural areas and made decisive contribution to the remarkable improvement of
lwmg standard of rural populauon As a result, the contnbuuon rate of agriculture to household income
1ncreased from 37% to 47% wiule the rate of off-farm actlvrtres remamed constant {about 19%) and the
 rate of other sources dccreased from 44% to 34%. One of the main reasons explaining the rapid growth
in income from agncult__ure is the qurck diversification of agnculture. _Provnded with various opportunities
‘of choosing thanks to the refzorm.'crf economic mechanism, farmers get more favorable corlditions to

effectively use their natural resources to raise their income. After 5 years, income from paddy cultivation
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increase 21% while income from livestock husbandry and fishery activities 53%, from other food crops

55% and from industrial crops 66%. The biggest contribution of 127% is from industrial crops (such as

soybean, cotton and sugar) followed by that of 112% from fruit trees.

Figure 2 Incidence of poverty in Viet Nam during 1992/93-1997/98
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Figure 3 Contribution of agriculture income in rural areas during 1992/93-1997/98
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L2.5 Social policies
In entering the renovation process, some residues of the former centrally planning mechanism have
gone contrary to the rights taken by farmers in socio-economic activities. The infringement of democratic
right at communal level has caused a tension in some areas. In Feb 1998, Policy Bureau issued an
instruction on “establishing and implementing democratic regulations at grassrodts level”, and the
- government also stipulated the regulation of implementation of democracy in communes. The above
guidelines and administrative reform have provided people with opportunities to participate in the State
control, social management and community development, kindling creation and the sense of initiative of
rural people, waking up responsibility and the pride of individuals and communities in managing and
mastering their own homeland. National cultural traditions have been found and mobi'li_zed in many rural
areas. Communal buildings have been mended, family annals (reports) and ancestral altar houses have
been émbellishcd, festivals and religious activities have been held everywhere. Traditional customs and
village convention have been reviewed and improved appropriately. These activities have initially taken
' effects, helping adjust social life in rural areas. Public unions, not least Women Union, Farmers’
Association, Veterans® Unions, have step by step affirmed their foothold in communal life. In parallel
with the i.mprovements in economy, political life in rural areas has been further liberalized and

* democratized.

1.2.6 Investment policy
Each phase of the reform process went hand in hand with reassessment of the importance of agriculture
and rural econ_oniy in the cause of industrialization. Under the Central Resolution No.6 (1999), Viet
Nam Communist Pérty called for the State attention on investment in agriculture and rural economy. The
ever-increasing investment creates chances for rural population to get more access to services,
infrastructure and social welfare in order to improve their lives. And indeed, their lives have been
re._marl.cably imprbired. 92% of communes have vehicle roads leading to the center of communes, nearly
70% the access to eléctn'_city, 98% primary schbol, 92% medical clinic, 58% good houses, and 42% can
use clean water. Transportation, eduéation infrastructure and medical conditions have made a great
progress. Rural people in the South suffering from severe floods have been given loans to build houses
above piilars,.those éultivating poppy in mountainous areas have been provided with investment to
transfer it to other émps, fishery folks have been supported in building ships for off-shore fishing, the
poor' has been able to borrow money at low interest rates from the Bank for Poor. Although income
dispirities between rural and urban areas are still wide, the great progress in such areas as transportation,
'comniunication; stéte investmént to establish residence centers and public buildings {schools, clinics,
- cultural houses., bost 6fﬁccs and markets) and other prograrhs to improve sanitation conditions and

enhance the access to electricity and water resources, have predominantly changed the face of rural
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areas and living conditions of the majority of rural people.

L.2.7 Credit policy

168

Over last years, the rural credit system has been improved to mobilize all capital resources (savings,
medium and long-term capital, ODA, foreign trade loans, budget), aiming at developing agriculture and
rural areas in providing productive capital fund such as materiais, field improvéments; at supporting
investment in processing and exporting agricultural, forestry products and seafood; at developing the
industry and service sector and infrastructure in rural areas. Borrowing exceeding over 10 million dong
must be met by placing a project proposal to banks. Commodity and Eusiness cooperatives can borrow
capital fund by placing their assets as collateral.

The right of enterprises to obtain loans is guaranteed as stipulated by the Bank. The loans borrowed
by poor households and by others who are assisted by natural disasters prevention program, offshore
ﬁshihg support program and other aid programs are not necessarily required to do so. Lending periods
differ depending on growth cycles of crops and animals, with the mﬁkimum sh.ort-terr'n loans of 12
months, medium term loans of 1-5 years and long-term loans of over 5 years. In case agricuitural
households receiving loans for agricultural and rural deirelobment suffcf from natural disasters, the State
has to formulate poliéies to deal _with damages that the banks and borrowers suffer. Rural Credit Program
under the control of Agricultural Development .Bank has given agricultural households an access to
loans. withrintcrcst rates much lower than the levels in uhofﬁcial credit market that have long existed in
rural arcas. Agricultural credit grows at an annual rate of 24-27%, outstanding debts in rural areas late
1997 amounted to 36,000 billion VND, and nearly 6 million households accounting for 50% of the total
households can borrow from banks. Investmeﬁt in seed and breed, céﬁitai, materials impiementéd thrbugh
socio-economic development programs played the role of driving force for rural péople to fully utilize
all oppcrtumttes to improve their fiving conditions.

The Government designed investment development credit pohc:es with preferentlal interest rates
through using devek}pment assistant fund. These policies will be applied to investment projects in macro
economic prdgrams and to the difficult areas as designated by the revised Domestic Investment
Encouragement Law. Investment forms include giving loans, post-inve'stmen't interest assistance or
guaranteed credit. Loans will be given through projects. The fbllowing sectofs enjoy preferential loans:
fertilizer production, micro-bio pesticides, agricultural machines manufacture, processoré of agricultﬁl_'al
and forestry products, salt production, production of exported goods and other numerously manned
sectors. Besides, the centralized material forests, plantation of perénnial industrial crops and fruit trees,
aquaculture, milk cow raising, improvement of infrastructure, water supply system, transportation,
extension of education and health care as well as cultural and sport activities rﬁay all enjoy preferential

credit. Maximum borrowing length by projects is 10 years with yearly interest rates of 9% (on 2 March



2000, the Prime Minister issued a decision to adjust the interest rate to 7% a year). After the completion
of an investment, interest subsidies to these loans from financing organizations are limited to a half of
interest subsidies given to the state development investment. Projects subject to preferential loans are

guaranteed in full amount of investment borrowed from financing organizations.

1.2.8 Trade policies

Market policies have been improved through the implementation of free trade and the elimination of
price control regime. Since the late 80s, national and international trade has gradually been decentralized
and liberalized, domestic materials” price has reduced at nearly the same level of international price
while agricultural products price have been as approximately high as that in the world market.

In agricultural products, only raw and refined sugar and refined oil belonging to the Import Goods
Products List are to be imported with license issued by Ministry of Trade. Exporting woods from natural
forest is prohibited with the aim of forest protection, Imports of fertilizer and sugar are éontro!lcd through
quantity and quota. Rice, one of exporting products is managed by quota to ensure food security. In
addition, most of other agro-products and materials are traded freely but still under control of tax and
SPS.

"~ Rural ecdnomy is now, step by sfep, being integréted into the entire economy of the country, the
nation-wide market and evemuélly the world market. Improvement of term of trade between rice and

E fertifizer prices during the last decade is clearly attributed to free trade policy.

Figure 4 Urea price Jrice prices ratio during 1982-1999
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Trade liberalization policies and international economic integration guidelines are offering chances
for Vietnamese farmers to have closer relationship with domestic econemy, culture, techniques and

other fields of the econo'my and the world as well. Nowadays, rural workers become familiar with labor
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market of the whole country. Vietnamese agricultural products have now specifically been characterized
as commodities for trading. They are not only produced to meet domestic demand but also exported with
high ratio (coffee 95%, cashew nut 80-85%, pepper 90% and tea 50%). Some of Viet Nam's exported
goods (such as rice, coftee, cashew nut and pepper) have affirmed its solid position and prestige in the

world market.

1.2.9 Macro policy

Macro policies have, in general, established convenient environment for rural people to maximize
opportunities provided by reform cause. Reduced credit interest facilitates investment for production
and business. Inflation rate remains low and stable, trade balance is more and more improved, reducing

trade deficit. In addition, budget deficit is reduced.

In recent years, exchange rate of VND against other foreign currencies has gradually been adjusted to

- its real value identified by opened market. This policy allows exporting agricultural products remain
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their comparative advantages, to some extent, in the situation that many regional countries have
continuously deposits also offer good corlditions for farmers to approach public capital that was
traditionally available for investors in other businesses with higher profit than that of agriculture.

Furthermore a number of programs for developing agriculture and rural areas are.also being
implemented. Thr:y are agricultural extension progrhm agricultural credit program, technical and
economic program, mfrastructure program for 1000 specaa] poor commungs, settlement programs, program
of greenmg wasteland and bare hills, employment creation program and etc.

Since the late 1980s, thanks to assistant policies and programs, renovation process in rural arcas has
obtained rcmarkable; advantages. Growth rate in agricultural production is rather high. GDP in agriculture
increased 5% a year in the period of 19891998, The increase of food production averaged 1.2 million
tons a year, helping remain food security. In 1999, rice volume gained 4.5 million tons. Commercial
production.has been established in some areas. Coffee output was over 0.4 million tons, rubber 0.2
million.tons, sugar 0.75 millions and fruit trees 4..5 million tons. Annual growth rate of livestock sector
averaged about 5-6%. In 1999, meat odtput was estimated at 1.75 million tons, increasing 7.7% against
the level of last year. Growth rate of processing sector in dgriéultﬁre was 10-15% a year.

Management measure of agricdltural products consumption has been moved from _administration
measures to economic ones. Business system has been rearranged many times with initial success,
corresponding to emerging requirements of agricultural production. Trading nctﬁvork of every economic
sector is developing rapidly, helping improve the free circulation of agricultural products, keeping in
line with the State policies and guidelines. State-owned enterprises have gradually reaffirmed their
important position in circulation and preserving of agricultural products, and harmonization of 'supbly

and demand of several main agro-products.



A number of products have been exported with high proportion such as coffee of 95%, cashew nut
100%, rubber 80-85%, pepper 90%. At present, except a handful imported products including milk,
edible oil, cotton, cigarettes, wood and paper meal, most of agricultural, forestry and fishery products
cover the domestic demand and even with surplus for exporting. Viet Nam has now become the second
largest rice exporter, the third in cashew nut exporters and the fourth in coffee exponérs in the world.

In 1995, agricultural export value in compared with agricultural GDP was 25.5%. In 1999, the world
agricultural products markets were éffccted by regional crisis, and prices of many products reduced
(pepper 10%, colfee 1%, rice 13%, tea 7%). However, nation-wide export turnover was estimated at
USD 2.75 billion, increasing 2.9% in comparison with the level of the same period last year. Over the
tast few years, exports of agriculture, forestry and fishery products accounted for 40% of the total export
turnover of the country.

In short, influences of reform process ovcf the last 10 years have turned the rural areas from simple,
closed and difficult situation to a much more progressive one. A series of emerging opportunities in
economy, politics, society and culture have been offered to rural population. New mechanism has also
provided more knowledge on capital, information and economic inﬁegration for farmers to fully utilize
available choices. Rural areas in Viet Nam have, step by step, become an.opened systemn with dynamism.
However, besides the above-mentioned opportunities, agﬁcultufe and rural areas have also faced many

challenges.

1.3 Emerging challenges

Besrde qunte a few advantages, organization structure in Viet Nam in the past have only focused on
productlon development and attention has not been paid much to market demand. All activities from
plannmg and projection, scientific research, extension and policies formulation have mainly focused on
provoking demand. This method has, though rapidly imprbved production, failed to help increase products
‘quality. Besides, production co_sts remain higb, economic effectiveness is still low, product standard is not
“ensured and sanitary and phyto-sénitary'rheasﬁres remain weak. That is the reason why products
competitiveness is low, supply énd'derha_nd are not in balance, exaggerating the shortage of markets. Although
agriculturé growth has been continuously improved, farmei‘é’ income has not correspondingly increased.
In 1998, about 37% of the Vietnémese.were under poverty line and most of them are rural people. Production
structure remaiﬁs in backw'érd situation, agricﬁlfure contributes 70% of total prod.uction value of rural
.. economy. In agriculmre, cult_ivﬁﬁon makes up for 70—80%. of total agricultural gross production. Due to the
increasingly fiercer competition in agri'culture and forestry sector, bio-diversification and availability of

water and land resources have been shrinking quickly.
lnfrastmcture in rural areas is in short, and over one million hectares of paddy land remain dependant on

rainfed irrigation. The capacity of irrigation systems against flood is still insufficient, and many communes
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in mountainous areas do not have vehicle roads linking communes and highway. A small part of rural
households has access to fresh water. Quality of health care clinics and rural schools is very low in comparison
with that in urban areas. Coverage of forests is only 28%, while forestry development and protection are
very difficult and take long time. Nomadic situation is now risking rural environment, leading to soil
erosion and flood.

Poor investment for technological research and transfer has made technological level in production low
and competitivenc#s of agro-products weak. Plantation and livestock outputs remain at low level, while
production cost of their agricultural products such as sugar, meat, maize and soybean is high. Quality and
technical standards of several products are very low. That is the reason why export prices of these items are
much higher than that in international markets.

State management in many important activities is very weak; criteria of sanitary conditions, seed and
breed quality, materials and agro-products are slowly made and issued. Organiza;ion of checking and
mbni_toring activities is not very strong; bad-quality products, counterfeit items, food poisoﬁ and animal
diseases are popular and prolonged phenomeﬁa.

Forestry and agriéultural products Eusiness has shown many disadvantages. High transaction cost, high

commercial risks without standardized quality and small commercial scale have all negatively affected

reputation of Viet Nam agro-products.

Figure 5 Comparison of éxchange rate among Viet Nam,
Thailand and Malaysia currencies 1997-2000
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Market information research and trade promotion activities are too weak, marketing strategies are

undeveloped; making difficult trading activities implement th:ough mediators with low benefits and high
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risks. Several macro policies have not provided favorable conditions for agricultural and rural development
in comparison with those of other fields. Although exchange rates have been adjusted in due course to
make it equal to real value in the markets, Viet Nam exported agricultural products are still suffered from
great losses because regional countries had strongly adjusted their exchange rates to make its currency

value lower than that of international hard currency (sce Figure 5). Substitutes for imporied products, of

course, do not have to suffer from this kind of losses.

Figure 6 Price index differences in 1990-1999 (12/1990=100)
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In parallel with advaﬁtages of domestic and foreign direct investment, priorities on infrastructure
construction and improvement of labor quality and productivity have all established unbalanced terms of
trade betweeﬁ agricﬁ].tural and other sector’s products and services in the unfavorable direction for agriculture.
This disadvantage. is reflected through relations between price index of food products and other items over
the last 10 years (see ﬁgure 6).

In general, investment in agnculture and rural economy is considered as full of risks and low benefits.
That is the reason why FDI in this very sector is so humble and domestic investors themselves have not
paid much attention to this big and important sector. As a result, rural economic structure has slowly
transformed, job creation is so modest against the increasing number of laborers and population. Employment
shortage stands as one of the fiercest issues in rural economy. Average land area of each household is only
. 0.68 ha with growth rate of _labdr forces of 2.5% per year, leading to the situation that nearly 30% of rural
people lack or ha__vé no job to do Each year, there are over 1 million people participating in labor force

‘while 85% of rural laborers have no professional or technical skills.
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Regarding trade policics, the consumption industrial production sector has been more highly protected

than agnicultural sector (see Figure 7)

Figure 7 Protection coefficients of selected sectors
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1.4 Future directions and plans
Agricultural long-term target is constracting a diversified and strong commodity agriculture on the basis
of mobilizing comparative advantages, applying new technologies with high competitiveness in domestic
and international markets. It is necessary to build a new, industrialized, modernized and urbanized rural
area with suitable economic structure; synchronous development of agriculture, industry and service; morce
cmployment for laborers, comfortable life for people; democratic, justice and civilized society; maintenance
of national identity; especially getting out of hunger and poverty.
Specific targets:
. Agricultural growth rate: 4 - 4.5%.
. Food output by the yvear 2010: 40 million tons.
+ Satisfying urban food demand of diversified and safe good
. Agricaltural export turnover by the year 2010: 6-7 billion USD
*  Reforestation of 5 million ha with perennial trees and coverage rate of 43%
Establishment of primary and secondary school, vehicle roads to the center of 100% communes

. Maost of houscholds have access to electricity and clean water

The above-mentioned targets can only be fulfilled through further transformation of agricultural and
rural economic structure in the direction of eftectively exploiting potentials of each localities; building

production areas specialize in a commodity by applying advanced technologies, ensuring batance and



cooperation among, production, processing and trade activities.

Rural and agricultural devetopment was previously characterized by exploitation of natural resources
and expansion of production scale. However, in the time to come, agricuttural and rural economy will
maostly buse on increasing economic effectiveness and products” value through applying technologies and
Improving management pattern,

Agriculture and rural economy of Viet Nam can only be brought to higher plane if they are based on
requirements of markets to identify scale, structure of the sector and to sefect technofogies to develop
suitably the production. [n that direction, other relevant aspeets such as technology service, scientific
research and staff training shouid be appropriately reorganized to maximize competitive advantages of
cach regions and commodities. Thanks to that, high and sustainable economic effectiveness can be gained
for agriculture, forestry sector, aquaculture and rural economy, attracting vagious domestic and international

mvestments into cural areas, providing employment and income for the rural people.

2. People participation in rural development

2.1 Extended reproduction - a decisive factor for development

Most of Victnamese population (76%) is now living in rural arcas with per capita income of 170 USD/
year; 3.6 times lower than that of urban arcas. Therefore, income increase is the top priority in rural
development causc. But the problem here is how to raise people’s income while agriculture still accounts
tor 70% of wtal rural economy, in which 80% dominated by cultivation. Originally thriving from agricultural
sector with backward technology and poor infrastructure, the best way to develop production is to expand
area, and to further exploit natural resources and intensively utilize labor. However, after one decade of
extensive growth, natural resource level is now approaching tie safe exploitation fimit.

There are now over 8 million ha of agricultural land on nation-wide. On average, each houschold posses
5162 m? of agricultural land, in which the leve! in Red River Delta is only 2277 m*. Based on the number
of agricultural laborers, the level is 3369 m', with 500 m® in Red River Delta. The fragmented production
scale like this is only compatible to manual production, so mechanization is hard to get access to Red River
Delta and the Central region.

Viet Nam has 3260 km along the sea with its territorial sea area of 226 thousand km?, aquaculture arca of
2 million ha, of them 1 million ha of fresh water, 0.62 million of brackish water and 00.38 million ha of salty
water. The over-exploitation of inshore resources and scafood in fresh water region is now depriving of
natural resources and negatively influencing ecological environment. Irrigating and daily life water is now
over exploited and wastefully utilized. Localities in up-stream areas and near water sources who get maximum
benefit from irrigation works may chose the farming method utilizing so much water and freely increase

number of crops year-round. Whereas, many other regions so far away from water sources or in down-



stream areas even lack water for daily activities in dry season. Viet Nam obtains 19.6 million ha of forestry
land, making up for two third of total land area. Total forest arca from 1943 up to now reduced from 14
million ha (accounting for 48% total land area) to 9 million ha (including 1 million ha of natural forest,
making up for 28% of natural forest, in which 56% is exhausted forests). Over 10 million ha is bare hill.
This clearly proves that income cannot increase through further exploiting natural resources.

In order to move from extensive to intensive development, the most important factor is accumulating
capital for investment. Only more funds can help us bring into full play human resource (including vocational
training, physical exercise and spiritual development); acquire new technologies (equipments, machines);
establish favorable production and business environment (infrastructure improvement, assistance service
utilization); and especially make full use of the untapped natural resources (bare hills and waste land,
offshore seafood). From that base, we can increase yield and production effectiveness and gain higher
savings to facilitate production réstructu_re to provide more jobs and raise income,

However, to the majority of people, fund savings seem to be very limited. Capital accumulation can only
be expanded if farmers can rais¢ production level much higher than self-sufficient level. However, this
canaot be gained through available advontages of immense land resource because currently only 30% of

~ farmers’ households cultivate in the land area of over 0.5 ha. And in terms of producrion and business
capability, only 15% of households are better off. In regard to real result.of oorrimodity produ.ction the
number of households involving in large economy accounts for only 1% of the total families. In short, _
about 70- 80% of agncultural houscholds have no advantagcs in terms of natural resource capltal knowlcdgc
excluding the abundant labor each year due to land losses and population growth. So the serious problem

~ here is how to accumulate capital for extended reproduction.

2.2 International lessons

Different from models of Europe, America and Australia with big farm scale of tens or ﬁundreds ha in
the initial siage of industrialization; in Asia, land fund is generally limited, oroviding disadvantageous '
conditions to carry out simple accumulation that normaily based on large land scale. Aftcr the World War
IL, land reform took place in many Asmn countries. For instance, Japan, the first mdustnallzed country,
stipulated that average land area of small farmer households is 0.5 ha. In Taiwan, after land reform, any
fand plot of over 3 ha occupied by landlord was redeeméd by the State to divide to farmers. South Korea
also initiated its industrialization in agriculture by deciding land ownership limit of 3 ha, the s’z_imo level
with that of Viet Nam. Despite the much smaller scale of land for households in comparison with that of
other industrialized countries, East Asia has successfully implemented the course of modernizaiion'and '
industrialization of agriéolture and rural areas. | _

Since natural resources fail to be active motive for .accumulation for extended reproduction, while _

production is only carried ou{ by simplc'farming technique; farmers should bc.:.snpported from outside to

176



have great kick start to make added value. Depending on situation of cach nation, great fund from different
sources have been poured into agriculture by the Government. In Taiwan, an important part of this source
is from post-war restructure aid fund provided by the US. Indonesia transfers a great amount of money
from the oil and gas sector to agriculture and many other nations got money from the state budget. Those
funds are spent for such fields as scientific research, agricultural extension, rural infrastructure, irrigation
system, and application of new crops’ seeds, new equipments, materials serving agriculture. Investment in
the first place played an important role in inception of agricultural development cause. It helped rural
economy transform from extensive growth, after land reform, to intensive development to secure
accumulation even in the context of limited production scale. In Taiwan, in the 1950s, 45% of agricultural
growth gained through yield promotion and investment programs of the Government. Similarly, I.ndonesia,

Thailand and Malaysia invested in agriculture at much higher level than other developing nations of medium

and low income. Thanks to that, from 1965 to 1988, agricultural production yield in East Asia averagely

increased 2.2% against 1.5% in Latin America and 0.3% in Sub-Sahara Africa.

Other supplementary measures for agricultural development in Asian countries is reducing direct or
indirect tax. imposed on agriculture. Many other countries in the world, for their eagerness to accelerate
industrialization, have extracted most of surplus value gained from agriculture to invest in industry through

- imposing tax, controlling price, consuming government budget, protecting industry and keeping exchange
rates high Whereas, in many East As.ian' countries, resources were transferred from agriculture to industry
at much lower pace than development level of agriculture, this helped maintain extended reproduction

' wnthm the sector. Macro pohcncs and inter-sector policies have provided favorable conditions for agnculmral
productlon raising agricultural products prices, eliminating invisible tax imposed on agriculture through
low price of agro-producta Take China as an example. From 1952 to 1980, price increase index of farming
products was 234% while that of industry remained standstill. Since 1990, agricultural products prices
have continuously been high, mostly 15-30% higher than prices in international markets.

T.hose foresaid conditions turns agriculture and rural areas an attractive investment environment, in
which state investment has been considered as dfiving force for luring greater investment from people and
forcigﬁ partners into agriculture. Capital spawns employment and improves effectiveness to increase income
for farmers. That is the reason why annual income growth of agriculture in East Asia region is 3.2% against
2.3% in Latin America and 1.9% in Africa.

" The two decades of 50‘.s and 60’s witnessed an impasse in the development of agricultural sector of
South Korea because poor investment in agriculture was mostly concentrated on promoting irrigation
system and impéﬁing fertilizer, while the Government maintaincd the policy of keeping food price low to
cncourage industry. The situation can only be changed since 1969 when agricultural products prices have
been raised in parallel with strong growth of investment in agriculture.

However, unsuitablc investment may cause bad effects. To accelerate rice production, from éarly 70’s to
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1990, the Indonesia’s Government assisted rural credit program with interest rate lower than price increase
speed. Recently, the Government keeps on investing in extension and raising domestic rice price to the
level higher than average international price of 30% through activities of State monopoly companies.
Though ensuring food self-sufficiency; non-market assistant methods such as irrigation subsidy, inputs and
outputs price subsidy for both producers and consumers have pressed burden on the state budget, eliminated
effectiveness and dynamism of production and.business. In spite of rich investment, Indonesia could not
maintain the dynamic development in rural areas. Thus, when financial crisis coincided with natural disaster,
agricultural sector of this country fell down and the society is in upheaval,

Investment can only be effective if it goes to the right destination of mobilizing al! resources of every
sector in society. To this end, concerted action should be made Between State and people. Two successful
lessons drawn from Taiwan and South Korea clearly prove that.

Management mechanism of Taiwan operates very effectively. Headquarters taking responsibility of
planning and circulating investment for rural areas of Taiwan Government i Joint Cooperation Rural
Restructuring Agency (JCRR). Besides, farmers’ association acts as a nerves system: transferring infoﬁna_tion

~on'rural develbpinent demand to the cent:ral and glﬂding the state to provide rural areas with favorable
- conditions to get access to agriculturél materials, credit and marketing measures. The close coordination
between JCRR and farmers’ association effectivelj* facilitates the scientific reseaﬁ:h, varieties i'mpr_ovement,
irrigatioh promotion, soil consolidation; construction of extensioh_ system, agricultural credit and héalth
- care nétwork in rural areas. | _
. In South Korea, headquarter of the prdgram is Central Consultation Committee of “Saemaul Undong”
" Program headed by the Minister of Internal Affairs. At ali administration levels from ée.ntra] to locaiities,
management boards of this program are already in place. Most notably, development projects are sclectéd,
designed, mahagcd and implemented by farmer communities in communes and villages. The State supports
farmers with materials; technologies, credit and subsidiaries while pcéple contribute their physical and
material subjects. This program is initiated with infrastructure prdjects and then economic devielopmeﬁt
projects and rural industrialization ones. In the period of 1975-1982, contribution level to the government
increased from 42% to 48% while total investment rose 8 times. After just 10 years, rural hous:es have
comprehensively been roofed; most of them have got accéss to clean water, electricity and even telephone.
The income level of rural population has approached or even within sﬁmc years exceeded that of urban
people. Espcci.ally, accumulation fund of farmers has éxtremely increased. Average séving—income ratio
per household was up from 10% in 1960s to 20% in 1970s. |
- In short, the lesson learnt from extended reprod_ucﬁon accumulation injust a small households’ pf_oduction
scale is the state rational investment usage through ofg'anic rclatioh_s between state ageﬁc_:ies and leaders on
the one hand and farmers on the other hand and through the.a(.:tive participation of farmers’ community in

establishing and implementing rural agricuitural development programs. In c‘oiﬁparison with regional dragon
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econoinies, investment on agriculture in Viet Nam up to now has not been rich enough to create new
incentive. Besides, rural environment has not been attractive enough to lure investment while investment
effectiveness should also be taken into reconsideration in order to improve the participation of the masses

in development programs,

2.3 Lessons of Viet Nam

2.3.1 Sound policies meeting needs of agriculiural households: an impetus for mobilizing the whole

population might
The success of 10-year agricultural reform stems from the unification between the will of State and
the desires of farmers. The policies promulgated have covered reasonable demands of people to master
land, markets and rural society; and to be supported in terms of technology, capital, information and etc.
These stand as great motive to encourage every economic secters actively participating in production
and business activities in rural areas. Thanks to that, thouéh technology has not yet reached at breakthrough
and agricultural.investment has by no means increased, agricultural output and exports have skyrocketed.
For instance, over the last ten years, while land capital for rice has been constant, thanks tb raising
cropping intens'ity,' cultivated area increased 2.7%, produétivity raised 2.8% a year, paddy production
5.6% a year and .rice eﬁports 12%. a year. There is every reason {o say that the increase in agricultural
GDP of 4-5% cbu_ld be gained fhrdugh the great cfforts; of the whole population supported by the state

sound policies.

2.3.2 anage- between producers and prﬁcessars threugh contracts allows households to accumulate
fbr extended reproduction | .

Entering the new development period, the new incentive to capitalize on the might of the whole
people can only be obtained through a suitable investrn_ent strategy, in which both increase of investment
for agriculture and rural areas and effectiveness of investment should be raised with the pbsitive
participation of the farmers. Oﬁ enterprise scale, Viet Nam has undertaken a number of successful
iﬂvéstment hlodels as directed by this strategy.

The state farm of Sﬁng Hau in Can Tho pr.ovi'ncc has long emerged as a typical case. After 8 years,
outputs increased 17 times, contribution to budget raised 2.6 folds with revenue of over 1000 billion a
year and 10 b_illibn of returns (excluding tax). As a state-owned entcrpr.ise in charge of production,
proées_sing, impdrt and exhort; the farms always get benefits while the other state owned .enterprises
h.avc severely suffered from losses. The noteworthy is the fact that extended reproduction scale is so

| high: wiihin 20 years, fixed assets of the farms increased from 49 million VND to over 100 billion VND.
Except from completed ﬁcld system and infrastructure with over 80 tractors, threshers, paddy-dryers

System with capacity of 900 tons/day, 9 rice mill factories with capacity of 500,000 tons/year, 7 vegetable
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and fruit processors, 2 upgraded wood firms were completely established and another livestock processor
is on the way to be accomplished.

The farm consists of 2 integrated blocks: original block includes 2000 small farms with the scale of 3
ha totally owned by farmers’ households. They are forces producing crude materials for processing and
export, As a complete farm, each household is a business unit cultivating fields, gardening, cuituring
fish and raising animals. The second block is an enterprise really taking responsibilities of managing,
providing technical services, processing, exporting and importing agricultural products and offering
living and cultural services. At initial stage, profits of the farms mostly gained from available advantages
such as immense land fund, abundant water resources and state loans. The noteworthy here is that
households’ accumulations in many small units have been poured into extended investment for intensive
reproduction, implcmcniéd “industrialization” within the state farm. In return, me'chanicahtechnicai
block could help all the small farms improve productivity, raise income for agricultural block. The
export of agricultui’al products and import of fertilizer have rapidly multiplied the interests of the farm
and transferred them to every members of both blocks, enhancing reproduction in each household, each
firms and the whole union.

Song Hau farm cstab.lished their career by its own fair hand, while Lam Son siugarcane cooperation
took off from a nearly bankrupt eriterprise. After 10 years, sugar output, reve.nue and contribution
proportion to the budget have increased 100 times. The cooperation has establis;heci a modernized and
industrialized production area, implementing integrated business activities with mamifacturihg as its
core and such complcmcritary actiifitics'as sewicés, cénstruction, matcrials, transpdrtiition and the belt
area providing sugarcané materials and all kinds of agricultural products such as livestock, fruits trees
and mushrooms. Notably is the strong reinvestment ability of the cooperation: in 1997, fixed capital was
nearly épent up, but now its total value reaches 174 billion VND. By that way, the cooperaiion pburéd its
investment to build an alcohol company with its capacity of over Imillion litter/year, a sweet company
with capacity of 500 tons/year, 1 micro-bio fertilizer of 20000 tons/yeai’, 100 trucks and a sugarcane
tactory of 6500 tons sugarcane/day. | _

Like Song Hau, Lam Son is also organized into two integrated blocks: rural block manned by 15
thousands laborers from over 30 thousand agiicuitural households belonging to 60 commli_nes and 4 -
state farms in the central plateau, west Thanh Hoa Province. Agricultural houScholcis produce sugarcane
materials for the factory and diversified agricultural products. The second block is industry—ser\_f.ice one,
under the controt of an association including processors, banks, iransportation firms, providing technical
services, crédit loans and cultural services and consu_ming produc_ts for industn'iil block. The profit gaincd'
from intensive investment of the whole company, in certain level, has been redistributed to each household
in the region. Average income of sugarcane growers has increased 5.7 times (15 inillion) after 7 years;

even some household gained 24-26 miilion VND/year.



The above-mentioned two farms as well as many other examples in agriculture sector have been
operating successfully through rationally combining 2 important components: agricultural material
production and processing industry, building up an economy closely integrated within the internal
enterprises. Both enterprises have invested for the agricultural households, transferring part of profit
from enterprises to them for extended reproduction, .

In theory, this method of organization has widely been called as “contract system”. Under the “contract
farming™, agricultural businesses will buy products of farmers by contracts. The contracts stipulate
conditions of quality and quantity, kinds of products that are permitted to be sold, responsibilities of
enterprises in offering loans, technical assistance, input technologies and other services. In Viet Nam,
the model of “contract system™ has, though in small scale, been specifically viable, not least been able to
meet the demand for capital, technologies and market for small-scale households, creating and maintaining
reproduction ability and expanding reproduction for enterprises.

On entei'prise scale, “contract system” models of Soﬁg Hau and Lam Son farms have spawned
uncourageous outcomes due to the improvements in investment measure with the participation of farmer
and state economies. On larger scale, new policies should be designed to successfully improve the

linkage between investment from private sector and from state.

2.4 Theories and strategy suggestions

In many Latin American countries, industrialization process of the economy has been implemented
under a disintegrated model: th_e.statc have made all efforts to invest and implement policies for rapid
: dcvglobment of modern industrial sector and quick modernization, in ignoratice of its backward and shrinkin g
rural areas. .After the successful induétrializaiidn, the staté will gradually move natural resources from
other sectors to agriculture that then became too small. In short, from the beginning tb the end of development

Process, sﬁall household models remain in pl.ace, their quantity has experienced changes but the quality
remains .mostly constant.

On. the other hand, economic development models in Asian countries allow the viability of “integrated”
industrialization. In parallel with agricultural development process, industrialization has been implemented;
industry and service sector, by this way or others, have been integrated into rural economy. For example,
developmcht of small and médi.um industry, decentralizing large scale industry, moving factories nearer to
agﬁcultural houséholds to attract the abundant labor, promote service economy in rural areas will transferring
. profits from mdustry to agriculture during industrialization cause. The state facilitates the rural development
-~ in advance aliowing substantial changes of small households into small farms that closely associated with
' cooperatxvcs or corporations through contract system. On the other hand, the rich people will be provided
with favorable conditions to become enterprises. '

Even “integration” seems to be suitable to our conditions, Viet Nam has to find its own way differed
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from that of other regional first runners and based on its own specific features. The following are some

typical features of Viet Nam:

The state initial capital is not great enough to focus investment on agriculture.

Agriculture has, though gained remarkable growth, been unable to improve exceptionally both
income and reproduction capacity.

Most of rural households have met difficulties in terms of capital, technology, and market to
proceed with rural industrialization.

Viet Nam industry has so far unfledged to be able to push agriculture forward to improve
employmernt, income, technology and etc.

With more favorable natural resources than many other regional countries, Viet Nam obtains
superior advantages to develob agricultural production.

The prevailing gloﬁalization in the world nowadays has made trade liberalization a positive trend

for agricultural exporters.

- The recover of regional countries from economic crisis, the increasing economic growth of Asia

and the transferring of economic structure towards industry and service may have all reduced

competitive advantages of Viet Nam ég;ricultural sector.

In the context of new opportunities and challenges, Viet Nam agriculture has to manage to link with

industry through internal advantages; following the direction of both taking a.griculture as a base for industry

: dcvélopment'and considering industry as a factor to speed up agn'culturﬂ growth.

- In conclusion, Viet Nam, on_'thc one hand, should learn precious expériences from successful industrial

- countries regarding strétcgics such as rural and agricultural development and linking agriculture with industry.

On the other hand, it should apply different measures to realize those strategies. Neither township and

village enterprise model in China, nor industrial model in which urban farms located in tural areas in

search of agricultural family labor, nor community development model {Saemaul Undong) of South Korea,

Viet Nam should follow its own way as the following proposals:

(1) Development of contract system

In Viet Nam, even within small-scale application, “contract system™ model have appeared to be

exceptionally viable, satisfying 3 requirements of capital, technology and outlets for small-scale producers;

establishing and maintaining reproductioﬁ capacity of hoﬁéeholds and enterprises. This model

demonstrates extremely importént way, never taken so far by any production organization forms on large

scale in our country,

Contract s yétem can be applied to domestic companies '(private or state-owned), foreign ones (especially

multi-national companies) and joint-venture companies. The core of this system may be a processor
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(such as Lam Son), business enterprises, agricultural households and an integrated enterprise (such as
Song Hau).

Different from any loose linkage among agricultural households, processors and consumers in which
agricultural households often suffer from losses and risks, “contract system” eliminates the role of
intermediaries such as assemblers, lenders and decoys, in order to directly protect pro&ucers, not least
the poor when they sell their products. This model also gives up monopoly that often leads to the
phenomenon of price pressure and benefits exploitation by processors and traders, Thanks to the
elimination of monopoly, those processors and circulators have to focus more concerns on reducing
produc_:tion cost, increasing quality of agricultural products, establishing mechanism to share benefits,
raise income and improve extended production capacity of the farmers. -

In addition, processors and exporters do not have to worry about qﬁantity and quality of agricultural
materials. In 1998, while rice export enterprises were distressed due to the shortage of products; Song
Hau farm still acquired good quality rice at reasonable price for processing and exporting. Lam Son
cooperation have also solidly expanded and used up capacity of facilities while dozens of other sugar
companies were in bustle to find materials.

These two mentioned above enterprises have implemented the method of mutual benefit, creating
opportunities for intensive col-im.féstment, applying uniformiy new technologies in all chains of materials
production., précessing and marketing. In both two typicai models, technologies have been applied from
the first link of seed production to the last link of processing; reducing production costs and improving
competitiveness of agriculturai products. This demonstrates as a key factor for the brighter prospect of
successful implementation:.of industrialization and modernization, offering good conditions for millions

* of small-scale producers Who have not encugh land to apply new technologies for surplus. And in

addition, this is also an outlet for forestry products in Viet Nam.

(2) Development of cooperative economy
Vic.tnamese cooperatives can only become the drga_mization actively supporting the development of
rural econdmy in Viet Nam if they could obtain the following tasks:

*  Providing 3 main services of technology, mérket and capital to cover urgent need of farmers
that cannot be settled By farmers themselves.

« . Becoming the bridge finking.the state and people to implement agricultural and rural
development program, opening up opportunities for farmers to actively participate in establishing,
monitoring #nd managing invested articles.

To this end, basic improvements sﬁould be made in cooperative economy organization method,

- satisfying the fo'llowing three requirements:
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a. Being a representative for farmers with a mechanism serving people
Voluntary principle should be fully applicd to the process of establishment and reformation of
cooperatives. Cooperative staff has to demonstrate demand and desire of member farmers; leaders
should be selected through down-top voting. Managers and staff should be professional and skillful
enough to take all responsibilities. And they, including managers from enterprises and cooperatives,

also must be selected and paid in accordance with their own capacities and demand of the job.

b. Obtaining enough ability to meet requirements of the households
- Urgent demand of farmers can only be met through adding functions for cooperatives, focusing
more efforts on such activities as credit, saving for investment, insurance, trade promotion and market
expansion. Organization system of cooperative union must be strong enough to have rights and ability
to implefncnt financial and trading functions. The decentralization of s_dme public services ran by
state units need to be considered to associate farmers with management and utilization of the services

of training, application research, extension and agricultural materials trading.

¢.  Gaining power and capacity to coordinate betweén management and investment program of
the State on the one hand, and members’ activities on the other
A mechanism should be established to provide .cooperatives‘ leadership at éli levels with good
conditions to participate in such important activities as formulating s:trategies and policies, plém_ling
rufai development program from central to local levels. Representatives of people should have seats
in significant committees directly rclating to establishing and monitori'ng the'in-lplementation of
development decisions, includihg committee of land resource and water resource management,
committee of seed and breed and ete. A two-way information system énd close relationship with fural
people should be set up to inform the government about the desire, demand and difficulties of all

people; at the same time to disseminate guidelines and policies of the Party and State to population.

(3) Human resource development _

Vietnamese people are widely known in the world by their diligence and gbod will to overco.me
difficulties. Viet Nam laborers are also charaéterized as cheap and skillful. Those are pr_ccidus
characteristics need to be maximized. However, when the Vietnamese economy enters into its new and
intensive development phase, when the world comes to a new age of remendous devélopment of science
and technology and when other nations in the world establish themselves an inteiiectual economy, a new
dimension of human resource development in Viet Nam, on which creativeness should be éépitalizcd, is
an endless and priceless goal to expand the Vietnamese economy in the future. |

" Since Viet Nam agricultute steps in renovation with the development of farm economy and small
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househotd economy, producers are offered opportunities and capacity to create and apply new technologics
in production and daily life. Hybrid rice variety is a technological advancement requiring high
intensiveness. This is why it has not yet becn applied on large scale. In the North of Viet Nam, this kind
of vatiety has been cxperimented on the arca of 11000 ha since 1992. Up to now, this technology has
been used commonly on an area 20 times larger than previously, becoming an importanf structure in rice
sector. In Mekong Delta, after only 10 years, hundred thousands of floating rice—one of the most
extensive rice farming systems in the world—has been transferred {o intensive and multi-cropped rice
farming system, building up intensive regions with the highest productivity. Technologies have been fast
invented and applied while investment in search and extension is so limited, proving the dynamism and
intelligence of Vietnamese people. A series of new technologies such as medicine cure nematode for
coffee, treatment for Thanh L(_mg to bloom all year round; anti-mouse tfap by Thai Binh, tilting machine
by An Giang and etc. al;e rapidly applied on large scale, making great contribution to agricultural
develbbment. Initiatives of Vietnamese farmers, in many cases, are not only indigenous knowledge,
becoming inventions, includihg ti.tling machines, rice mills, measures to dig across-road culverts, hanging
bridge in rural areas, moving construction works and etc.

Maﬁmizing potentials of the resource requires the establishment of human development strategies to
acquire enough and rational investment in traiﬁing aﬁd education, health care, nutrition, information and

cultlire; faci_lhating Viet Nam laborers to get access to high quatification, productivity and effectiveness.

{4) People: active objects of rural development program
Positive participation of farmers in development process reqh ires rational organization and mechanism
" for them to involve in important investment decisions directly relating to rural and agricultural development

cause.

a. Peoples’ participation in macro-development process
State development strategies and policies can only ignite enthusiasm and active participation of
peopie when safisfying its_demahd and desire. Therefore, people’s unions and cboi)crative system at
all levels should act as the voice of people, helping them take part in governmental activities.
The formulation of a rural development program needs further research, study, review, dissemination,
and poﬁuiarization of people’s inventions, following the targets set out. Favorable environment of
legal, material, spirif and organization should be set up to provide good conditions for the participation

of people in deﬁélopment programs, and for the mobilization of creativity and internal strength.

b. People’s participation in micro programs

In order to turn people the master of development investment projects, it is necessary to establish a
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mechanism for them to decide investment priority, portfolio and to participate in execution, monitoring
and taking over projects. When the development projects completed, local people need to have
mechanism receiving, assigning and taking responsibilities of managing and operating the works.
Each work, big or small, needs to designate its own controller frbm local community. The role of
community should be enhanced in management of natural resources and infrastructure. The principle
of “the state and people cooperate with each other to invest, implement and manage” should be
respected. The state and foreign donors should not directly or fully subsidy any works even for poor
or difficult communes. They should only support the main, inter-branch and inter-regional matters,
while the rest by the people. It is necessary to eliminate the ideology of dependence, pessimism of the
poor, and to help tﬁem active, creative, self-confident and self-responsible in the cause of poverty

alieviation and hunger elimination as well as ruraf development,

Improve of investment environment in rural areas at all cost
- Improving agriculture and rural areas as su.stai-nablc, safe and beneficial investment cm}irbnment..
- Establishing stable and sound legal framework to encdu'rage small and medium enterprises
from zll economic sectors, both domestic and fore:gn ones to develop strongly in rural areas,
making great conmbunon to the economic structure transformahon and creating more employment
for agncultural householders.
The above-mentioned proposals will make conmbutlon to 1mprovmg the part;cnpauon of agricultural

people in agriculture and rural dcvclopment cause and to raise their i income.
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2—6

Role of Rural Institutions in Improving Production Efficiency
and Agricultural Household’s Income

Nguyen Van Tiem
Center for Agriculture and

Rural Development Advises of Viet Nam Farmers' Union

Preface

In Viet Nam, the last decadé has witnessed remarkable achievements of economic renovation, which are
regarded as strong foundations pavin:g the \#ay for further devetopment in the new era.

The greatest achievements cmﬂd be seen in the agricultural sector, highlighted with a continuously high

" growth rate, significant increase in farmer’s income, lea'ding to an substantial improvement of farmer’s living
staﬁdard, a considerable reduction in poverty situation, remarkably positive changes in socio-economic profile
in rural areas. '

Thé great performance of agriculture and the rural economy over the past have been largely contributed by
rural_institutions, including social organizations., unions, agricultural cooperatives and other co-operation
forms it.x'rural areas, Viet Nam Bank for Agriculture (VBA), and other intermediate financial institutions in
tural areas. |

In order to speed up renewal ]irogress 6f industrialization and modernization oriented economy, especially
in rural areas, the role of these insﬁtutions, in which VBA and other financial institutions; agricultural co-
operatives and coopefation forms play an active role, must be highly promoted. Therefore, this paper focuses

on the operation situation and development perspectives of theses institutions
Part1 Financial institutions for agriculture and rural development

1. Viet Nam Bank for Agriculture (VBA)
. The precursor of this financial institution is Viet Nam Bank for Rural Development established in 1988.
Having twice renamed, now it is called Viet Nam Bank for Agriéulture. Since 1996, VBA has been a
spécial sfate-run institution haQing thé_autonomy in financial capacity and operation. _
‘VBA hasa natiénwide network with over 20,000 cadres working in about 400 branches in districts and
provinces, and has 8 joint venturés. VBA has a huge number of clients coming from intermal and abroad, in

which the 'major' part is over 10 million of agn‘cnﬂtural households. VBA has developed credit transaction
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with over 20 foreign banks through their branches in Viet Nam and worked as a credit agent for over 500
foreign banks and international credit institutions.

Since 1996, VBA has developed continuously, marked by various significant achievements in capital
formation both domestic and foreign currencies. Annually, the fund mobilized account for about 80% of
total operation capital. On the other hand, credit has increased considerably both in lending amount and
number of borrowers, meanwhile, its quality has been ensured. A.ccordingly, lending amounted to VND
17574 billion and nearly USD 100 million in 1996 and VND 47452 billion and USD 211 million in 1999.
Also in this stage, VBA concentrated on giving loan to farmer families for producﬁon devetopment, resulting
in total outstanding loan of VND 18735 billion with annual growth rate of 17-19% and 18% respectively.

From 1992 onwards, the VBA could not able to cover its operating costs, however, since 1996 VBA has

increasingly gained profit and provided better credit services to agriculture and rural development that

performed in the following aspects.

L1 Credit provision to households for production.developmenr

Among the Bank’s clients, agricultural households have become the most important and believable.
Yearly, there are over.3 million of households getting loans from the Bank, in 1996 it were 3300 thousand
households; 3,300, 3,700, 3,964 thousand hoﬁseholds from 1997 to 1'999, respectively. _

In 1999 total loan gave to household and co-o'per:itive sector was VND 20,362,258 million, 'mcréased
by 19.5% comparing to that in 1998; at the end of year, the outstanding loan was VND 20,074,447
million, sharéd 62.3% of total outstanding loan of the bank, i.ncreased.by 19.5% in comparison with th.at
in 1998. Of VBA’s debtors, there were 3,964,297 clients (99.7%) served as pfoduction household#, on
average, a client borrowed about VND 5 million, dnly 0.3% of its debtors was'cooperatives. Generally,
VBA’S brénches in almost all of provinces have focused on their lending' activities to households.

Medium and long-term loans has been much concerned about, however, loans in short term has stil{
dominated 57.6%. In the whole country, the growth rate 6f lending to households in 1999 showed an
increase by 19.5% comparing to that in 1998, bu.t there still were large differences in iending rate a.mong
regions. The lending rate increased by'43.7% in Central Coast Region, 37.8% in Central Higﬁlands and
9.2% in Mckong River Delta. The lowest lending growth rate was found in Red River Delta, other
regions had rate of zibéut 13-18%. Consequenty, crédit amounts per client between regions were different,
namely, it was VND 4.3-4.9 million in the Northern Mountain, VND 6.1 miilion in Mekong River Delta,
and VND 13.4-14 million in Central Highlands and Southeast Regions. = _ |

In agpregate, while number of households accessed to credit services of the Bank accounted for about
34.67% of the total households, it varied from regioh to region, While this rate was only 19.59% in Red

" River delta, it reached up to 59.41 % in Mekong River delta. Regions that had rate in range of 30-39%
were Northern Mountain, North Central Coast, Northeast Regions and Central Highiands. 25.98% was
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the rate of households accessed to credit in Central Coast Region.

In view of loan supplied to households mainly for development of agriculture and aquaculture
production, total loan in agriculture sector have grown at the rate of 22%, accounting for 63% to total
loan given to households and co-operatives. Particularly, foan for aquaculture development shared only
4.3% but leading to a rapid growth rate of about 25.6%. -

Regarding loan repayment, as above mentioned, households in rural areas have been recognized as
the most trustful clients of the Bank those have had credit transactions in transparency. In many past
years, the non-performing loans showed the rate of only 4% approximately. The non-performing loan
made by both households and co-operatives was 3.01%, in 1999, in which by household was only 2.98%,
reduced by 1.34% comparing to that in 1998, considerably lower than that of other debtors.

In 1999, non-performiﬁg loan made by households and co-operatives reduced by 1.83% compared
with 1998. The reduction in non-performing loan was seen in all regions throughout the country, especially
in North Central Coast it was 4.96%, in other regions it was from 1.3% to 2..3 %, while in Southeast

- Region the reduction rate was only 0.41%. In case of households, the situation varied depending on
purposes of loan use. Gener'ally, n'on«perforr.ning.loan with 'regar_d to lending for development' of
agricultural and aquaculture production was low, oﬁly account.ing. for 2.5% of total non-performing loan
in the whole agriculture sector. This rate reduced Sy about 1.99% for agriculture and 4.37 % for aquaculture
while in bthér sectors, it was reduced by only 1%. |

Generally, non-performing loan in agricultural sector was low, only accounting for about 2.5% of

- total oﬁtstanding loan in agriculture, while in industrial and services sectors the respective rate was
. considerably high, consisting of 6 to 7.5% of total outstanding loan in these sectors.

In regard to lending to agricultural co'-operativcs, in the past, the VBA refused to lend to most of
agricultural co-operatives. Aé the law on co-ope.rative had taken effect, this worried situation has been
gradually getting better. However, in 1999, out of over VND 20,000 billion of loan disbursed to ho_useholds

~ and co-operatives sectors, only VND 61 bi_llion accounting for 0.3% made by agricultural co-operatives.
* Such a low rate is blamed for bolﬁ sides. For agricuftural co-operatives (ACs), they did not satisfy the
lending conditions as an eligible bank’s éliént. According to the result of the survey on 8343 agricultural
cooperatives c'm.lduct.ed by the bank in 1999, there was 12% cooperatives had capital demand and was
able to meet th.e credit conditions promulgating by the Government, 35.5% had no defmnd, 37% had
demand but was not met the credit conditions, and the rest of 15% needed to borrow from the bank but
are requésted to enjoy a concessionary interest rate as applied for the poor. On the other hand, the Bank

has not worked out effective solutions to facilitate ACs to have access to borrow the money.

L2 Lcndmg procedures to households by development programs of the government

Apart from giving ioan to households in pursuant to common commercial credit mechanism, the Bank
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has provided credit services in accordance with targeted scheme assigned by the government. Total loan
for this important purpose up to 1999 has obtained nearly VND 2096 billion, including:
- Lending for improving and constructing houses in flooded arcas (Mekong Rive delta): 366,000

households who had access to a total loan of VND 1,281.3 billion constructed 25.7 million m? of

housing area.

Lending for overcoming damage caused by the storm No3 in 1997: VND 1016 billion and
47,370 households involved
- Lending for overcoming damage caused by the storm No.5 in 1998: VND 181 billion

- . Lending for overcoming aftermath resulted from natural disasters {drought and flooding in

some provinces in Central Coast Region in 1999: VND 233.8 biltion.

These loans assigned by the government following specific programs have effectively contributed to
help farmers overcome very difficult periods. However, some emerging problems for the Bank are on
the rise, namely repayment rate reached only 53%, an interest collection was only 49%, thus, nearly

VND 5 billion of doubtful debts had been hung up or wrote off.

1.3 Credit services provfsion entrusted by international investment pfojects

Since 1996, besides its operation in domestic currency, the Bank has focused on foréign curréncics
t;'ansaction activities that include guarantee services to borrow foreign currencies, lending from foreign
banks, receiving deposit and making advances in foreign currencies, mobilizing foreign currencies etc.
In term of forcign'currencics, international paymént services have experienced positiveiy rapid changes. |
In 1996 total paymeﬁt by foreign currencies reached only 984 million USD, while it increased by 21.5%
in 1997; 37% in 1998, and 57.3% in 1999,

A very useful channel for agricultural households to have access to fund is credit projects committed
by for international institutions. This scrvicé has gcﬁeﬁtcd an continuously increased loan, marked by a
total lc.:an"of USD 59 million in 1996, USD 4878 million (VND 6,200 billion in equivalence) in 1999;
involving many support project, such as 3 projects of Genhan, 1 project of French De\'reiopme_nt.Fund, 3
projects of World Bank, 1. project of Asian Development Bahk, 1 project of Eurb Union and 1 project of

IFAD. Such amount of fund was disbursed to nearly 200,000 households spreading among 41 provinces

for their production and poverty alleviation,

_ 1.4 Policies on in.terest rate

In recent years, the lending interest rate policie.s applied for rural areas have been gradually adjusted.
At the beginning of 1998, ceiling of the lending interest rate was unified, de.ﬁning the same level for

both urban and rural area, along with the introduction of concessionary interest rates.
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In early 1999, responding to Governmental policy on “encouraging consumption demand”, the Bank
reduced ceiling of interest rate of deposits in accordance with the reduction of foan interest rate that
initiated by the State Bank. [t also introduced priority interest rate for believable clients, disbursed loan

_to household in targeted scheme of government with reasonably low interest rates, especially for remote

areas and ethnic minority groups.

1.5 Flows of loan to households

So far, VBA has given loan to households under 2 forms: direct lending and indirect lending, ie.,
lending through teams or groups.

For loan of large amount, direct lending is applied, and accounted for about 83% total loan for
households in 1999, Indirect lending or lending though group and team is made to small loan, accounted
for 17%.

In some localities, indirect lending is popular, in which Ha Tay and Nam Dinh are typical. The branch
of VBA in Nam Dinh gave a loan of VND 5 million to households mainly through teams or groups. In
Ha Tay, this form accounted for 48..8% of total loan to households. The rate of bad debts by this form is

very low, only 0.08% of total bad debts ihrough indirect lending.

L6 Rec_ammgnda:ions on the role of VBA
As a big commercial bank playing decisive role in rural financial market, the Bank always determines
rural areas as a t_najo.r market, agliculfural production as the objcciivc of credit services provisions and
- farmer as major client. Since the establishment in 1996, thf; Bank has continuously developed. .
Given that the bank has closely approached rural ﬁnanciﬁl market as well as. its clients, it has attained
encouraging achievements. H.owéver, because of large operating range, the Bank's opcration revealed

some constraints that require the Bank to work out effective measures to overcome and develop.

161 Achievements
Credit provision. has spread to all rural areas in7 econo'mic-ecologichl regions in the country. Every
* year based on the real socio-economic status and pefspective for development of individual regions,
the Bank prepares the plan of credit provisions for agriculture and rural economy development of
‘specific regions.

Among industries operating in rural area, agriculture and fishery are paid much attention to provide
with loan for developmenf, especially, iﬁvesnﬁent in production input expenses. In 1999, total disbursed
loans increased at the growth rate of 22% for agriculture and 25.6% for fishery sector, resulting in
significantly reinarkable performance of thbse sectors

Lending has been breadened to a lot of borrowers of different ownership, in which agricultural
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households are regarded as major client. Yearly, there are about over 3 million of agricultural households
getting loan from the Bank, in 1999, nearly 4 million were involved.

Lending to households in pursuant to governmental targeted plans has provided a great help to
household to upgrade their houses, mitigate negative impacts of flood and drought, improve farmer’s
living standard and, in addition, played a very important role in social and political stability of the
whole country.

Besides giving loan to agricultural househoids under the form of direct lending, the Bank has
provided credit services to state-owned enterprises to buy agro-products, such as rice, coffee etc. with |
an eye to reduce negative impacts of price fluctuation that strongly influence to agricuitural income,

Foreign cﬁrrency transaction activities, in which credit provision service sﬁpplied by international
organizations shared a major proportion, have been boosted continuously, creatin.g a capital suppiying
channel for households.

Above achievements derived from the fact that VBA has continuously attempted to reform credit
provision procedures, provide professional training to thousands of cadres. Theses achievement gained

* by the Bank during the past time are highl.y appreciated and further stimulated.

1.6.2 Limitations .and constraints

However, for the time being, because of larger demand for fund,. along with an significant increase
in number of borrowers, the Bank are facing with some major limitations and constréint as follows:

Lcn.ding to agricultural households is ndf been closely related to socio—econorhic developmént
planning, structural transformation in cultivation and livestock, as well as agricultural ﬁmduct market
in each région. Credit services in some regiohs were provided with moderate extent, some provincial
branches were afraid of giving toan to high—income regions and/or remote and mountainous areas.

Although the Bank’s clients have increased continuously, many agricultural hbusehoids have not
been able to access to credit services provided by the Bank..ln 1999, only about 34% of .to.t.al rural
households, accounted for only 50% of household who had demand of capital, had access to the credit
services. .

Appraising procedures of lending plans of clients were conducted improperly in a number of cases,
as a result, many household in need of loan were ignored. Oﬂ the contrafy, households :who are not in
need of fund or did not satisfy conditions of loans were served, resulting in high risk of non-repayment
of loans. For instance, in 1999, 4,784 loans valued at VND 50,200 million, accounted for 16.5% of
total loans, were at risk of non-repayment because of féilure of loan objects.

The above situation resulted partly from credit cadres in term of their working capacity. Credit
cadres that account for about 30% of total cadres of the Bank, although they h.a'v‘e' been trained and

retrained and had some experiences, are still working with the limited capacity. Furthermore, the fact
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that presently each credit staff has to be in charge of loan management for 600 clients with nearly
VND 400 miltion involved.

In some localities, credit cadres have to manage number of clients and loans up to twice times
higher than that of average level. This fact has had a large negative impact to lending status to agricultural

households both in term of quantity and quality.

Viet Nam Bank for the Poor

Viet Nam Bank for the Poor (VBP), established under the Decision No 252/TTg dated August 31* 1995
of the Prime Minister, officially operates based on the fund for the poor transmitted from VBA since
January 1* 1996. VBP operates in principles of non-profit, self-maintaining fund, mobilizing funds from
individuals and institutions at home and abroad, receiving credit funds for the poor from state budget and
other sources permitted by the Govéfnment in order to set up lending fund té the poor for the purpose of
poverty reduction. _

.VBP’s organizational structure spreads from central to district level. So far, VBP has its network of
branches op'érating in 61 provinces and cities with over 500 districts.

At central level, there is the Board of Director and a Consultanf Group. At province and dis_n'ict level,
there is also a Board of Director and a Consultant Group operating on a part-time working basis.

Staffs in professional Wbrking units from central to local level almost are appointed by VBA.

Thanks to strictly following operation principles, VBP has continuously developed as described in the

foliowing aspects.

2.1 Mobilizing funds

At the establishment of 1996, total capital of the VBP was only VND 1,958 billion. However its

capital reached to VND 2,340 biliion in only one year afterward in 1997, (increase by 19.5%), VND
" 3,422 billion in 1998 (mcreascd by 46.23%), and VND 4,086 billion at the end of 1999 (increased by
19.4%, and twice of the establishment). ‘

Out of total capital in 1999, fund mobilized from central shared the major proportion of 31.7%, while
the rest mobilized from local level.

The c.;ent:ral fund was formed mainly from borrowing. The registered ﬁmd was only VND 700 billion
(18.3%) and trust fund accounted for 1.1%. The local fund was formed mainly from trust fund in localities,
fuhd mobilizéd froni resid_ent dcposits showed a small proportion of less than 10%.

Accordingly, it is noticeable that the capital formation of VBP is mainly from state budget under form
of subsidies of lending interest. Such a moderate subsidy leads to the passiveness and dependence of the
Banl'c.in its operation, yet to a certain extent, this situation shows a great attcmpt. of the Bank in capital

formation.
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2.2 Lending rerformance
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The Bank scrves directly to poor houscholds for their business development based on selected lists of
poor households. The selected list of poor households is set up through discussion and negotiation of
members of mutual-help groups or credit-saving groups in villages and approved by commune people’s
committee or director of poverty alleviation committee in commune and district branch of the Bank.

Over the past four years of operation, total cumulative loans amounted to VND 6,982 biilion at the
end of 1999. An amount of loans of VND 3,897 billion was given to poor houschoIdS during 1999, up
25.7% from 1998. There have been about 3 million households involved in the credit services for four
years, and specifically 1,011 thousand households in 1999, Curremly, there are 2,320,000 households
having loan from the bank with a loan of 1.6 million YND each.

Out of total borrowers, ethnic minority groups, mainly Hmong and Thai groups, including 380,000
households had access to a total amount of loans of VND 590 billion.

Poor households received loans mainly for the purpose of agricultura.l productiOn. development. In
1999, loan invested in agriculture was 88.6%; in fishery and salt production shared 2.42%, small services
and trading 2.44%, small industries and forcstfy 1% each and others 4.48%.

Naturally, poorer regions have more poor households having credit relation \;'fith the bank. In
comparison to 1998, loans given to podr households in 1999 in Norther Mountain Region increased by
33%, In Central Highland increased.by 16% and in other regions by 22-25%. In general, fu'n_d is diréctly
delivered to the poor in accordance with purposes of lending Such as purchase of productioﬁ materials,
creating more jébs and increase in production with ﬁn aim to improve income and l_iviﬁg conditions of
the poor.

During its operation, VBP .have attefnpted t.o renew some lending procedures, such as:

- - Enlarged the maximum loan size from 2.5 million VND to 3 million VND per household

- Focused on medium term loans to facilitate the poor in their production expansion. In 1999,
although middle term capital was only 39% but medium term ioans given to households reached .
up to 72.18%.

The above encouraging achievement imply a great attempt of the Bank in providing neéessary assistance
in term of loan for business development of the poor, facilitating job creation .for'million of rural la.bors.
Obviously, nearly 330,000 poor households have escaped frofn ﬁoﬁerty, and more will be seen in coming
years. | '

However, Besides achievements, the following issues are raised in VBP operation, which require

effective measures to be worked out.



2.3 Some emerging problems

Since all members of the Board of Directors and its Representative Committees, Consultant Group
and Supervising Group of the Bank are government officials, they serve the Bank on a part-time basis.
Therefore, they pay little time for the Bank’s operation. Furthermore, power of the Board of Directors is
limited regarding some operating activities that involve other agencies and state aﬁthoritics. Not all
members of the Board of Directors attend the meetings, often less than half of members. Therefore
resolutions are not fully implemented, as a result it is difficult for the Board to fulfill the functions to
advise the government in making policies.

In terms of operational matters:

- Indicators of poverty lines as a base for lending proceeding are much inconsistent from region
to region, even within the same region, leading to difficulty in classification of eligibie objects.
In addition, the classification of poor households issued by the Ministry of Labor, War Invalid
and Social Affair is no longer appropriéte, not in accordance with the living standard in many

. regions. Consequently, in some cases, number of poor households approved for loan access is

- higher than real statistical number of poor households.
- Poor linkage between credit services and agriculture extension services
! Function of supervising conducted by some fepresentative boards for the poor is ineffective,
" resulting in faiiurc in lending object identification

- Increasing loan amount per household up to 3VYND million maximum seems to be appropriate.
Howevef, in some .rcgions where industrial crops, animal breeding, aquaculture and fishing
activities have a great advantage, the loan should be raised in order to help the poor exploit

. natural sources as wéll as develop their key production activities effectively.

- Credit term: the medium term loans account for about 70% of total loan, while the lending
fund for medium term were only 40% of total fund. It is thus necessary to determine the need of
medium term loan in each region.

- Interest rate:

Monihly interest rate reduced from 0.8% to 0.7% has applied to all regions, bringing positive

~ effects, however, the same rate applied to poor households in zone III {remote and high
mountainous areas with many difficulties) are inappropriate.

Compensation fund for the differentials between commercial interest rate and interest rate

awarded to the poor is defined by the Government or supplicd by some state authorities through

annual plans but the Bank usually receives this information too late.

Given these constraints, there have been controversial guestions about the existence of VBP.

On one side, it is said that establishing the Bank means an establishment of subsidy system; the poor
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usually uses capital ineffectively, resulting in low capacity of loan recovery; the Bank has been dependent

. in term of organization structure, thus, ineffective operation especially lending to the poor is distorted at

3.

grassroots level. Therefore, the Bank's operation should come to an end.

On other side, some people said, poor households in Viet Nam are in high rate; their starting point in
term of economic situation are too low; their ability to access credit services from other commercial
bank is low; they may be born high interest rate if borrow from private credit sectors. Although there are
rather a lot of week points appearing in operation of the Bank but these constraints can be removed
through suitable policies and effective measures.

In our opinion, both arguments are right in certain extent and reflex the actual situation of the Rank,

hence, it is essential to have more intensive researches to make a right decision.

People’s Credit Fund (PCF)

3.1 Frbm credit cooperatives to people’s crea'itfund

From 1956 to 1985, almost communes in the country had credit co-operatives with total number of
7,160 units (3,960 in the North and 3,200 ih the South), Since the economic renovation, this number had
increased by 500, leading total credit cooperatives up to 7,660 units by 1990.

However, given the old operation mechanism is not suitable, a long with siow transformation into
market mechanism, many credit'coo'pcrativcs fell into recession, and went to bankruptcy..

- Tt was not until October 1990, when State Law on Banking, Credit Cooperatives, Fi.nanci_al Companies
has become effective, over 6,000 credit cooperatives had to stop their operétion as a result of being
unsatisfied the operation conditions as regulated. Over 2,000 units went to bankruptcy. Up to July 1993,
in the whole country, only 62 crec:iit cooperative were re-registered their operation under the l';\w, but
their operation were limited because of poor linkage among them.

Accordingly, the Decision 390/TTG dated July 27" 1993 was issued to experimentally establish credit

cooperatives under form of people credit fund.

3.2 Experimental establishment of PCF
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Experimental establishment of PCF was conduct_cd through several stages. In early 1998, 53 out of 61
provinces had PCFs with 977 grassroots units, 21 PCFs in régionél level and a central PCF. PCFs at
grassroots level were operating in conimunes, taking advamages of proximity of households and simple
lending procedure. PCFs have attracted a total of 64,1701 members, VND 153,149 billion of registered
capital, VND 1,857 billion of working capital and VNb 1,189 mil_lioh of dcpoéits, VNI 1613 billion of
outstaﬁding loan so far.

Regional PCF is a coalition association of grassroot PCFs, established on a voluntary basis in a province

. or city for the purpose of coordination of capital among grassroot PCFs and linking them to the central



PCE Within 21 regional PCFs, there are 2,209 members, with total capital of VND 430 billion, increases
by 91 billion comparing to that in 1998, in which registered capital shares VND 21 billion and VND 161
billion borrowed from the central PCF.

Central PCK was established in August 1995 with regional PCFs as its main members, Its function is
to coordinate fund among its members, supports fund to the members and mobilizes fund from others
sources to strengthen financial capacity of the whole system. In 1999, the central PCF consisted of 788
members and VND 393 billion in working capital, up VND 74 billion from 1998, in which VND 112
billion is registered capital (YND 80 billion come from state budget), deposits of VND 38 billion,

borrowing from others of VND 152 billion and reserved fund for coordination of VND 5.5 billion

3.3 Transformation by the cooperative law
I n October 1997, State Bank issued the Circular 6 guiding on implementation of Model Statute of
PCFs. By that time, almost all PCFs were transformed and provided instruction on transformation and
registrétion procedures corresponding to the cooperative law- provisions by State Bank.
- After transformation, PCFs have been graduaﬂy ih}proved in term of organizatioﬁ structure, operation

mechanism, debt payment and operating planning.

3.4 Performance of PCF system’s operation

Expcﬁmcntal_establishment of PCFs and their transformation according to the law on credit cooperatives
were accepteﬁ by most people, especially rural people, and attracted many voluntary participants

PCF is a legal éntity, operating on princiﬁles of self-finance, autonomous operation and mutual help.
Based on its capital formation, PCFs provide credit to its member to expand their business, increase
incofﬁe, and. imprové their living standard.

PCF:s at grassroots level have lent VND 10,000 billion to nearly 3 million households. Its outstanding
loans at the end of 1999 was VND 1,845 billion, averaging VND 2 billion per PCF. Regional PCFs have
provided VND 308 billion to grassroots PCFs, supervised and helped their operation. Central PCF have
lent VND 260 billion to its members and received 50 thousands USD aided by ACCT, borrowed USD
16 million (20 years of repayment term) from ADB to provide w its members.

For four yeafs, PCF system haé obtained the foliowing results:

- Mobilized idle money from local residents and'dire'ctly Iént to its members. Some 100,000
agricultural households have depdsited and had access to the toans.

- Conln'bﬁted to effectively exploiting local resources for economic development, transformation
of agricultural structure, re'cévcring traditional industries and handicrafts, developing VAC
movement; creating ﬁore jobs, reducing poverty, and restricting the situation of lending af high

- interest rate.

199



- Provided training for over 700 cadres at grassroot level in order to help them initially approach

credit business

3.5 Major limitations
3.5.1 Organization structure
PCEF system has not been complete both in term of organization structure and operation mechanism,
To some extent, the capital co-ordination in the system has still underdeveloped, only provided fund
from higher level to lower level. The financial capacity and operation mechanisms arc not strong
enough to ensure their operation security, especially at grassro'ot level. Series of weak points have
been revealed in the linkage with the government, sate bank, other credit institutions established .by

inside and outside NGOs.

3.5.2 Operation quality _ _
PCFs at grassroot level: a lot of PCFs have operated for the purpose of benefit only, the principie of
~ mutual help sometimes is ignored. Many PCFs still opérate in small-scale; noﬁ-pcrforming loans
seem to increase because of weak control and poor chéckjng mechanism, security of fund have not
been ensured, in some cases, there is a shortage of. money safé $O money have to be kept at cashier’s
home; ﬁnanéial transaction activities bring low effectiveness, about 40% b_f PCFs have 10\# share
) di_vidend, even lower than demand deposit to commercial banks; dﬁriﬂg transformation bj{ law on
cooperative, a lot of PCFs implemented their transformation procedures in perfunctory, leading to
slow renovation. '

Regiondl PCFs: Usually perform below their registered function; low in .registe'red cap.ital,' over
50% of the total have not reached VND 1 billion of registered capital as regulated,; bbndwing capital
is higher than owned capital; low in loan to their clients, Regional PCFs operation much depends on
State Bank both in term of personnel input and matenial technical base. Generally speaking, regional
PCFs are facing a lﬁt of difficulties, leading to their unstable .opcr_ati-o.n. _

Central PCF has very important functions but like regibnal PCFs. It provides and co-ofdinateé fund
among its mémbers; it is unable to control loan using of its .members; bﬁm the registered and mobilized -
capital are still low; the dividend of share is haif lowef than di#idend of deposits i'n.commer‘cial banks;

principle of mutual help has been paid inadequate attention.

3.5.3 Reasons of limitations
The intervention of Communist Party units and local gdvcrnment_ in the following two tendencies is
- blamed as obstacles on PCF development.' The first tendency, at commune level, the communist party

unit regards PCF as a section of the State Bank as established by the State Bank, so little attention is
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paid on PCF. The second tendency, on the contrary, local governments regard PCF as a bank for the
commune and deeply intervene in operation of PCFE, even organize many inspection teams to check
PCF’s operation, resulting in unstable development of the PCE

Branch of State Bank in some provinces has not fully implemented their duty of consulting locat
governments in giving instructions to PCF. The managerial role of some relcvant-state authorities
toward PCF has not been clearly defined.

Inappropriate policies on PCF operation have been issued, such as regulation on applying income
tax rate of 25% to PCF business are too heavy. There is a lack of policy on compensation for PCF in

case of inevitable risk (drought, flooding impacts).

3.6 Major recommendations on development directions of PCFs

Given above situation of PCF system, some argue that: PCFs’ operatidn brings about too low efficiency,
its depositors suffer relatively high losses; beneficiaries - both borrower and loan amount - are in narrow
range; representative corﬁmittees of PCFs show poor managerial skills. Therefore, attempts should be
focused on state owned commercial bank development oniy.

However, in our opinion, lending fund of commercial banks only meets about 50 % of total demand
for credit and it is necessary to develop more credit channels, in which PCF is an important option.

PCFs, which have transntcd by cooperative law, show better operation. It is expected that with an
effective review of the expenmental establishment of PCF and determining a right organization structure
as well as having appropriate policy, PCF will play reatly active role as an important channel in capital
formation and giving loan to agricultural hbuscholds to promote their production and in limiting usurious

lending practices.

_Other informal credit institutions in rural area

Besides formal financial, credit institutions as mentioned, there are some informal credit institutions

beybnd of legal regﬁlﬁatibn proviéions having considerable impacts on capital mobilization and credit

provision in rural areas

Three informal institutions are mentioned below:

Credit services provided by agricultural or agricultural service cooperatives. They are described in next

sections regarding agricultural cooperatives.

F und for Poor Women was found by Viet Nam Woman s Union in renovation period many years ago.

This fund aims at providing loan to poor women who are lacking capltal for production development.

: Imually, its operation capltal was in small size, including a small proportion subsided by state budget. By

mobilizing savings from its qualified members then give it to poor women in the form of loans, at present

operation capital of the Fund has amounted to several VND billion and hundred thousands of women have
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access to capital for production expansion, The Fund shows an active role in helping poor women out of
poverty. A lot of poor women have succeeded improving their living conditions. Many cases proved the
fact that many poor women had basically changed their life thanks to borrowing only 300-500,000 YND
each.

Assistant Fund for Agricultural Households was established in 1996 by the Viet Nam Farmer’s
Association: The Fund aims at supporting farmers to develop their business for their income improvement.
Poor agricultural households are subject of the Fund. However, other farmers who are not supposed to be
poor but have credit demand also are able to involve. In 1996, at the beginning of its operation, the fund
was granted VND 40 billion from state budget as initial working fund. Annually, the fund mobilizes idle
money from farmers to increase their lending fund. As of the end 1999, after 4 years of active operation,
459 districts and 4,065 communes had established assistant funds for far.niers attracted a total working

capital of VND 113 billion. These Funds are highly appreciated by farmers. 196,830 agriculfural households

~ have joined these Funds, by which, a lot of them escaped from poverty and made their living better off,

Part2 Role of cooperatives in agricultural households economic development

1.

Executive summary of cooperative situation before the Cooperative Law

~ Agricultural cooperatives in Viet Nam were firstly introduced in 1955 in the North and 1975 in the

South. In spite of twenty years of interval between the North and the South, the same operation and

management mechanism were applied for the cooperatives in both.i_'cgions. _
After a very short time of expcrirnentél establishment, agricultﬁral cooperative mo{rerf\ent was expanded
widely to‘thc stage 6f junior agricultural cooperatives for just two to three years. Experienced the next four
to five years, superior agricﬁltu_ral cooperatives basicatly formed in the principle of collectivization.
In the agricultural cooperative, land and other production materials were owned collectively and centrally

managed. Its members worked under administration of the board of management. Equal distribution and

largely subsidized mechanism were applied. The operation was based on distributing materials from higher

managerial level and delivering products from lower level. Collectivization of produc.tion materialé 'puf
cooperatives in the situation of not being owned and ineffective use of producuon matenals and no workmg
motivation among its members.

However, the cooperative movement in the North worked out in the context that the resistant war expanded
throughout the country. By that time, country’s reunification became the most vital purpose, so coope_ratiircs'
played a very active role in association with all people to ensure. thé agﬁcultural production in the North
and strongly support the resistant war in the South. ' _

When the war came to an end in 1975, the same model of cooperatwe were apphcd both in the North and

in the South, as a result inherit constraints of the cooperatives are increasingly revealed,
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In 1981, model of operation based on economic contract in agricultural cooperatives was introduced in
pursuant to the Instruction No, 100 of the Political Bureau in which cooperative was responsible to three
out of total eight production stages. This regulation initially generated more benefits for cooperative members;
limited centrally planned management mechanism; reduced negative impacts of collectivization in production
materials and equal distribution and largely subsidize situation within cooperative - typiéal characteristics
of the agricultural cooperative model in this period. Although it was regarded as a break-through of the
economic renovation, the Instruction No. 100 still was a contingent solution. Materials ownership,
management and distribution mechanism in agricultural cooperatives basically were unchanged.

Up to 1988, the Political Bureau issued the Resolution No. 10 on renovation on agricultural organizations
that was to be considered to be a crucial and comprehensive solution paving the way for agricultural
development. In the agricultural cooperative, applying contract-based mechanism for production to
agricultural households basically removed negative impacts of collective cooperatives. Agricultural
households were determined as autonomous economic units.

The Resolution No. 5, Congress VII of Communist Party stated: “contihuously implementing renovation
in agricultural cooperatives both in term of brganization and operaﬁon bias further mobilizing potentials
and active role of households, strictly following principles of voluntary, democracy, and mutual help to
develop cooperative movement”.

In 1993, the National Assembly promulgated Law on Land, by which, agricultural households were
awarded 5 laﬂd using rights for a long time that regarded as the most important element to help agricultural
h.o'useholds become autdnomdus economié un.its.

As agricultural households are regarded as autonomous economic unit, there was an urgent need to

_ completely remove the mechanism of rﬁaterialé collective ownership, centrally planned manage'ment, equal
distribution and large subsidizing. Agricultural cooperatives were not in need of deep intervention in
production as done before. Altematively, their operation focused on providing related services to its members.
During the years of renovation, hoWever, there were few cooperatives (about 10%) that were able to provide
necessary services to their members, while many units collapsed and others existed in name only.

In March 1996; the National Ass;embly approved the Law of Cooperatives. In May 1996, Political Bureau

o issued the_ Instrlictibn No. 68 to 'i'mplement the Law. Also, during this time, the government issued many
decrees and circular related td agricultural cooperatives. Since then, cooperative movement has entered

into another development stage.

2. Enforcement of the Cooperative Law in agriculture
Over 3 years of coo'perative_law enforcement, outcomes in such provinces as Hai Duong, Hung Yen, Ha
Noi, Binh Dinh and An Giang are summarized from related reports of several ministries and localities and

from some study reports, show both many enicouraging achievements as well as emerging problems in
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implementing agricultural cooperative law, as follows:

2.1 Transformation of former cooperatives
2.1.1 Before the law enforcement
By early 1988, there were 17,022 agricultural cooperatives (ACs) and 36,352 production groups
(PG) that in fact were junior ACs with small scale in the South. When the economic renovation has
. taken place, ACs and PGs were not corresponded to market mechanism and had no reasons to exist.
At the end of 1994, the situation of cooperative movement in agriculture was as follows:
« 2,958 ACs and 33,806 PGs that mainly in the South and accounted for 17.4% and 93 %
respectively of the total in the whole country collapsed
- ACs and PGs members reduced sharply from 86% of total agricultural households to 10%

in the South, from 91% to 45% in the Northern Mountain region

In 1997, there were 13,664 ACs (including the additional number of 2,171 ACs newly established
from the separation of commune wide cooperatives to smaller coverage. The board of management

was reorgénizcd in reducing managerial cadres by.SO%, equal to about 300;000 people. The then

existing ACs were classified as:

- . Fairly good performance: 2,494 ACs, accounts for 18.3% of total ACs
- Good performance: . : _ . 44%
- Operation in name only: 37.7%.

In general, the renovation of ACs before the law was low. However, basic felat.ionsh'ips.wimin the
ACs chahged:

- Production materials ownership was transiteq' bias transferring or selling almost materials
to hdusehold§ to manage. Espécially, right of agricultural land using fof long term was awarded
to agricultural households. _ _

- In term of distribution, equal dis&ibut_ion ﬁnd largé subsidizef mechanism were removed
and transformed into capacity-based distribution _mechanism_. Members hﬁd rights of '
autonomously making their decision on their produét distribution after paying tax . '

- Interm of management mechanism, ACs had no longer contr:olled produbtiou as doﬁc before
and only provided necessary services to its .n.aembers. The links betwéen ACs and its member
were defined basing on the economic contracts. Furthermore, the government abandons its
intervention in ACs” operation, alternatively controlled ACs though policies and legal
provisions, canceled physical production indicators a_ssighment and sepafated social functions

from ACs instead assigned them to local government. Initially, ACs enhanced their active
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role, while reduced their dependence on the government.

2.2 Transformation of ACs by the Cooperative Law

For three years of the Law enforcement (1997-1999), many provinces basically completed the
transformation of ACs from old model to a new one under the Law, By the ead of 1.999, 5,740 ACs
(66.5%) out of 7,531 ACs conducted their transformation. 51.7% of which were granted business
registration license with the main l.ask as services provider for their members

Hénoi capital basically completed the transformation process, out of 248 ACs, 84.27% of eligible
ACs was transformed at the end of 1998, and by the end of 1999 it reached 88.7%.

A high rate of transformed ACs could be seen in Red River Delta, 81.5% at the end of 1999. For
instance, in Nam Dinh province, $6.8% of eligible ACs were transformed by 1998 and 98.4% by 1999.
All ACs in Vu Ban district, Nam Dinh province was transformed by 1998. Hai Duong pro.vince
implemcnted..the transformation for 93.4% of ACs in 1998, reached to 95.6% in 1999. Phu Xuyen
district, Hﬁ Tay province also shows the remarkable results with 100% ACs transformed by 1998

In the North Central Region, the transformation has been conducted gradually. In Nghe An province,

" out of former 1,000 ACs, aftef the collapse of 500 ACs, aboul_54% of the rest completed the transformation
by 1998, and 56% by 1999. In Quang Binh province it was 22% and 92.5% by 1998 and 1999 respectively.
In Central Coast Region, there was a quite high rate of ACs transformed. Binh Dinh province: 95.1% by
1998, 96% by 1999 Quang Nam province: 96.3% and 160% by 1998 and 1999 respectively.

- In Mekong River Delta, out of 175 ACs remained, 88% by 1998 and 100% by 1999 were transformed.
In Southeast region, out 6f 117 ACs.by 1998, few of them waS transformed. By 1999, there were 59%
ACs completed ' _ _

In Northern Mountain Region', there were 6,075 ACs existed at the end of 1996, after two years of

* slow transformation, by the end of 1999 48.8% of total 3,689 cligibic ACs was transformed. Very low
rate was shown in Hoa Binﬁ provinée (14.6%'), Ha Giang ( _16.9 %), and the lowest, Lai Chau (2.5%).

In Cen&al Highlands, before the Law, almost of 296 ACs and 175 PGs collapsed by the end of 1996,
and 48.8% of the remaining ones (172 ACs) were transformed by the end of 1999,

2.3 Dissolution of ineligible ACs for transformation
Dissolution by the Law: at the end of 1999, out of 4,818 ineligible ACs (excluding ACs had already
collapsed béfore thé Law)}, 2,902 ACs completed proce&urﬁs for dissolution, 2,248 ACs were likely
considered as to be.dissolved. Suﬁh ACs rﬁainly existed in the Northern Mountain Region (50% -2,384
ACs), particularly, Son La province: 1;397 ACs; 1,572 ACs.'m North Central region (in particular, Thanh
Hoa province:. 1,463 ACs)

. Volurita}y dissolution: Some ACs dissolved by themselves but still existed as nominal. Almost all of
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them dissoluted in 1992-1993, its debt and asset were transferred to commune people’s committee. This
situation is common in Bac Giang, Thanh Hoa, Nghe An, Quang Binh and Yen Bai provinces

No longer operating, ineligible to transform but have not been dissolves.

Those ACs are in the situation of no capital, no fund, small existing asset and lack of liquidity. The
management board is not in operation, all of related services are arranged by agricultural households
who no longer have relation with their cooperative. However, these ACs have not been dissolved. Most
of those ACs are existing in Northern Moumaih, Central Highlands, North Central Coast, namely, Daklak:
122 ACs; Yen Bai: 150; Lai Chau: 200; Hoang Xu Phi district of Ha Giang province: 120, Nghe An 230;

Quang Tri: 132; Quang Binh: 120, and so forth. Generally, these ACs have been in situation of “no

operation but no solution”.

2.4 Constraints and emerging problems in transformed or dissolved ACs
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2.4.1 Transformed ACs

Situation of “nominal members” has been in common in many lransformed ACs.

Rights of land use in long term have not completely been awarded to members in some ACs. In
some places, besides agricultural land area reserved for common purposes, land was reserved .by AC.
These ACs justify for their acquisition that their members have been in debt to the ACs or violated
their own rules Even in some communes, agncultural land areas reserved for common purposes is up
tQ 1.5 or 2 times higher than regulated by the Government: Several ACs have reserved 50 hectares,
even 100 hectares in order to deliver to some members in the form of economic contract as stipulated
in “Instruction No.100”, which iS the mechanism no longer effective_. The laﬁd use right certificate
has been granted to about only 70% of total members. Accordingly, there is an urgent need to solve
such situations in order to promofe the active role of ACs.

During the transformation auditing ACs’ capital, funds, and debts have not reflected their actual
situation, not strictly followed legal regulatlons _

Former ACs are in serious debts, of which receivable loan reached to thousands of VND billion
.(over 130 million per AC), payable debt was in the same situation (over 80 mllllqn per AC).
Consequently, in transformed ACs, receivable loan is hardly to be collected because of the spreading
ideal among members “if you don 't borrow, you lose a chance. If you pay back the'.money you borrow,
you are stupid”. ACs, in turn, are in very poor liquidity. .

Working fund have been limited because the registered capita.l_that established from members’

 contribution is small in nature but incompletely collected, and the ability to get loan from commercial
banks and target socio-economic development programs is very low.

Generally, assets of former ACs have already valued However, except damaged thmgs others

such as kindergarten, clinic, school, road, etc., are difficult to determine their current value but only



2.5

historical value.

ACs cadres are mostly in low competence both managers and professional cadres, far lower than
required. Consequently, many management boards are reluctant to develop their AC business services.
Some ACs deposited their contributed capital to banks or their commune people’s committee under
torm of demand deposits.

Inherit constraints of former model had existed for several years, while the ransformation duration
was defined very short, resulting in the “massive implementation” with low quality. Most transformed
ACs is facing with difficulties in their operation. In term of business, good ACs accounted for only
about 30%, Bad ACs: 20%, the rest are in moderate level. Most good ACs have focused their business
onlinput prévision, such as irrigation, electricity, and production materials but ignored output marketing
activities.

Economic efficiency of AC business has been still low, making transformed ACs less attractive.

Constraints and emerging problems of dissolved ACs

For ACs dissolved before the Law: In general, many issues are arising in those ACs after their

voluntary dissolution. So far, no organization or individuals have responsibility for dealing with

* these problems. Some local authorities intend to ignore such bad consequences, creating a negative
phenomenén in rural communities

- For ACs diss'olvcd.aftcr the Law:

dranting certificate of land use rights in long term to farmer has been still slowly conducted,

only about 60% of the total. _ |

- Receivable loan is hardly collected while payable debt is unable to repay, assets originated from
bank borrowing have already been transferred to commune people’s committee while related official
regulations are yet to be issued.

- For ineligible ACs but unable to be dissolved: The major constraints in those ACs is that their

operation have stopped while recoed of fund, capital, debts, assets were not defined clearly.

"~ 2.6 Newly established ACs by the Law

2.6.1 Increase in quantities

In early 1998 there were 211 newly established ACs, the number increased to over 300 ACs at the

end of the same year and 1,093 ACs by the end of 1999, 4 times higher than that in 1998. Newly

* established ACs maihly éppéar in the régions of Red River Delta: 414 units; Mekong River Delta: 393

units; less appear in the regions of Central Coast: 6 units, Central Highlands: 6 units. The following

" provinces can be considered as main spots..of newly established ACs: Hai Duong: 179 units; Hung

Yen: 168 units; Soc Trang: 104 units; Can Tho: 81 units;'Tl.lanh Hoa: 76 units; An Giang: 74 units; Ha
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Giang 27 units; Tien Giang 27 units; the rest provinces have few newly established ACs (one to two

each).

Almost all newly established ACs have been generated from cooperation group of agricultural

households.

2.6.2 Establishment procedures of ACs and its operation

Initially, as fou_nders, heads of agricultural houscholds, who have demand for cooperation, voluntarily
join fogethcr to organize a general meeting to establish a cooperative corresponding to legal regulation
provisions. The operation of AC is under the legal regulations, not to be intervened by any other
institutions or individuals. AC members democratically determine their business, vote to their director,
board of maﬁagemem and board of supervision.

As preeminence features of new model, newly established ACs do not contain any inherence from
former collective rﬁodel. The first purpose is to provide services to its member. Profit earning is the

secondary 'purp'osc.

2.6.3 Constrdinrs to newly established ACs
- The planning to develop cooperative movement as specified in Decree No.02 has not been
actively implemented in localities
- Lack of managerial cadres, especiaily those who have deep knowledge of services énd marketing

- Lack of capital and material tedhn(jlogy base, in addition to poor capital formation capacity

About a half of newly established ACs is facing with such limitations and constraints that derived

. mainly from their superficial establishment, consequently many boards of management are wondering

how to operate effectively.

2.7 Devélopmen: of cooperation groups _

Besides ACs as mentioned, many cooperation forms have developed years ago. At the end of 1999,
out of over 90,000 cooperation groups in the whole country, Mekong River Delta has over 49,000
groups accounting for about 50%, wh:le provinces like Hoa Binh, Dak Lac, Dong Nai, Long An, An
Giang, Vinh Long and Bac Lieu have over 3,000 groups each.

Almost such groups are small in scale ﬁnd seasonally simplified cooperation under different names
that closely link with their basic jobs such as irrigation group, groups for field protccfi()n, for mutual
help, for savings and credit for animal bréeding, etc.

Such cooperation groups, though in .simple ﬁnd small scale but seem to be suimble with cuﬁént

production level and show efficiency. Many groui:s are operating with an eye to develop comumunity and
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mutual help. As an example, In Ca Mau and An Giang provinces, members of some groups contributed
money to help poor members to redeem some 100 hectares of land that already mortgaged to others,
Some other groups established to promote agricultural extension services and cooperate in their products
consumption or to get new production techniques. During the establishment and development, these
cooperation groups received a gfea( help from public organizations, especially, farmf;r association and
woman union.
However, besides some positive influences those farmer cooperation groups have revealed some

following limitations and constraints:

- Most of them were established spontaneously, having no legal entity, thus they are mostly

unable to access to supports from state authorities;
- Weak in the economic capacity and the services provisions;

- Management and accounting activities are not carried out properly, leading to risks of failure.

Most of heads of groups have poor managerial skills.

3. Role of ACs in production efficiency and income improvement of its members

ACs in this section include transformed ACs and newly established ACs since the Law has taken effect.
They are called agricultural cooperatives or agriéultural sérvices cooperatives or clean vegetable production
and marketing coop_eratives, etc.

In épite of several limitaﬁdns, those cooperatives have operated in correspondence with the Law regulations
for their member’s benefit, met production requirements, and resulted in significant achievements. It is
hai‘dly deniabie‘ that ACs’ activities .have shown considerab_le efﬁc.iencies and positively influenced their
niember’s income, paving the way for overcoming constraints of former model. Such encouraging results

can be presented as follows:

31 Coniﬁ'bution to production efficiency

This result is seen in about 30% of good ACs that focate in almost éll regions. The following 15 ACs
are highlighted:

Out of 15 ACs, eight ACs were transformed from the former medel, seven were newly estaﬁlished in
accordance Wiﬂl &e Law. Geographically,.two ACs locate in the Northern Mountain, seven in Red River
Delta, three in North Coastal Region, three in South Coastal Region and two in Mekong River Delta,

These ACs ensure froﬁl two to eight kinds of services. Four ACs act as production input providers
only; nine ¢ngage iﬁ both production input and output serﬁceé; two operate both input and output
serviceé as well as agro-product processing activities. Specific operations of each ACs is presented as

follows: .
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3.1.1 ACs engaging in production input services

A. Me So agricultural services processing cooperative (Chau Giang district, Hung Yen province)

‘During the transformation by the Law, the general meeting decided to dissolve the former cooperalive
and established the new one. The new cooperative aimed at providing agricuitural services to its
member. Total members: 147 (1,800 members in former cooperative). 7

In the commune that the cooperative is operating, there is a heterogeneous crop structure in total
1,058 hectares of cultivated land: Rice growing land: 30 hectares; maize growing land: 90 hectares,
soybean growing land: 90 hectares; peanut growing land 180 hectares; vegetables growing land: 45
hectares, peppermint growing land: 45 hectares; other medicine plants land: 50 hectares; jujube tree
growing land: 200 héctares; mandarin planting land: 50 hectares; mandarih orange-tree: 123 hectare_s
etc. In term of live.stock, there usually are over 600 pigs, 18,000 chickens and others. Besides agricultural
production, non-agricultural business such as jobs of mechanic, wood processing, construction,
agricultur.al product processing etc are also availéble._

During two yeé:s of operation under the new Law, the AC foéﬁsed their operation on services, such
as, irrigation, electric supplying, plant protection, resulting in the below encouraging achievements:

Irrigation service: Constructed 3 pumping statiéns serving for alluvial land, 5250m of concrete
canal; 16 road culverts, 4 small bridges crossing canals..

Besides upgrading irrigzﬁion system in alluvial land, the cooperative maintains the good .opcrati.on.
of 7 electric pumping stati.bns

So far, cultivated areas in alluvial land have been irrigated and dramed facnlntatmg Crop structure

: Uansfonnatmn especially in favor of growing hlgh-valuc vegetables, bonsal valuable medicine plants,

etc.

Electric power supplying: The cooperative has satisfied the demand for electric consumption of all
households within the commune. In 1997, 1,018,000KWh were supplied to households, now it is
1,218,000 kwh. The electric pricé ordered by the cooperative has also been reduced ffom VND 660
per kwh to VND 650 per kwh. Thanks to electric price reduction and stable supplying, electric using
handicraft has also increased in number. Fdr instance, 2 units of wood processing, several rice processing
units, 1 beer production cooperative has been established. On other side, due to the availability of
electricity, many electric applianceé have been purchased .that help to iniprove rural socio-economic
situation.

Protecting plants: Like other cooperatives, the cooperative also providés prbtecting plahts service
to its members.. As a highlight, in 1999, when valuable vegetables crop grown by farmers were
destroying.by rat epidemic, the cooperative quickly disbursed VND 15 miilion to buy 4:50 kg of
raticide to sell on credit to its members, as a resﬁlt the damage was significantly mitigﬁtcd. |

Given the above positive achievements, after two years of operation, the cooperative has attracted



additional 19 people to joint as its members.
B. Quoc Tuan agricultural services cooperative (Nam Sach district, Hai Duong province)
Established from model of commune-wide cooperatives (all commune’s residents were cooperative
members) that had 2,980 members. In December 1997, the generat meeting was held and decided to
cancel the former coopei'ative, alternatively the new one was established and attracted dnly 56 members,
equals to 1.9% of the former one.
The cooperative has provided five types of services, namely irrigation, electricity, land preparation,
plants protection and agricultural extension.
Total working capital is 77 million VND. Fixed assets are rented from former cooperative that
managed by the commune people’s committee.
In spite of a short time of operation (for two years), the cooperative has shown relatively high
effectiveness:
- Trrigation fee per ha reduced by 62 kg of rice
- Electricity price reduced by 100 VND per kwh

Land preparation fee reduced by 15-20% comparing to the price ordered by Provincial
Land Prepafaﬁon Company
. Agricﬁltural ex.tcnsion conducted several training courses on new production techniques
for members and no.n-members..
- . Operation efficiency: total revenue 1032 million VND; profit 38.2 million VND, share
dividend !. 5% '
C. Minh Tan agricultural cooperatlv e (Vu Ban district, Nam Dinh province)

'The cooperative locates in flooding plain, and the former cooperative had 2,615 members out of a
total of 4,857 people. Agriéultural land per capita is over 1000 m?. The production is dominated by
- agriculture activities.

In 1997, this cooperatlve deculed to transform by the Law. The cooperative provides its members
_w1t11 five types of services focused on irrigation. Five pumpmg stations are well operated, the irrigation
and dramage canals are upgraded to ensure water to be supplied to over 90% of cultivated area. As a
result, total lmgatlon fee of VND 226 million was collcctcd obtaining VND 16 million as profit.

With 65 plough buffaloes, 25 tractors and three mini plough machines, land preparation services
have been well ensured up to 97% of cﬁltivated land of its members, collecting VND 130 million of
fevcnue, resﬁlting in VND 5 million of profits.

Service of agricultural production material supply such as fertilizer, pesticide and animal feed, and
service of output ﬁlarketing have been put much attention. Annually, the cooperative provides 250
tones of fertilizer and ensures marketi.ng of 150 tons of rice, obtaining VND 350 million of revenue

and VND 5 million of .proﬁt.
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In 1999, profit from service provision activities was VND 115 million, in which VND 30 mitlion
were paid back to its members to encourage them to use the cooperative services.

D. Xuan thien agricultural cooperative (Tho Xuan district, Thanh Hoa province)

Operating in a midland region, the cooperative was found in 1998 and has 300 members, accounting
for 23.5% of agriculture households in the commune.

The cooperative focused on providing services to 187 households growing sugar cane and 113
households growing paddy as well as providing veterinary services to related households.

For one year of operation, the cooperative gained VND 65 million as total proﬁt, of thch profit of
VND 32 million was achieved from providing service for sugar cane growing households. Of total

profit, the coopérative extracted VND 10 million to pay as share dividend (2% per month)

3.1.2 ACs act as production input and output providers

E. Son Nam agricultural cooperative (Son Duong district, Tuyen Quang province)

Total members arc 1,353, in which 691 belong to etﬁnic grbups. Paddy cultivated area: 328 hectares,
other food crops area: 100 hectares, mixed garden area: 217 hectares. Located in mountainous area
with poor production conditions and faced with many difficulties in living conditions, for three years
after transformation by the Law, the cooperative have attained the following ach.ic'vcments_:

- Invested VND 283 million in upgrading canal system to ensurf: s'upplying.watér for paddy
cultivation 7 o |
- Or.ganized 57 training courses on agrichltural techniqﬁe’, demonstrated a model of high
yield crops such as ric_e, maize, soybean and sugar cane .
- Worked as an agent for the provincial mate.rial sﬁpply cormpany to providé ade_cjuatc
production input in time to members |
- Using its owned and borrowed capital of YND 100 millioh to gi'vc loans to 132 members at
. a monthly interest rate of 1.2%, which facilitates its members to increase crop vield, purchase
additioﬁﬁl 50 plough buffaloes, 3 breeding sows and expand pi.g breeding (45 thouseholds),
- duck breeding and raising fish (4 ﬁouseholds) | '

- . Helped its members to sell 4500 tons of sugar cane, 12 tons of r_icé, 12 tons of maize, 45

tons of potato

Such results significantly contributed to develop the local economy. Total food output increased by
510 ton, food per capita increased from 275 kg to 347 kg for three years, income f)er capita achieved

VND 1.5 million per year, and poverty incidence reduced from 20.6% in 1997 to 11.2% in current

year.

E. Phu Nham agricultural services cooperative (Van Chan district, Yen Bai province) -




The cooperative locates in mountainous region with the participation of 67.5% of total households.
The cooperative put its attempt on 7 types of services, in which agricultural extension activities are
focused. As a result, rice yield increased to 10.05 ton/ha, 1.57 ton higher than that in 1996. Based on
over VND 500 million of its operation capital, the cooperative provides credit services to its members
under the form of advance of inputs (sell on credit). It furthermore helps farmer to sell 400-500 ton of
maize and rice. Its service provision contributed to reduce poverty situation, from 21.3% in 1996 to
13.5 % at present.

G. Xuan Chau sugar cane cooperative (Tho Xuan district, Thanh Hoa province)

This cooperative is also located in 2 middle region growing sugar cane. Found in 1998, at the outset
there were 79 members, and now 107 members, in which 87 households are growing sugar cane in 57
ha, and another 20 households are engaged in lime production. The cooperative provides related
services to the members such as selling seedling sugar cane on credit, giving loans to 20 members to
improve their limekiln.

For one year of operation, the cooperative helped the member to sell 2,400 tons out of total 3,400
tons of sugar cane, and sell 1,500 tons of powdered lime, 1,000 tons of quickiime block, 125 laborers
were employed for this job. The cooperative is going to develop more 73 hectares of growing sugar
cane associated with'brccding chicken that is expected to bring about 15 tons of chicken per hectares
- of sugar cane.

H. Co Cang agricultural cooperative (Tuyen Hoa district, Quang Binh province) _

After transformation, there were 366 members accounting for 63.4% of members of the former
coopci‘étivc. The cooperative are facing.mz.l.ny difficulties such as land limitation, crowded population,
heavily'based incorﬁe on agriculture. Some results are highlighted as below:

- Land preparation by machine: Using borrowed capital, the cooperative bought 2 plough
machines that also be used as transportation vehicles after land preparation. Land preparation
fec had re'duced_ by 1/3.

- .Agricultural extension: Besides applying new varieties to agriculture production, the
cooperative helps its members to sell 15 tons of paddy seedling to the provincial varieties
company. . _ '

- Organized production.o'f brick and macadam for its members, resulting in nearly 300.,000
bricks and 150 m3 of macadam. The cooperativc is responsible for product marketing. The
profit from those activities is nearly VND 20 million.

Cat Trmh Nol amggl;gral cooperatw (Phu Cat district, Bmh Dinh province)

There are currently 2,643 members from 1,106 agricultural households. The transformation was
commenced in September 1997. Having complefed transformation procedures, the cooperative has

. focused on providing services to its member, resulting in following results:
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Agriculture extension: 70% of its members have been trained on agricultural technique

Ensured watering for nearly 100% of itrigation demand

Land preparation: Acted as a coordinator between 32 tractor owners and members to define
reasonable fee, technical standard, location and timetable. This arrangement ensures to satisfy
demand for land preparation of all members.

- Providing 60 tons of paddy seedling and 150 tons of sugar cane seedling that satisfied 60%
of demand of the members

- Helped its member to sell 110 tones of paddy, 30 tons of soybean, over 3000 tons of sugar
cane

- Credit service. The cooperative extracts 25% from VND 600 million of working 'capital 10

lend the members, gives priority to preferential and poor households. Thus 90% of credit

"~ demand of its members is satisfied

- Consequently the production of membesrs is carried out more effectively, members® income increases

and the cooperative gains profit. In 1998, its' profit was VND 113 million, from which_ZS% were paid

as share dividend and 15% were distributed to members acoording to extent of using services.
Besides focusing on business activities, social welfare benefit is also ensured. Annually the

cooperative pays VND 10 miltion for purpose of glvmg prcscnt to undcr—pnvnlcgcd households to

help them in case of risk.

- 1. Binh Thanh agricultural cooperative ('I‘haoh .Hung district, Dong' Thap province)

The cooperative focuses on credit and output marketing services. Annually, the cooperative helps
its mémoer to sell several th.ousand tons of paddy and lends billions of dong to its members.
K. Long Hoa agricultural cooperative ( Cho Moi district, An Giang provinco) '

Commercial paddy output of An Giang province accounts for a consmerable proportion companng
to the whole country and the output marketmg are facing with difficulties. The cooperatwes in An
Giang involves in paddy marketmg at a low dcgrec however Good models include Long Hoa
cooperative founded in 1998 has achieved srgmﬁcant results. By associating w1th the An Giang Food
Company, thc Long Hoa cooperative actively helps 1ts mcmbers in product marketing activities. ThlS
service benefits all three partners: the company is able to buy paddy, farmer are able to sell and the
cooperative get commission fee. Annually, the éoooérativc gains VND 55 million as comnﬁssion fee,
accounting for nearty 70% of total profit from its operaﬁon

L. Van Duc agncu[ture service cooperative (Gia Lam district, Ha Non capital)

There are 1 ,060 membcrs accountmg for 83% of total households of the commune After
uansformatnon, the cooperative attempted to transform agricultural su-ucturc, which centered on clean

vegetable, hybrid maize production and lean meat pigs breeding for export. The cooperative bought



green pea sceds from Dalat city and sell them to 120 members for production, thus they generated
significant results (VND 160-190 million of revenue per ha). In addition, member households grew
100 hectares of clean vegetables, up 50 hectares from previous year; 233 hectares of hybrid maize
with the harvest of 3,000 tons up from 2,500 tons. Lean meat pigs breeding houscholds have rapidly
increased to 260 households from10 households in the beginning, some are breeﬂing 30-40 pigs,
attaining profit of about VND1.5-2 million for 35-45 days.

The cooperative was in charge of product marketing of two products:

Clean vegetables: Directly collected 500-600 tons of clean vegetables including cauliflower, pimento,
cabbage, Chinese cabb.age, soybeas to deliver (100 tons) to agents in Hanoi and other provinces

Lean meat pigs: The cooperative bought from members to sell to pork processing factories for
export. In 1997 it collected 1200 pigs and 1800 pigs in 1998,

M. The Van Tri clean vegetable cooperative (Van Noi commune, Dong Anh, district, Hanoi capital)

Established in August 1999. Presently, the cooperative has seven members of agricultural households
with a total contributed capital of VND 50 million. Traditionally, those households use to grow clean
vegetable to sell to merchant. When clean vegetable production is expanded considerably, those
merchants forced them by charging chéap price. Therefore, to continue the production that brings a
higﬁ profit, they joined together to establish the cooperative.

| Since establishment, the fresh vcgctables. growihg area have been fnaintained. In addition the
_cooperat.ivé opéned 2 rﬁarketing agents inside Hano'i, which take charge of marketing about 0.7 to 1

ton of clean vegetables cvery day.

3.1.3 ACs operating both pfoducrion input and output as well as in agro-producr processing
N. Ngang Noi agricultufal sérvice cooperative (Tien Son district, Bac Ninh province): involves five
types of services, of which the following two types are regarded to bring high economic efficiency:
- Land prcparation scrvicé (ambunt of 74 hectares), in .which reduced the service fee from
VND 4035 thousand to VND 297 thousand per ha. As a result, its members saved VND 108
thousand per ha. |

- Collaborated with some companies to process and sell agricuftural products.

Two contracts with its members to produce qualiﬁed seeding rice (20 hectares) and sell to provincial
varieties company; total revenue: VND 156.6 million; its members earned VND 46.9 million, the
: coo'pcrative_:eamcd VND 825 thousand
Three 'coﬁtraéts with the mémbers to produce seeding peanut: The cooperative helped to sell 68
tons. Its members earned VND 25.8 ‘million and the cooperative VND 1.8 million

Five contracts with the members to produce cucumber for export and domestic consumption: The
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cooperative helped to sell 170 tons of cucumber, especially created jobs for over 50 labors from
cucumber processing
P. Dong Xuan agricultural coopcfativc (Soc Son district, Hanot)

Established in June 1997 with full name of Dong Xuan Cooperative for Agriculture and Processing
Services. The cooperative aims at providing preduction services and acts as marketing channel to
help its members in vegetable marketing. In 1999, total vegetables growing areas were 68 hectares,
including: |

- 6.8 hectares of cucumber and harvested 18,000 kg of premature cucumber

- 36 hectares of maize and harvested 40,000 kg of premature maize

25 hectares of tomato and harvested 140,000 kg

All of those products are consumed ihrough economic contract signed between the cooperative

| with three export companies, including Central Vegetables Corporation, a company in Hai Huong,
and another one in Hanoi. The revenue from vegetable production was VND 689 million.

. Above cooperatives .lia_wc made a considerable contribution to increase production efficiency and to

significantly improve income of their members as well as to all residents {0 a certain extent.

3.2 Contributions of agricultural cooperatives in impro'viug members’ income through provision of

necessary services -

" Above mentioned cooperatives® activities in various aspects have proven their important contribution
pe my pe Pre po

_ to improve agricultural production efficiencies. However, the following section will give detailed
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justification in highlighting important impacts of services providcd to improve ACS’ member income.

Most cooperatives regard irrigation services as the main activity. Usually each agricultural cooperative
establishes a professional group or team respoﬁsible for managing and opérating pumping stations and
upgradmg irrigation canal system to provide enough water for crop cultivation. Almost all of agncultural
cooperatives improved irrigation canal system, ensured m'lganon and dramage in time and reduced
irrigation fee.

The extent of other service provision depends on sntuauon of each cooperatwe Normally, when a
cooperative is able to provide a fcw scrvnces in addmon to irrigation, it focuses on actwmes of supplying
electric power and plant protection in the North or preparing land in the South. -

In Mekong River Delta, most cooperatives take responsibility for irrigaﬁoh and land preparation
while other services are limited. In general, in this region, 4.7 % cooperatives ensure five types of services,
4.7% ensured four, 9.4% cnsured three, and the rest of 80% of ACs are e_lble to provide only two services.

In the North, except irrigation, about 50% cooperatives fully.ihvolves in electric power supﬁly, abo.ut

70% ensures plant protection, and a lower ratio of ACs ensure other services.



In Central Coast and Highlands, cooperatives focus on irrigation and then provision of seed, electric
power and others materials. A table of {,686 agricultural cooperatives in Central Coast and Highlands
shows this situation (see the annex).

Generally speaking, in term of services provision, both transformed and newly established cooperatives
to various extents benefit their members. In principle necessary services are provided and service fees
are significantly reduced.

However, those cooperative have not yet involved in some services that t;ring about significant results,
which remarkably affect to income of agricuitural households, particularly processing and marketing
services of products. Out of surveyed 1,686 cooperatives, only 10.3% have marketing activities, 0.4%
involves processing. The lowest ratio is seen in Red River Delta, only 1.2% cooperatives involved in
output marketing.

Although credit services are not studied for 1,686 cooperatives, in fact many cooperatives run this
service. At least, 30% of fairly good cooperatives among transformed and newly established cooperatives
niay be involved. The following examples show information of credit services in some ACs:

In Nam Dinh province, 13.8% out of 313 cooperatives provide credit to its members. As an example,
Nghia Hung agricultural cooperative (Nghia Hung district) gives loans of VND 100 million to 20 members

to help them equip mini-tractor,

In Binh Dinh province.. out of 212 cooperatives, 38% involve in credit services. The agricultural
cooperative in Binh Dinh district town (An Nhon district) lends VND 954 million to 750 households.

Dong Phuoc agricultural cooperative (Quang Dien district, Thua Thien Hue province) lends VND

650 miltion to 920 households.
.Kenl_l 4A agricultural cooperative (Tan Hiep district, Kien Giang province) annually lends about VND
1 billion to households in which 10 households bought grinders, 12 households bought mini tractors, 25
household cooperatively bought a threshing machine

quét Thang ag;gicultufal cc.xoxraliv. (Cuzut district, Daklak province) lends VND 750 million to its
" members from sources of owned and mob:hzed capital.

In rcahty, the dlfﬁculty of most households is lack of fund, thus cooperatives are best suited to provide
credit to its members. In this sense, its members can easily get loans from credit fund of cooperatives, in
addmon nelghborhood relatlonshlp in commune and v111agc is ltkcly to be strengthened.

Apart from above service provision, some cooperauves have actwely created job opportunities for
. their members through employing them in service activities such as joint transportation groups, although

this aspect is not in common but should be expanded.
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