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Scenario-Making for Small and Medium-Size Enterprises

Shigeru Ishikawa

Hitotsubashi University

1. Study theme

There is a tacitly accepted proposition that policies to promote small and medium-size enterprises (SMEs)
effectively contributes to industrialization and modernization in developing countries. In this paper, [ will
examine the validity of this proposition and in the aspects and areas in which it is proved valid, I intend to
suggest policy measures for promoting SMEs, in terms of a conceptual framework and crude long-term

scenario.
2. Determination of facts in Asian cc_)untries

1) A survey of the éxistilig literature concerning SMEs reveals the following three points.

(a) The growth of SMEs. means not only the expansion of very minor 'enlérprises into small and medium-

" size ones, but also the COnQemion' of household i.ndustries into modern companies. It is a phenomenon
'&:o:vcring the upgfading of the industrial organizatioﬁ and other matters relating to the changes in the
stage of development; Al_tﬁough mﬁst of the literature study these developments and policies of SMEs
with-o.ut questioning in what particular stage of development these developments took place. Iﬁ other
words, no attention is baid 10 whether that conclusion applies to other stages.

{b) The growth of SMEs is primarily the prbduct of the work of the market. mechanism. Generally,
market economies are the less developed in developing countries the earlier the stage of industrial
development g_oés back. A greater part of the growth of SMEs is explained as a result of the individual

 or collective behaviors of privéte units voluntarily working even within an incomplete framework of
the market eéonomy.

(c) Itis obsérvablé in the proéess of SME growth, however, these are chances for the policy intervened
a_hd promoted the growth of SMEs (See Table 1). An individual policy prescription is specific to a

" certain stage of development. If the preséription does not match the development stage, its effect is
significantly weaké_ried. A cost-benefit analysis of the effects of policies indicates that some policies

+ have positive effects, while others have negative effects.
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(2) Development stages and effective policies

406

Table I is based on the experience of Asian countries, centering on Japan. In this section, I wili
discuss typical cases for cach individual stage of SME development.
(a) The stage of cottage industries

As a stage of the SME development, this stage is the one in which small and medium-size enterprises

in the modern corporation sector are less developed, and cottage industries occupy an overwhelming

position in the national economy. Concerning the analysis and policy choices of the industrial and

enterprise structure of household industries, cases in India during and after the period of her second

five-year plan and thercafter offer rich materials (See 8. Ishikawa, Economic Development in Asian

Perspective, 1967, Ch. 5, particularly pp. 407-417).

i M.C. Shetty‘é book, an excellent work concerning a study of Indian SMEs, covers three types
of enterprises: handicraft industries (which supplement household income), household industries
(as the principhl means of employment for family members and the primary source of thejr income),
and small manufacturing companies. A small manufacturing corﬁpany means an establishme_nt that
is registered under the factory law and that has 10 employees or more if using eleétn'c power and 20
emplc;yees or more if not using electric power. The small cofnpanies referred to by -Shetty have 49
or less employees and a capital of 0.3 .million rupees or less (See M. C. Shetty, Small-Scale and
Household Industries in a Developing Country, Asia Publishing House, Bombay; 1963). In this
paper, those establishments with employees less than 20 peisoné are all referred to as "cottage
industries." According to a National Sémple Survey in India, in 1955 the number of employees in
the cottage indusﬁies was 11.96 million. in rural areas and 4.13 mil.lion..in urban areas. .Of those,I

employees in handicraft industries accounted for 25.5% of the coﬁage industries’ employees in

rural areas and 10.1% in urban areas.
(ii) Government reform under the second five-year plan. _ N

This reférm consisted of "active” suppérting measures, including iniprovement the skills of people
empioyed in household and small industries, offering technical advic_e and providing facilities,
materials, and capital, and protective measures, referred to as a "common'.p'roduc'tioﬁ program.”
The latter played a decisive role. The protective measures aimed (a) io_ divide ;::kpected total demand
for specific products, including cotto.n textiles and clothes, BetWeen large en&¢ﬁses and household
and small ones, so that the latter could secure orders; (b) to restrict the expansion of large companies’
production facilities; and (c) to support household and small enterprises through .tax and subsidy
systems. In India, which at that time was the world's largest producer and exporter of spun cotton,
the common producfion program forced modern large-scale cotton co_mpﬁnies_ to rapidly lose
competitiveness. "Active” measures were prbpqscd as an al.té.mativ.é to this program, cbncéming

which criticism was first expressed in 1954 by the Ford Foundation. The gd\'ferﬁment's attitude has



since vacillated between these two policies (See Government of India, Fourth Five-Year Plan—
Resources, Qutlay and Programmes, New Delhi, Sept. 1965).
(b) Growth of Japanese medium-size companies before World War II
The growth of Japancse smaller nonagricultural enterprises before the war was brought about
primarily by market forces, not by government intervention. As is often said, in the Meiji era the
majority of enterprises were generally either large or small, while medium-size enterprises were very
. few. Medium-size enterprises emerged during the period between the end of the Meiji era and the
1930s, when there was a worldwide economic depression, due to the spread of electricity, small electric
motors, and industrial machines after World War I. This is also shown by statistics (See Ishikawa,
Economic Development in Asia Perspective, 1967, pp. 417-419). What deserves special mention with
regard to government intervention is that the government lent a hand around the 1930s by enacting
laws to holp organize industrial associations that would seek to improve the technical capabilities of
.manufactnrers, the quality of products, and reliability in the expor: market. Such laws include the
1925 Major Exports Manufacturers Association Law and the 1931 Manufacturing Industry Association
Law. The forerunners of these associatrons were Raifeisen-type associations created pursuant to the
1900 Industr)f Assooiation Law or associations that had authority to control informal operations by
their members The former spread in rural areas and evolved into present-day Agricultural Cooperatives
but did not spread in urban areas. The latter assocrations .though they, too, weré' not welcomed in
urban areas, spread in many industries after the addmon of a Raifeisen element. In the area of technical
assistance, mdusmai-expenmentanon stations did not spread as wrdely as agncultural—cxpcnmentauon
* stations did. "
(¢) Japan's SME pronrotron policy after World War II
There were two rnajor deveioprnents in the 1960s, when SMEs seem to have made a most distinet
contribution to Japan's cconornio growth. First, medium-size enterprises that had begun to emerge in
the 1930s demonstrated the ben_eﬁts of "concentration,” i.e., concentrating their efforts in a specific
area, sometimes by product. In other cases, they got stronger by demonstrating the bencﬁts both of a
_division of labor and of cooperation between finished goods manufacturers and parts suppliers through
vemcal drsmtegratron Second in the mid- 19503 when facmg international pressure to immediately
 liberalize n'ade and the flow of capltal the J apanese economy promoted the integration or cartellzanon
“of large ﬁmshed—goods makers and small-parts manufacturers under the Law for Temporary Measures
to Promote the Machinery Industry .(1956) Its aim was to rapidly increase the international
- competmveness of the automoblle industry. Thts seCOnd development contributed to the creation of
robust auto~parts supplrers in the 1960s (See Junzo Wada s paper in Asian Productwrty Organrzatlon
Intra-National Transfer of Technology, 1976). Although there are different evaluations of this law

even in the academic world, the division of labor and the promotion of cooperation generated benefits,
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it is certain that the law contributed acceleration of division of labor and cooperation that was mentained

in the first development in the automobile industry.

Concerning the benefits of "agglomeration”, references are often made to sanchi (“production areas"),

e.g. Tsubame for tableware, Sanjo for glasses frames, Sakai for bicycles, and Fukui and Ishikawa
Prefectures for chemical-fiber textiles. With respect to the benefits of a division of labor and of
cooperation, the case of Ota City, where auto-parts manufacturers are clustered, can be mentioned.
{There is much literature regarding this. Motoshige Ito's and Hidejiro Urata's recent papers in Keizai-
gaku Ronshu, 63-3 (October 1997) and 64-1 (April 1998), respectively, compare the cases of three
production areas—Tsubame City, Ishikawa and Fukui Prefectures, and Ota City.} A feamré common
to these cases is that the major factors that contributed to the growth of SME:s in any of the areas,

including the renewal of technology and the provision of technical services, provision of machines

and materials, product marketing, financial support, and supply of human resources, were found in a

developed market and cooperation between markets (or competitive pressure). The government plays
a complementary role only when the market and companies cannot meet demand. For example,

technology centers of the central and local governments play such a role. There are no official technology

centers in production areas of the sectors in which large companie.s have superb technological capability.

.- Table 1. Developmental stages of SMEs and types of effective policies

Stage Entity and Factor, capital Inputs and - Market Contribution Cases
purpose technology of SME :
C L - policies ] .
1. Household; Own capital Conventional ~ Local only Social relief India in the
Household self- ' s 1950s; Japan
industries sufficiency in the Meiji
era
2 Households Dual structure  Dual structure  Widened in Promoting Japan in the
Growth of and (capital by parallef with organization of 1930s and
individual enterprises; personal the spread of manufacturer  after
household Self- connection and - electricity and  associations
enterprises sufficiency private-sector electric motors
and small and profit capital
enterprises maximization
3. Sharp decrease  Combination Official Formation ofa  SME subsidy - Japan in the
Growthdue to | inthe - of private technology ~ national system and 1950s and
agglomeration } importance of  financing and  center and market; policies: the after
and households; government support by concentration ~ machine-
cooperation maximization  aid large and promotion law
of corporate companies .. cooperation in the 1960s
profit

4. Individual Financial To put Realizatienof Todependon U.S.A.and
Dependence | companies; market witha  technology on  a national market Europe in the
on the market { profit single the market market mechanisms is  1950s and
mechanism maximization,  structure; : : better . after
(Removal of | development private
duality) of the matket  companies
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3. Mechanisms of growth and stagnation of SMEs in each stage

(1) Institutional assumption
The economy of developing countries consists mainly of household industries (T), including self-
sufficient household economic units, and modern enterprises. The latter are structured hierarchically
according to the size of the enterprise. For simplicity, enterprises are divided into two groups: large
enterprises (L) and small ones (S}. In this paper, SMEs include S and T groups. There exists a duality of

factor prices (wages and rental prices of capital) and a rationing of the factors (allocation of land, labor,

and capital among enterprises).

(2) The possibility of the coexistence of large and small enterprises

Z|x

0 ks - ke

Figure 1. The Coexistence of large and small enterprises

Figure 1 shows that under circumstances such that the factor market is less developed, large and small
enterprises can find their optimum point of 'production under corresponding wage rates, interest rates
(i.e., the "rental" pficcs of capital) and production functions, and both groups can coexist. If there is a

- relatively well developed market, it is possible for WL, WS, iL, iS, kL, and kS in this figure to have
opﬁlﬁum and stable relations through the groping process in the market. But if the market is less developed,
such relations can occur only by chance. In thc below I discuss how difficult it is to optimize allocation

in the less-developed markét, focusing on small enterprises (and houschold industries).

(3) Obstacles to the growth of household industries and small enterprises
Figures 2-1 and 2-2 show the results of surveys of manufacturihg enterprises conducted in Japan in
the 1960s as well as 1970s which reflected such obsiacles. SMEs probably start to grow from houschold
industries that depend on the fémily business owner and on family members as laborers. But as they

grow, they begin employing unskilled younger workers. In most cases, the employer themselves trains
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them while working himself, and has them help production pursuant to an apprenticeship system. Then,
utilizing a type of division-of-labor process, the employer gradually separates tasks—inciuding
professional work, training, repairs, sales, and accounting—and assigns responsibility of performing
individual tasks to individual employees. This is the process by which household industries are eventually
brought to a large scale corporations. Figure 2-1 clearly indicates that the easiness in which SME is
brought up from one smaller size class to the next larger class continues to become lesscﬁed-until the
SME of a particular size reaches the size class of 20-24 employees. (as is shown in the figure, there are
in each size class a group of enterprises which becomes smaller in the next year and a group of enterprise
which become larger the difference in the number of enterprises in these two groups determines the
casiness of the growth of enterprises.) This size with the least easiness of upward shift, we would call the
"bottleneck size".

Figure 2-2 indicates that the similar bottleneck size "exists in many branches of industry. In this
ﬁgure; it is shown that the enterprises having 20-29 employees are the most difficult to go over. There is

another bottleneck size in the size of 200—299 cniployces. The reasons for this have not yet been determined.

(4) Stability of the growth of large companies that started as household industries or small enferprise
and proceeded along the ditﬁcult path of becOming a large-scale business (or of companies that
were lafgeﬁscale from the start)

Figures 3and 4 show that the cottage ratio, which is defined as the ratio of employment in the hduschéld
emérprises and small manufacturers sector to that of fl_le' entire industrial sector, tends to fall as the _
economy grows. This tendency is explained by the éhangé in the numb.cr of companies by size in a
certain period, as shown in Figure 2. Howe\.zer, Figure 2 also indicates that within a group of companies
of similar scale, some companies expanded in size while others rclﬁained the same size. The share
within an entire industry's group of companies having more than 100 employees rises as the economy
EIOWS. | _ |
| Therefore, it is possible to make the following gehéralization régarding the aforemientioned tende_ncy.
Houschold industries and small enterprises in dévelopihg éounu'ies start as family businesses and follow
a difficult path to growth, and only a relativciy sméll number of th_eni can survive and grow rather

smoothly to a high level of operation. Companies that are large in scale from the start can do 50, t00.

(5) From a dualistic industrial structure centering on SMEs toward a developed-country-type
industrial structure | o | .

Figure 5 compares Japanese and U.K. statistics for the 1960s with regard té the distribution of employees

among companieé by size (in terms of the dc.sircd structure of the éiﬁploymcnt tcrm)-and td géﬁs in

productivity and wages among companies by size. The Japanese structure of employméht&érm cdrporate
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sizes was based on a duality of productivity and wages and tended to favor SMEs. The UK. structure
was based on the leveling of productivity and wages and tended to favor large companies. Given the
above statistics, the Japanese structure with its dual-factor market involved inducement to get rid of
duality as a result of rapid capital flows from SMEs to large companies. The U.K. structure can be said
to indicate a goal achieved by such a change.

Figure 6 presents supplementary data concerning the dual factors. Japancse conditions in 1909 and

1914 are those in the stage before the formation of SMEs.
4. Policy connotations of the mechanism—The contribution of SME policies
The analysis of the mechanism suggests a policy for encouraging both a shift from household industries to
modern cdmpaniés and a shift from small to large enterprises. At the same time, it ilﬁplies that to apply a

' prescription that skips development stages is dangerous.

Y
N

-
|

2R
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Figure 7. Effective policies by stage

The production function of the three types of enterprises constituting this economy —household industries
(I), SMEs in a modern industry (II}, and modern large companies (IH) —is represented by points A, B'and C"
along the Wicksellian production function (Figure 7). Capital input per employee is indicated as k1, k2, and
k3. i to the dominant interest rate and  refers to the rate 6f profit after the payment of interest, The duality of
- factor pricés is omitted in this figure.

- (1) Stage !, when'(l) is dominant—An effective policy is granﬁng a subsidy equal to the difference C' or
C" between (w) and productivity brought by (I). '
(2) Stages?2 5nd 3,.when (Ilj is d'ominant-—A_n effective policy is that which enéblcs the addition of

pfbducﬁvity equal to BB' on the extended line from k2 to B. For example, technical and financial assistance,
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and improving productivity through organizational reform. Part of BB' can be attained by a institutional
reform of the market economy.

(3) Stage 4, when (III) is dominant—A policy for SMEs is not necessary.

Figure 2-1. Intertemporal change in the number of enterprises in the small-enterprise sector by

size classes, Japan, 1971-1979, survey by the National Finance Corporation
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Source: Kiyohisa Fujikawa's article and others in National Finance Corporation, Chosa Geppo

(Monthly survey report], September 1975.
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Figure 2-2. Basic survey concerning SMEs: Change in the number of enterprises by industry
and size, Japan, 1860-1962
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(Report on the Second Comprehensive and Basic Survey of Medium and
Small Firms as of the End of December, 1962: General Summary)

Siligerﬁ Ishikawa, Appropriate Technologies: Some Aspect of Japanese Experience: in
Austin Robinson ed., Appropriate Technologies for Third World Development,
Macmillan, London, 1979
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Figure 3. Ratio of smaller enterprises employment to total manufacturing employment

which varries in paraliel with economic graowth
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Figure 4. Decrease in the percentage of smaller-enterprise sector’s employment in total sector

employment, which occured in parallel with economic growth (employment term)
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Figure 5, Comparison of size structure productivity and wage earmings of weaving

(cotton, linen and man-made fibres) and metal-working machine tools industries:

UK. 1968 and Japan 1966.
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Figure 6. Differentials in wages and labor productivity among manufacturing comparies,

by size: Japan (1908-1972), U.S.A. (1967), India (1995)

(1)  Comparisons of differentials in value added per employee of manufacturing industry as a whole by size class of establishements:

Japan, USA and India.
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Prospects for Vietnamese Rural Industrialization
~Research tasks suggested from the experiences in East Asia and China

Shigeru Ishikawa

Hitotsubashi University

1. Introduction

In this note I plan to discuss briefly the question on the potentiality of rural industry development in Viet
Nam in terms of one of the effective paths toward the nation's industrialization and modernization by 2010
and 2020. The question was inspired by my previous studies on the courses of industrialization in Japan,
other East Asian countries and in particular China, as countries of "later comers” than those of Western
industrialized countries. Thus, the experiences of the industrialization in "Asian late comers" suggest two
different courses of industrialization which have become increasingly manifest recently. These result in two

broad questions to Viet Nam.

(1) The process of mdustnahzatlon in modern eeonomnc growth (or in economic growth that took place
after the period of Brmsh Industnahzatlon) was used to be descnbed in terms of the interaction between
- the _tradltional agricultural sector and the emerging modem industrial sector. Transference of surplus
labor and the surplus food that.fed it from the former sector to the latter was a necessary condition for
- this pfocess of industrialization to work successfully. This process was descrieed best by W.A. Lewis's
model of "unlimited supplies of labor” (or often called a "dualistic development” model). In England,
- emergence of the modern industrial sector was preceded by the stage of proto-industrialization in which
agrieulteral development gave.birth to namerous small rural industries. But these industries were later
superceded by the successor, modern industrial enterprises and then disappeared. In Japan, the early
. Meuu era was charactenzed by the rise of a number of proto-industries in rural regions, but soon the
modern enterprises were estabhshed through transplanting entirely different sets of modern technologies
and orgenizations from the Wcst..For several decades, the proto-industries and these modern enterprises
coexisted side by side. It is ohly after the 1980s in China when rural industries called Township and
Viliage Enterprises (TVEs).s.tarted to spring up that industrialization has come to proceed simultaneously
in two-different courses: one elong ehe course of the Lewis model and the other along the course that
resembles proto-mdustnallzauon (which may be summarized as a TVE model). The related quesnon is

- thus Whether in Viet Nam in the forthconung years will the economy's industrialization and modernization
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be proceeded along the Lewis model and the TVE meodel in parallel or singly along the former, and why?

I, Lewis Type

Chart | Coexistence of two typés of industrialization (China)

(2) The TVE model, which formﬁli_zes China’s success story es.tabl'ishing the second course of
industrialization, is characterized by the industrialization which took place within the agricultural sector,
hence non necessity of transference of either labor or food toward outside. Kcy factors of this model
were typically. the following three: 1) productivity "breakthrdugh" in agric'ultu.re, 2) improvement in
individual farm economy and 3) dcvelopmeﬁt of the TVEs In.rcsponse to the introduction of the market-
oriehted_ economic reforrﬁ, the interrelationship among these three, Which had beéﬁ characterized as a
vicious cirélc, were éonvertcd to one with a 'virtuou.s circle,.' aﬁd all of these factors_ were 'l;gactivated.
Tﬁggers .of the conversion were several. Among them that attaéhed to factor .I) ée:_ems particularly important
in Chiﬁa's case, as the post-People's Commune regime of agdcultural productivity increasé by way of
"Two-tier Management systern” was successful, reinforced by the financial support coming from factors
2)and 3). Itis particutarly worthy of noting that, a_lthough the course of industrialization along the Lewis
model has not been robust and even instable due to the still weak SOE rcfor'm,. the succcésful course of
industrialization along the TVE model has played the role of léading thé good performance of overall
economic development. The question then is: What is, and w1ll be, the prospects for the rise in the
Vietnamese TVE sector, and hence for the reactivation in Viet Nam of the mdustnahzauon along the

TVE model? And, how would the two courses of indusn'ialization interact each other in the future?

In connection with the above approach of mine in tackling with the Vietnamese rural industrialization, 1
must mention my feelmg that this paper is strongly complementary ‘with the paper on the same sub;ect which
Professor Yumio Sakural has presented at this workshop. Namely, while my study is rather forward looking,

using the "dynamic TVE model" as a reference model for mve—stlgatmg the possible process of Vletnamese
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(as a late-comer) indastrialization with particular emphasis on the role of rural industries, Sakurai's paper is
aiming at clarifying the present state of Vietnamese rural industrialization, taking as given the present industrial
structure and social and administrative systems. This is clear even from the fact that he considers the main
objectives of rural industrialization in Viet Nam as the eradication of rural underdevelopment and raising of
individual farm economy. And his detailed account of the five types of rural industries currently observable in
Viet Nam are themselves extremely useful for our dynamic study: Namely, (1) traditional handicrafts flourished
in Occupational Village, manufacturing cheap consumer goods for popular vse, (2) some traditional handicrafts
manufacturing, hoWever, artistic products with higher skills, (3) rural industries which emerged as a result of
doi moi reform in urban and border regions in the early 1990s, (4) rural industries with origins from Industrial
Producti_on Cooperatives that were established in the planned era and (3) rural industries which was established
as Industrial Cooperatives but continued now as a kind of SOEs.
| Incidentally, Sakurai's empirical findings like these indicate a fairly strong possibility that rural
industrialization will have a bright prospect, despite the generally pessi.mistic view held by external observers
over this issue.
In the following, I shall make very brief presentation of my study resuits and the related questions in three

sections.'

2. Lessons from the experiences of industrialization in Japan and the countries
of East Asia
This sectioﬁ is taken from my more detailed study on the same topic (see Ch. 2 of my forthcoming booklet
on Japan's Economic Cooperation Policy in Quiet Evolution IDE, 2000). In this study, I have used as part of
the study method of economic deﬁelopment of a particular country the approach to observe the development

from two cross viewpoints:

(lj Stégcs of economic development {Abso!ute underdevelopment) of a particular country.

(2) Differences of the development stages between this country and the developed countries (Relative
underdeveiapment). |

This approach from two cross view-points represents a feature of our stance to the development issue as

compared to that of IMF and WB which is premised on the existence of well developed market economy.

' Asa matter of fact, Lewis's dualistic model is applicable largely to the old agricultural economies where as a result of
agc-old populatlon pressure population is dense and agrlcultuml land i is scarce. For Viet Nam, although it is evuient that
thlS model was, before, not appllcable to the southem part, as a result of persistent populauon pressure it seems that

Lewis's model has come to be applicable for the entire economy without serious error.
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Some of the important observations are shown as follows:

A. Studies on the experiences up to the 1980s

{a} From the development stage view-point

(H

(2

Agriculture

Key factors in productive force formation

In Monsoon Asia, basic investments for water control and utilization are the basic prerequisite
of agricultural progress (Chart 2); these are also the largest claimer for investment in development.
Once agricultural progress is achieved, industrialization becomes easier to achieve.

Key factor in gconomic system reform

Both product and factor markets are not sufficiently developed to accommodate to the
requirement of such basic investments. Village communities often play a role of complementing

the weak function of the market system. (Table 1 and 2)

Industry

Key factors in productive force formation- - - -

A two-tier process of industrialization is normally observed:
(i) Growth of firms starting from small (ofton family bascd) éntcrprises a process that is
' mdnspensable regardless of the 1mportance of (ii) (Chart 3: see also Fig. 2-1, 3-1 Chapter 3,
Part 2 of this Vol. 1, using the same sourcc)
(i) Growth starting from the larger-scale ﬁrms with modern technology, equlpment and human
capltal _
Key factors in systemic reform
In the case of above (2) (i), the government and community make'up for the weak market
function supporting the growth of small enterprises. Small enterprises also spontaneously protect

itself from competitions from large scale firms by innovating lower-quality, cheaper substitutes

of the competitors’ products.

(b) From relative underdevelopment

(N
(2

Traditional measures for dealing it: "Infant industry protection” by hngher tariff rates, etc.

Application of the devise for the lower quality, cheaper substitutes with the aim of the protection

against foreign competitors.

3

Prerequisite for adopting "gradualism” —an cxplicit and publicly announced program of market—

oriented reform. E.g. a 1960 trade and exchange Izberahzanon plan of J’apan (Please refer to Study

on Econom:c Developmem Policy in the Transmon Toward a Market orienred Economy in Viet

Nam<Phase2 >Final Report Vol.1 General Commenrs/Agrtcultura! and Rural Development,
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February 1998, pp.42-47).

B. Lesson from the experiences after the 1990s when world-wide technology innovation has become

rapid.

Preliminary conclusions

At least the following may be concluded:

(i) Agricultural development in Monsoon Asia, starting from the basic investment in irrigation, is a
prerequisite for successful industrialization.

(i) For agricultural develépmcnt, rural community relations played a vital role.

(iii) Industrialization for the late-comers in Asia has taken simultaneously two different courses: one
the course starting from small firms and the other the course stzirting from the modern corporate

firms with up-to-date technologi¢s.
3. Feasibility of Vietnamese rural industrialization

This section concentrates on the analysis of rural industrialization as a variant of the course of industrialization

starting from small firms. It is essentially a comparative study between Chinese and Vietnamese cases.

(1) In China, the success of rural industrialization after the mid-1980s is publicized in terms of its
 contribution to the overall industrial growth and systemic reform. A question should then be raised:

- Why in Viet Nam has similar rural industrialization not been taken plaée‘?

A number of explanations were made, most of which were passive arguments justifying the present
state. Among them therc is a variant of low-level equilibrium theory observing a vicious circle: (i)
extremely high man-land ratio — (ii) low per capital productivity of agriculture — (iii) low per
capita income of farm hohéeholds; hence, a low marketing ratio of their products, and a small
a_mo_unt of purchasing power and savings — (iv) no conditions for rural industrialization; hence, no
contribution s possible to alleviate the high man-land ratio.-The circle becomes corﬁplete when (iv)

leads to (i).
However, the Chinese experience of successful rural industrialization suggests that it is worthwhile to

investigate the feasibility of converting this vicious circle toa virtuous circle, after converting our stance

from a static to a dynamic view-points.
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(2) A study on the Chinese Township and Village Enterprises (T VE). At first, so-called a Southern Jiangsu
type TVE is examined, Ishikawa (2000) pp.24-31 is analyzed. (Chart 3)

a. Trigger of development  In 1984, central government lifted the policy that was enforced during
the planning era to restrict the movement of the products, raw materials and man-power of the industrial
production of individual People's Communes strictly within their domain (San jiudi). In immediate

response to it, TVEs started expansion of their productive activities.

b. Behind the TVE's expansion are observed three potentially dynamic relations: as shown in Table 8

of Part 1, Chapter 1, i-1.

(i) TVEs and the local (Xiang and village) governments which established and have supported most
of TVEs and which sociologically are founded on the traditional community relations with the aim
at maximizing the common welfare of the member families. In this region the proportion of individual-
based TVEs is very small. TVEs' capability is further slrengthcned by the returnee technicians and

skilled workers from the neighboring industrial cities.

(ii) Expanding products and factor markets for TVEs are supplied largely from the farm economy

whiéh in turn has been made richer by agricultural progress. '

(ili) The agricultural progress in this region is made possible by the successful introduction of the so-
called "two-tier management regime of agﬁculturc .in the rural areas” after the dissolution of Péopic's
Commune regime. The two-tier management cdnsists of (a) individual farm's cultivation work and
(b) provision of productidn services by the "community type cooperative economic organization”.
The success of the tier (b) activities has depended on the availability of capital and working funds.
In this region, the funds are in many cases supplied sufﬁéieﬁtiy from the agricultural progress as

well as the TVE expansion, making the productivity increase persistent.

¢.  The potentially dynamic relations have thus been made really dynamic. The result is the conversion

of the vicious circle into the virtuous circle.
(3) The case of other successful TVEs
The Wenzhou type-Most of TVEs are of the individuals or their unions type, but still under the

community government acgis. The products are daily necessities and sold hationally by their own salesmen

or though the professional markets deveioped in this district.
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The Pearl River Delta type-TVE expansion was accelerated after the mid-1980s by the advent of FDI
whose consignment processing of the labor-intensive consumer goods at the local TVEs constituted the
major products. The role of government in enabling the success of this pattern of TVE expansion is also

marked.

4. Is it possible to convert the vicious circle to the virtuous circle?
This is a key question to be inquired for Viet Nam.

First, some empirical facts about the actual state of Vietnamese rural industrialization provide us an
impfession that its spread is not so insignificant as is often claimed to be. Whether this impression is valid is
to be investigated, together with the signiﬁcaﬁcc of the "occupational villages” (or various other names are
used). ‘ '

Second, serious studics should be made \;\fith rcgafd to the Wbrking in Viet Nam of the three potentially
dynamic rélations, perhaps concentrating geographically on the conditions in Red River Delta.

() Rural non-farm business units and its relations with the local goveniments and traditional community
These units do not comprise the local government owned énterpris,e. Together with the prevalence
of trade viliage, the RRD pattern may be similar to the Wenzhou type'in China. But why is the role of

government and community so subtle?

(ii) The economic conditions of the' farm ecohomy, as a determining factor of the markets
The pefforinancé of food grai_n'production seems very good. Already 4 tons of paddy per hector of
croppcd arca has been achieved through introduction of the Green Revolution. But, despite it, why is

the farm economy not progressing? Is the production increase achieved still insufficient?

(iii) An organizational and ﬁnaﬁcial mechanism of agrimltufal expansion
This mechanism, devised after the dissolution of the existing agricultural cooperatives regime (Degree
No.10, 1988) very much reséfnblcs the Chinese "two-tier management regime". Namely, the individual
farms make cultivation work, and the cooperatives provide agriéultural production services. A survey
on coopei’atives indicates the tna'r_lagement 6apabi1ity of cboperativcs is generally poor. Financial

resources to support the cooperative activities are absolutely inadequate.

[End]
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Chart 2 Inter-country between land productivity and the irrigation ratio in Asia, Europe,

the Near East and America
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Chart 3 Upward or downward shift in size of the firms in different size classes between

1971 and 1974 —selected areas, Japan

(1) Total industries surveyed | (2) By industry, average shift
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(3) Detail'ed figures corresponding to (1)

Sizeclass for 1971 15 34 56 79 1014 1519 2024 2529 3039 4049 OO

Size class for 1974 than 50
7402 316 496 403 405 354 198 88 51 4 7 7
356 247 86 i3 8. 11 . . ; . .
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more than 50 L . i . . . - . 45 208 739
Average P"s’.lsz‘:'fs foreach) 7 20 37 53 .76 113 1S3 175 235 307 402 500

Notes: The figures in the upper line indicate the actual number of finms; the figures in the lower line indicate the % of it to the total number
of firms in each size class for the year 1971
Source:K. Fujikawa and et.al., "Size Movement of Small Firms and Their Productivity in Chosa Geppo {Kokumin-Kinyu-Kokoj, Sept. 1975
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Table 1. Penetration of institutions and activities based on "village community"

in pre- and post-WW2 Japan

Economic Activities of Agricuitural "Minor Cooperatives” in prewar Japan

April 1, 1933 January 1, 1941
General and Genzral General and General
Special % Minor % Special . % “‘g" %
- - Minor Coop. Goop. Minor Coop. tror Loop.
1. Total number of Minor 2503 1000 131428 1000 312914 1000 192,562 1000
Cooperatives :
2. Number of thase having fac:l:t:cs . SN .
for joint use 55226 2350 33,054 2515 163,440 = 5223 116977 6075
Joint work places 15,721 6.60 7528 573 46311 14.80 3742 1152
Prime movers — - 54,614 1745 48,101 2498
Sprayers - — — 113,618 36.3t 99,655 51.75
Rice huliers and threshers 15,042 6.40 14,248 10.84 54,417 i7.39 50,528 26.24
Pump setsPower tillers i —_ —_ 15,4251,722 493055 13,8181,634 7,187.85
3. Number of those undertaking 133,176 5666 85222 64.84 - 219944 7029 . 156068 8105
jointoperations ) .
Joint pest and insect control 50035  25.12 49,986 - 38.03 134,574 - 4301 119,196 61.%0
4. Number of those engaged in 67,760 2883 44,102  33.56 120,550  38.52 89908 467
jointfinancing
5. Number of those engaged in _ 123,999 5276 71,144 5413 - 202940  64.85 132924 690
jointmarketing ;
6. Number of those engaged in 145066 6210 91,589 6969 253381 8097 175979 914
jointpurchasing

Source: Ministry of Agriculture and Forestry, Noka-kokumiai nikansuru Chosa (Survey of Agricultural Minor Cooperatlv&s), March 1936.
Imperial Farm Association, Noka-kokumiai mlcansuru Chosa {Survey of Agricultural Minor Cooperatives), March 1943,
Note:  The total number of farm machines in use in Japan as a whole is shown for evaluating the weight of minor coopcra!:vc activities in

capital formation.

Nov,, 1933 Nov,, 1939

Nov., 1942
Prime movers (electromotors and oi] engines) 118,352 © 293,099 - 461,193
Mechanical threshers and hullers 174,013 356,545 561,677
Mechanical pumps 31,853 83,115 92,512
Power tillers C 10 2,819 7,436

Source: Nobufumi Kayo, ed. Nihon Nogyo Kiso Tokei (Basic Statistics about Japanese Agriculture). Conference for Raising Productivity of
Agriculture, Forestry and Fisheries in Tokyo, 1958,

The Distribution of agricultural shuraku (hamlet) according to the method of meeting labor requirement for
joint undertakings of shuraku --- All Japan excluding Hokkaido, 1970
% of total number of agr. Shumku (I35 206)

. B. Maintenance and C. Weeding and mud
A. Maintenance and . . . .
repairing of ordinary roads repairing of agricultural removing of farm ditches for
- pairing Y roads irrigation and drainage
1. Undertaken by Joint operations of the : 6 740 638
shuraku . S
a. All t!le families of shuraku have to 53 520 43.6
provide labor
b. Those which do not provide labor Co
have to pay money for hiring labor 1.1 17.3 144
c. Th'osc persons who provide {abor are 19 27 144
paid wages o
2. Undenaken.by the shuraku by hiring 03 02 03
Iabor .
3. Not undertaken by the shuraku 26.1 258 - 360

Source: Ministry of Agriculture and Forestry, 1970-nen Sekai Normg)o SeerasuﬁNog)o Shuraku Chosa Hokaku-sho {1970) World
Agricultural & Forestry Census—Report on the Survey of Agricultural Shuraku 1572, . .

Source: Shigeru Ishikawa, Essays on Technology, Employment and Institetions in Economic D«:\"t:lcopme:m1 Klnokumya Co Tokyo, 1981,
p.p. 328-330.
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Table 2. Minor irrigation and large-scale irrigation—relative role of village community

Indicators of capital requirements for irrigation input on a project basis: India, Mainland China and Japan

AK/AL AQ/AL AK/AL AK/AY
Base on
.. | Based on current |  hypothetical
US dollars per hectare Kilograms per hectare us donﬂ? PECMEINC | wholesate price { uniform price of
on ofrice * | paddy: USDI00
per metric ton
India Projects started in 1 and Net cutput coefficients used | 1, 2 and 3FYP projects
2EYP's by each FYP by average AQY AL for
Major and medium projects IFYP 560 1,2and 3 FYPs
191 IFYP 300 Major and medium
Minor projects 40 3FYP 783 p[ojec[s 367 8.29 4,89
JFYP Minor projects 126 285 1.68
Major projects 211
Minor projects 97 g
Mainland | National average for 1953-56 | Net output coefficient used | Major projects 272 4.65 3.63
China Major projects 204 by 1956 plan 750 Medium projects 142 242 1.89
Medium projects 108 Minor projects 35 0.60 0.47
Minor projects 26
Japan Average cost of arable land Gross output coefficient for | Based on net output
readjustment projects arable land readjustment coefficient
1898-1922 287 760 1923-1942 630 467 840
1923-1942 372 Net output coetficient for 1898-1922 816 717 10.89
Average cost for irrigation and | arable iand readjustment Immigation and drainage
drainage arteries improvement 456 - 366 3.23 4.87
projects 167

Notes: FYP is the abbreviation of a Five-Year Plan. Net output coefficient denotes the increments in product as an cffect solely of irrigation

work. The values of AK/YL are computed by assuming a uniform rate of net income of 75%.

- Proportions of major and minor projects in government development outiay on irrigation:
Mainland China and India '

(1) Increase in irrigated land (2) Government de_velopment outlay invgt)mcf:?:::)nsl:};:; ha.
_ _ Area i millon | proportion in % | AT USD | progortion in % uUsD
Mainland China: 1953-56 . . ]
Major projects 156 1.4 318 18.7 204
Medium projects 869 78 . 9.1 35.2 108
Minor projects 1o.110 - 90.8 44.4 26.1 4
Total 11.135 100.0 170.3 oo IS
India: 1IFYP period
Major & medium projects 1.174 22.5 630 85.7 537
Minor projects 4.047 77.5 105 14.3 26
Total 5.221 100.0 735 100.0 118
: 2FYP period . ]
Major & medium projects 2,469 40.4 782 79.7 317
Minor projects 3.642 59.6 199 C 203 55
Total 6.111 100.0 981 100.0 161
: 3FYP period . :
Major & medium projects 4.654 47.3 1,259 70.6 271
Minor projects 5.180 52.7 525 29.4 104
Total - 9.834 100.0) 1,784 100.0 181

Sources: For Mainland China, 8. Ishikawa National Income and Capital Formation in Mainland China, p.167 (Table I1-22). For India,
Government of India, Rew"ew'of the First Five-Year Plan, and do, The Third Five-Year Plan.

Shigeru Ishikawa, Economic Development in Asian Perspecr.r've. Kinokuniya Co, 1967.
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3—3
Potentialities of Rural Industrialization in Viet Nam: Lessons from China

Michiki Kikuchi

Hosei University
I. China's experience in rural industrialization

Ch'ina started to change from a planned economic system to a market-oriented one at the end of 1978.
Since that time, now more than 20 years ago, the country has maintained an average annual economic growth
rate of about 9 percent, the highest level in the world. In discussions about the factors behind such rapid
economic growth, it is generally accepted that township and vﬂlagé enterprises (TVEs) in agricultural villages
~ have fulfilled the role of a traction engine in the developmental process.

The Township and Village Enterprise Law, promulgated on 1 January 1997, define.s TVEs as enterprises
invested in mainly by cbllective economic organizations or farmers in agricultural villages and incorporated
by townships (iﬁclﬁding villages-unde_r townshipsj, which are responsible for supporting agriculture (Aﬁicle
2). More spcciﬁcally, TVEs include various non-state-owned collective enterprises that belong to townships
or villages, private of joint-vehturgs with foreign capital located in rural villages. They vary in size from very
small single-operator farmers' side businesscs to large—scéle modern enterprises employing thousands of workers

" with higﬁ technologicall.y.lcvels allowing them to compete with foreign countries. In general, however, many
' TVEs use low-level technology and lack ra_tiohalized management. |

Why have these enterprises achieved such rémarkable development? Regarding the factors for development
at a micro-level, it is a generally accepted view that sustainable raﬁid development has been attgined by the
self-supporﬁng accounting sysicm, principle of sélf-respoﬁsibiﬁty for profit and loss, and an enterprise structure
adapted to the market economy.

The dévelopmént of TVEs in China ié highly regarded not only for its high growth rate, but also because it
has prb_Ved the possibility_of .lin.king industn'zﬂizaﬁoh to thé agricultural sector during the development process.
Expl:aiihiﬁg the devel_bpt:nent of mduslry in balance with the agricultural sector, the well-known model proposed
by Arthur Lewis demonstrates thaf ﬂle modern industrial sector develops by absorbing limitless supplies of

*labor from agricultural villages. This model_exp.lains_well the process of industrialization in Japan, Korea,
Taiwan, the United States z;nd European countrics. After World War I, however, it was frequently noticed
that development was achiévgd in the developin'g countries while an imbalance remained between industry
and agriculture and between cities and rural villages. This was because excess labor from the agricultural

sector remained in the informal sector in cities. Labor suppfy from the agn'cﬁltural sector had accelerated due
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to a population explosion, while the absorption of the labor force by the industrial sector was limited because

the latter was capital-intensive.

By contrast, the unique and unprecedented development of TVEs in China presents a case in which of

industrial, service, and transport sectors, etc. emerge and develop together in agricultural villages. This new

developmental strategy has drawn the attention of the World Bank, and other international financial

organizations and scholars all over the world.

The present paper aims at summarizing the development of TVEs in China by foéusing on mutual relations

between industry and agriculture from the viewpoint of the mechanism of economic development, and by

doing so points to the possibility of rural industrialization in Viet Nam.

1.

Development process of TVEs in China

This paper first presents an overview of the development of rural industrialization in China and the

 role that TVEs played in the development of national economy after the country started to shift to a

market economy system at the end of 1978.

TVESs in China can be broﬁdly classiﬁéd into private enferprises and enterprises with collective
ownership. Private enterprises consist of those operated independently by one faiﬁi]y and those jointly
operated by more than one farmer. Depending on the number of employed workers, these independent

enterprises can be further classified into private (with more than seven workers} and pcrsonal entérprises

' (with less then eight workers). The collective owned enterprises include townShip enterprises and _v'illage

enterpﬁses. There are seven business types of TVEs, including agriculture. In terms of the value added
base in fiscal 1998, the shares of these business types wcre; mhnﬁfactuxing 70 percent, building 8 percent,
transport 6.1 percént, wholesale/retail 8.9 percent, travel/restanrant/service 4.1 percent, agriculture 16
percent, and others 1.3 percent. This indicatcs.that the manufacturing industry had the major share in the
composition of businesses. (Source: The 1999 Year Book on Chinese TVEs).

Table 1 shows TVE production and share of GDP, according to field of bu-siness.

Table 1 Yeatly production and share of TVEs
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o 1978 S 1984 o iz
TVEs (total) 495/6,846 (1.2%) 1,698/13,171  (129%) | 22,187/79,396 . (27.9%)
Manufacturing 385/4,237 - (91%) | ° 1,240/7,617 - (163%) | 15,530/33,430  (46.5%)
Building 35/569 {6.2%) 246/1,263  (19.5%) 1,781/5,262 - (33.8%)
Transport 19/205 (9.3%) 258/598*  (43.1%) 1,361/5,029 . (27.1%)
Commerce/services 19/438 (4.3%) 282/1,202* - (23.5%) 1,970/6,610 - (298%)

Figures within brackets indicate production ratios, TVEs to the national total, in units of 100 million
yuan. Figures for 1978 are those of collective owned enterprises. Figures marked * in the. 1984 column
“are data for 1986. . |



Tabie 2 Production of TVESs by industry
{Unit: 100 mitlion yuan)
1986 1988 1990 1995 1996 1997 1998

Heavy industry 1,084.34  2,178.90 291632 19,961.79 20,715.80 20,805.20 20,497.45
Coal 54.05 71.43 12355 54059 64537 65468  666.05
Iron ore mining and washing 6.12 11.54 i7.46 159.96 192.17 172.15 185.49
Nonferrous ore mining and washing 1.25 17.35 2504 23004 24981 . 264357 30179
Building materials and nonmetal mining
and washing 52.13 89.57 124.89 1,02743 1,093.88 1,051.88 1,069.88
Salt 2.56 4.04 592 '
Mining and washmg of other mineral 0.00 0.71 1.03 50.53 57.34 65.19 59.25
Wood lumbering and transport ) 0.00 5.81 6.04 48.55 42.09 40.32 45.04
Electric power, steam and hot water 5.44 9.7 16.92 120.27 127.5 154.08 173.14
Water supply 46.38 52.54
Gas _ 1408 13.62
Sub-total for resources and energy 127.55 216.15 320.87 2,177.37 240866 246333 2,566.80
Qil refinery 0.00 7.29 13.25 125.35 26672 26552 23754
Coke _ 3z 97 2221 11099 '
Chemicals 66.85 178.51 27093 1,729.17 1,84299 1,852.97 1,880.32
. Pharmaceuticals - : 0 16.82 24.11 255.42 272,03 2753 290.47
Chemical fiber ' 0 12.53 2295 20584 20407 23168  272.28
Rubber products 14.64 3432 49N 30173 - 35787 - 37599 - 31837
Plastics _ _ 61.95 141.17 18046 1,152.14 1,233.83 131396 1,312.12
Sub-total for chcmlcals 146.65 400.34 58362 3,880.64 417751 431542 4370110

Butldmg matenals and non-metallic »
mineral processing - 319.11 541.9_6 664.56 3966.20 4,047.76 3,754.37 3,631.80

Iron smelting and rolling 37 8548 126.88 143512 144921 139658 1,282.21

Nonferrous smelting and rolling S 23.02 5956 - 8723 84773 - B3259 76103 71502
Metal processing o 12002  234.89 3222 229050 2,341.21 236836 2,277.06
Sub-total for metals - 49915 92189 91089 853955 8670.77 8,280.34 7,906.09
Machinery 198.53 38648  470.19 2,107.21 202511 2029350 197698
" Specific-purpose machines : 60199 61865 590.64 5i8.76
Traffic and transport equipment - 24.02 56.15 7493 75236 79709  863.96 804.8
Electric appliances ’ 65.24  141.05 192.79 1,219.58 1,233.93 135462 1,371.06
* Blectronic and telecommanication 1654 4331 5633 54043 63599 71981  817.63
equipment . : _
Measuring instruments and ofﬁce supphes 6.66 13.53 16.72 142.66 148.09 187.58 164.23
Sub-total for machinery 31099 . 640.52  B810.96 5,364.23 5458.86 5,746.11 3,653.46
Light induétry _ o 63229 1,26230 1,839.75 14;781 90 11,954,72 12,350.83 11,885.89
Feed processing 788 1739 5
Food processing 1184 233 3385 248308 275369 2,662.23 2,569.35
Food manufacturing ) i _ 582.59 533.57 623.18 579.12
Beverage processing ' ©322 63.3 7468 47184 54107 57849  579.56
Tobacco _ 038 0.31 0.4 3.29 4.88 579 7.99
Marine product processmg e 0 LS 281 - - e
Spinring o . 231.25 4593  660.15 348134 2387263 2918.11 263988
‘Sewing : - 59.81 11935 ° 20613 1,71633 1,745.59 1,900.13 1,874.06
Leather/fur ‘ 29.96 62.22 94.52 828.5 90262  916.13 8787
Wood/bamboo/cane works - 2534 46.58 6373  591.88 67862 698.18 67032
Furniture manufacturing 2099 40.53 49.51 37847 40934 44407  451.87
Paper making = 44.17 93.73 137.81 - 839.29 - 909.22 - 91305 - 91352
printing 17 3.7 453 26073 28192 32395  328.68
Swationery and sporting goods 1141 2422 - 3700 264.47 321.57 367.52 392.34
Artistic handicrafts 335 69.69 1042  546.39

Others 79.97 125.26 17239 2,333.70 274642 2915.10 3,183.61
Total ' 179660 3,566.46 4,928.46 34,743.68 3541694 36,071.13 3556695

Sources: Yearbook on Tuwnshlp and Village Emerpnss in China, Chinese Statistic Yearbook
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The role of TVEs in the national economy has obviously become increasingly important in parallel
with the progress of the market economy in general. TVE manufacturing production in particular accounts
for approximately half that of the nation as a whole. It is no exaggeration to say that this represents a
remarkable industrialization in'agricultural vil]ages unparalleled in other countries that have achieved
successful industrialization.

Most of the construction industry enterprises, that are promoting the construction of cities in the
period ef rapid economic growth, are agricultural village TVEs. The transport, restaurants and other
service idddstrieé are playing a role in compensating for the backwardness of the state~ownedlsect'01".
~ Table 2 shows production in the major fields of manufacturing industry id succeeding years. The
manufacturing industry is diversifying: enterprises' mnufacﬁring machines and building materials led

the indus'try at the end of the 1970s, clbthes textiles and food processing in the light industriaf sector

have progressed rapidly since the 1980s; and capital-intensive enterprises, such as those manufacturmg

electric, electronic and telecommunications equipment have also made remarkable progress
Table 3 lists the products in whnch TVEs have high national producnon shares. TVESs are dominaﬂt in

light industriai products, bdilding materials and agtieulwre-related products. In addifiori, TVEs proddce

nearly 100 percent of all bricks and other building materials. This is not shown in the Table. As referred
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to below, TVEs also have a high share. of prdduction of some energy-related pi'educts such as coal.
These are categonzed as heavy industry products As a whole, TVEs and state-owned enterpnses (SOEs)

do not overlap with each other in their busmess scope

Table 3 TVE shares of major natlonal products

Cernem (1998) . 230.25 rmlhon tons (43%)

Chemical fertilizer (1998) 8.77 million tons (29.1%)
Clothes (1997) 10.4 billion pieces (74.9%)
Cloth (1998) 10.8 billion pieces (77.2%)
Cloth shoes (1997) : 150,000 pairs (93.2%)
Locally brewed liquor 4.02 million tons (70.2%)
Beer (1998) 2.86 million tons (14.4%)

‘Another feature of TVE development is that the propomon of private enterprises has substantlally
increased, while that of collectwe owned enterprises has decreased as shown in Table 4. This reflects a
process in which private ownershlp has progresswely been encouraged wnth the 1mp1ementanon ofa

series of economic reform pohcnes



Table 4 Amounts and production ratios under different ownership systems
Unit: billion Yuan (%)

1984 1998

Collective (township and village) enterprises

103.5 (82.6%) 3,556.7 (51.5%)

Private and personal businesses

218 (174%) 3,356.1 (48.5%)

Among the economic development roles played by TVEs, that of providing employment opportunities
to absorb labor has attracted the greatest attention of scholars and policy-makers in China and abroad.
- As shown in Table 5, the ratio of the number of TVE workers to the total number of workers in agricultural

villages is increasing every year. In 1998 it was one quarter, or 15.8 percent if only those in manufacturing

enterprises were counted.

Table 5 Absorption of labor force in agricuitural villages by TVEs

(only collective owned enterprises counted in 1978)

Unit: million persons (%)

: . 1978 1984 1998
Total number of workers in agricultural viilages 306.38 - 359.68 464.32
Total number of TVE workers . 22.18(7.2%) | 4924 (13.7%) | 122.63 (26.4%)
Total number of TVE workers in the manufacturing industry | 1734 (5.7%) | 36.56 (10.2%) | 73.34 (15.8%)

The initial stage of indus.trialization in dcveloped countries _involved labor movements. Farmers |
withdrew from the agriéulmral sector, left agricﬁltural villages and migrated into cities. In contrast, the
.. statistics above tell the uﬁique stofy that Chinese farmers withdrew from the agricultural sector without

" leaving their agricultural villages, mostly transferring to non-agricultural sectors while remaining at
their oﬁ;n living places or in other agricﬁltural areas. It is believed that some farmers did not abandon
agriculture completely, but retained it as a side business. The number of TVE workers is now decreasing
from a peak of 135.08 million in 1996, to 130.5 million in 1997, and 125.37 million in 1998. This is
mainly because collective owned enterprises hav.e more capital equipment and have reduced the number
of workers in order to ilﬁprove business efﬁciency.. In fact the number of workers in collective owned
enterprises decreased ﬁ'om 59.53 million m 1996, t0 53.27 million in 1997, and down to 48.29 million in
1998; recording a- 10 perce'nt'drop from the previous year. The reduction in the absofptioﬁ of labor
corresponds to the increase in the capital equipment ratio representing capital per worker. The capital
- equipment fatio of collective oﬁ'ncd enterprises increased from 1,470 yuan in 1983 to 278.4 million
yuan in 199& or be 18.9 times in nomina! tefmé and 5.8 times in real terms. The increase may be even
more rﬁpid in the manﬁfacturing sector.

One of the most important roles of the TVEs has been in the exporting sector, leading the export-
' onented dc\}elbpment of the nationél econdmy. Direct exports of the TVEs, 11.9 billion yuan in 1987, or

8.9 percent of total national exports (147 .billioﬁ yuan), increased to 530 billion yuan in 1998, or 34.8
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percent of the total (1,523.2 billion yuan). If the amount of foreign currency acquired by the TVEs in
collaboration with foreign capital is included, the total figure reaches 685.4 billion yuan accounting for
45 percent of total national exports.

This remarkable development of TVEs has not been uniform across the country. It has differed by
degree according to region. TVEs have developed greatly in the coastal regions, such as Jiangsu, Zhejiang,
Shandong and Guangdong provinces. The production of TVEs in these four provinces in 1983 amounted
to 35.6 billion yvan, accounting for 50 percent of the total production of TVEs for the whole country. In
these provinces, featuring high levels of income, capitai formation had already been achieved with
collective labor under the socialist planned ecdhomic system.

However following the central government's incentive policy to encdurage TVEs in the central and
western regions, production By the TVEs in the four coastal provinces (805.8 billion yuan) dropped to
36.3 percent of the total (2,218.6 billion yuan) in fiscal 1998. -

2. Evolution of policy

The developmental process of the TVEs may be briefly summarized, based on the pollcu:s of the
Commumst Party and central govemment _ 7 o

Under the socialist system of economic control, the Chmcsr: Commumst Party and central govemment
cstabllshcd an agrlcultural collective management system for each people’s commune to promote the
- policy on the priority of food production. _

To aim at self-suﬂ'lcicﬂcy of féod sﬁpplj within certain agricultural regions the government enéouraged
farm land cultivation by collective labor, construction of irrigation facilities and devclopment of the 'five
small industries' —for the production of power/coal, cement, iron and steel fertilizer and agrlcultural
chemicals and agncultural machines (small cultivators and powcr-dnven pumps) — to unprov_c agricultural
productivity. This process of industrialization in support of agriculture is called 'walking on'two.legs'
and was promoted by commune and commune and brigade-run cntcrpnses that prcceded the TVEs
They were enterprises under collectwe ownership cons1stmg of (1) commune enterprises owned and
managed by the People's Communes and (2) commune and bngade -run enterpnses owned and managed
by production brigades under People ] Communcs Thc govemment mtended 10 form an mdustnal structure
that would attain an synergetic effect bctween mdustry and agnculture under a socialist collective
agricultural system. _ _ _

Just before China started to shift to the system of a market economy, the plfoduction sha.re.of_ commune
and brigade-run enterprises was 53 percent in the field of mhchinesand building materials (cemcni and
brick) of the national total and 70 perceﬂt when the prdduction of metals, chemical ﬁro_ducts a'hd coal
was included. This indicates that the sectors of input and intermediate goods were already by then the

mainstream in the industry of agricultural villages, and suggests that the policy of industrialization in

436



support of agricutture had already been implemented. It should also be noted that rural industrialization
in China progressed without financial assistance or goods provided by the central government.

Since extreme egalitarianism was adopted as a principle for distribution, the central government could
not help but rely on subjective activism and political education in order to motivate the farmers to
produce. As a result, the government was not able to sustain its policies in the long term.

Moreover it was difficult to procure materials required for industrialization or to seil varieties of them
under the centrally planned economic system. This limited the production and sale of agriculture-related
products within limited areas and subsequently hindering the linked development of agriculture and
industry. Since the central government promoted agriculture in support of industrialization uniformly
across the country while almost neglecting the actual conditions of productive factors, such as population/
land ratios of different arcas, agricultural producﬁon unexpectedly stagnated in some regions.

" The shift toward a market economy greatly transformed the policy of rural industrialization. The new
policy was set out in the 'Ordinance for the Development of TVEs' promulgated in 1979. Its important
points are as follows.

One of the major strategies for the developl.nent.of the TVEs was to support agriculture. However, it
was also important .to contribute to the improﬁement of the people's livelihood, support large-scale
iﬁdustries and encourage exports. According to the policy of adopting measures appropriate to local
conditions, the management of TVEs Qere to be based on the self-supporting accounting system with
self-responsibility for prqﬁt and loss.,. without intervéntioﬁ by township and village administrations.
Théré were six sectors in which 'develop'ment was encouraged. They were: (1) consumer goods and
pfoductioh goods related to agxiculmfe, processed agricultﬁra] products and by-products, small agricultural
machines, tdols, fe-rti]jzers,. agricultural chemicals and food, and agrichlmral fnachine repairs, (2) industrial
production fnatcrials, energy, coal and mineral mining, manufacture of bricks and cement, hydraulic
- power generatioﬁ, and geothermal power generation, (3) traditional art handicrafts, (4) restaurants, retail

shops,. barbers, shoe rei)airing shops and othér services, 7(5) manufactures of parts and intcfmediate

prbdﬁcts sub—contracted to large-scale enterprises, and (6) small chemical products, metal products and

- _nﬂ#cell_ancous articles for daily use. ;
TVEs, permitted to eﬁg#gé in ﬁelds other than those related to military purposes, achieved remarkable
: developme'ht. centering on 'the light industry sector. However on the other hand SOEs, bound within the
framéwﬁrk of the planned ccbnomy,wcrc nét allowed to have independent management; full-scale
entefprise reform was not realized; and the goveminent maintained various subsidies. In addition, their
-productioh was ihadequatq for satisfying the consumption demands of those with increased income.
Under these circumstances, TVEs played a vital role in compensating for the shortcomings of production
. By SOEs. In other wd_rds, the TVEs as a sector supplied consumer godds to complement the efforts of the

SOEs. There also emerged.TVEs which supplied parts and intermediate prodﬁcts to the large-scéle
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SOEs, establishing a relationship with them as an affiliated sub-contractor. In such a way, TYEs and
SOEs achieved a rational balance as different sectors for different purposes.

To realize this basic policy, the government gradually deregulated the systems of distribution, finance
and labor mobility in the first half of the 1980s. Deregulation for manufacturing and commercial activities,
which had been approved only locally under the planned economy, was implemented. In the firancial
sector of agricultural viltages, rural credit cooperatives (RCCs), which had been managed directly by
townships and villages, were reformed into profit-oriented organizations. People who lived in townships

and villages were still prohibited to migrate into large cities without permission, but were permitted to

- migrate to and work in small cities for industrial or commercial enterprises. Engagement tn management

of privéte industrial and comumercial enterprises was also legalized.

Motivated by the remarkable results of five years' work, Ithc Chinese Communist Party and central

- government placed even more emphasis on the TVEs. The 'Report on the Creation of TVEs' distributed

to sectors cnnccr_ncd in March 1984 confirmed that the TVEs constituted an essential sector of the

national economy, and declared that the management of the TVEs should be coniplétely separated from
the administrative authorities. It was also recognized that personal and cooperative .busi.nesses should be
made legal to become another cssenﬁal sector. - |

Since that time the TVEs have developed not only in agriculrure_—felated sectors but also broadly in

other sectors. The Chinese Communist Party and central government are creating a 'niche’ between

'TVEs and SOEs in particular.

In 1993 and 1994, after experienced a boonﬁ, some TVEs survived but others could not. As the contlict
with the SOEs intensified, those TVEs who lacked price compefitivenéss were forced out. In addition,
the conditions for giving loans to b_ofrowcnﬁ, including the TVES, became more Stringent._ThiS was in
order to ensure the independence of financial organizaﬁons from government édrm'nistration and encourage

open management, and by way of restrucfdring to prépare for the arrival of a market economy system.'

Mechanism of rural industrialization

The most important industrialization issue is capital formation. By what mechanism has rural

 industrialization been achieved in China? What should be confirmed first is the fact that the policy for

rural industrialization was not backed up by clear-cut str.ategies. A preréquiéité for the developmenl' of
the TVEs was approval of free selection of and deployment and promotion of bﬁsir_lcsscs suited to focal
conditions (yindi zhiyi in Chinese), based on laissez-faire principles. In fact, it would be no .exaggeration
to say that therc were such an infinite number of that it amounted to a ‘development without a strategy'.

It is necessary, however, to understand the fneche_misms of industrialization commonly seen in different

" agricultural areas in order to apply developmental strategies to undeveloped regions or to use experiences
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A pioneer model in this field is the 'model of two sectors in agricultural villages' also known as the
'double-layer model with two sectors, which is an application of the Arthur Lewis model. This model
was subjected to heated discussions in the magazines 'Issues of Agricultural Economy' and The Economy
of Agricultural Villages in China’ in the latter half of 1988.

Essentially TVEs in China (1) did not change the traditional framework that prohibited labor movement
and migration from agﬁcultural villages to large citics under the stringent family registration system, (2}
farming fanﬁlies managed their agricultural activities to improve productivity and caused disguised
unemployed to be recognized and (3) developed using an infinite fabor supply from the agricultural
sector which was absorbed into collective-owned and private non-agricultural enterprises such as those
in the manufacturing, building, commercial and service sectors in agricultural villages, (4) prevented the
emergence of the informal sector in parallel with the formation and growth of medium- and smali-scale
cities called xiaochengzhen (county cities and towns). _ '

- The fouowiﬂg islsues were controversial: whether the family registration system that segregated farmers

" from the people in large cities was appropriate, whether industrialization based on TVEs and
xianchengzhen would be able tb achieve intégré.tion and realize the proposal of a two-sector model
connecting agricultural villages and medium-scale cities.

Beyond thét, 'chorfS were made to fc-cvalﬁatc the Artl_lur Lewis model and address the issue of how to
understand the development of TVEs as a developmental strategy within the larger framework of the
national economy, feaﬂln'ng a modern industrial sector in large cities and a traditional agricultural sector
in agricultural villages. | '

Essential as a prerei;uisite.for the industrialization of agﬁculfﬁral villages was the fact that it became
possible tb select freely species for growing aééording to the natural conditions of respective areas
following the transition to a market economy. In 1979 the system of subcontracting management
responsibility to individgal farmers was started, whereas in the past farmers had been subjected to

: compulsory planting orders Biase_d toward the production of grains. To inérease production, .thc government
" also raised the grain purchasing prices. This strengthened incentives .f(')r management using the leverage
| of motivating eacﬁ farmer to pursue profits, correcting the distribution of resources related to agricultural

production, imprdving productivity and considerably enhancing the income of farmers. Increased income
expanded éonsuxﬁér demand, accelerated investment in plant and equipment by the TVEs mainly in the
| light industry sector, and increased savings as a source of capital formation for the TVEs through

. agric'ultural village credit cooperatives, that function as front-line financial organizations.

Expansion of consumer demand

Improvement of Increase in

productivity of © gy farmers’ : :

agriculture o incomes Inc : Inc i Increase in s_uppiy of consurter goods
insavings . investment '

Inére_ase in supply of producer goods
Fig. 1 Mechanisms of rural industrialization
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Due to the improvement of productivity in the agriculture sector, disguised unemployment was observed

in labor markets to make TVEs play the role to employ them. Under such circumstances, different

regions started their own agricultural village industriatization processes adapted to the specific conditions

of each region. The following are typical cases.

1)  Agricultural production breakthrough

As explained above, the govcrmﬁent pursued a policy aimed at creating a favorable cyclical
mechanism advancing the mutual development of agriculture and industry in the era of the People's
Communes By producing agriculture-related input goods to improve the productivity of the agricultural
sector and increase cabital formation in the industrial sector.

Although affected by repeated political confrontations and subjected to a number of system-relatéd
problems in the organization for production, the grain yield increased at én avérage yearly rate of 2.4
percent (from 160 million tons in 1952 to 300 million tons in 1978), and the productivity of land at an
average yearly rate of 2.5 percent (from 1,322 tons to 2,527 tons during the same'period). As aresult, .

- surplus resources fro_rri the agﬁculmrai sector were appropriated for cépital formation by commune
and brigade-run enterprises; the production of agricultural input goods was expanded; anda favorable
cyclical mechanism was created to form a mutuaﬂy-dcbcﬁdcﬁt relationship Bctwecn agricultural and

* industrial sectors, in the Sunan area of the southern part of Jiangsu Provihéé and some other areas.
Another factor that triggered local production of .agriculltura.l machines and tools in agricﬁlmral areas
was the fact.that the manufacturing industries in Shanghai and other cities failed to meet the demand
for agriculture-related machines in the villages. . )

At the end of 1978, the Chinese Communist Partj/ started shiftiﬁg to a virtual market economy
system, dismantling the collective-owned agliculturé sg-rstcm and implementing agricultural production
under a subcontracting system with individual farmers. In parallel with this,'comx_uune and brigade-

" run enterprises were erﬁpowered with independeﬂt management éhd self 'responsibility for proﬁt' and
loss in their business 6perations.

When the People's Communes were dissolved in 1984, the commune and brigade-rﬁn én_terprises'
were renamed TVES, separated from the administrative agehcies of towhships and villages and given
more incentives for maﬁagcment. This in return impelied them to ptorﬁotc their businessés with a
sense of urgency. After (at léést} Ql’ﬁcially prohibiting the intervention by municipal adminiﬁtrative
bodies in the management of TVEs, the government liftcﬂ the ré_gulaﬁons on éntérprise management -
relating to the procurement limits, and the manufact_u_ré aqd sale of raw materials at local places called
'sanjiudi’. Thus, the production of agriculture-related il.lput. goods Ieipinded; a synergetic cffék:t cmc:gcd
due to improved management incentives for individual farmers; and the income of farmers was raised

considerably to stimulate consumption and savings.



As a result, capital formation accelerated, further developing the sector for the production of goods
for agricultural production. On the other hand, increases in consumption and demand for housing, an
outcome of increased incomes, triggered the development of relevant sectors. Great development was
seen in the building material sector, virtually monopolized by the TVES, and also in the textile, apparels
and food processing sectors which had failed to supply sufficient volume of products in the past, due
to the belated reform of the SOEs.

Development through a favorable cyclical relationship between the agricultural and industrial sectors
was seen in fhe suburbs of Shanghai, Suzhou City in the southern part of Jiangsu Province, Wuxi City
and agricultural villages under the jurisdiction of Changzhou City. The well-known sociolégist Fei
Xiaotdng called this development in these areas the Sunan Model in publications in China and abroad.
Fei Xiaotong and other scholars and policy-makers familiar with the local conditions have pointed out
these factors in the development of TVEs in these areas:

(D Conditions suiting_ economic growth, such as high productivity in the. agricultural sect.or
due to fertile land, traditional technology. in the industrial sector, and the market in the city of
Shanghai '

(2) Leadership.by collective-owned TVEs, in succession to the commune and brigade-run
cnterpriscs of the era of the People's Communes

3) Developmént of the distribution sector previously limited under the system of the socialist

| planned economy |

' (4) Enterprise management and exploration of p.roduct selling routes in the nascent market

econdniy by the administrative authorities of townships and villages

V\fith regard to factor (4), Hoaxi village in Jiangsu Province was a special case. This village started
managing businesses in different ﬁelds, created corporate groups and achicved a promising performance.
In areas outside Sunan, similar cases were seen in Nanjie Village in Henan Province and Dagiuzhuang
Village in the suburbs of Tianjin City. These are known as the areas with the highest income levels of

agricultural villages in China.

2) - TVEs and the theory of prototype-industrialization stcmming from pdﬁulation pressure
In areas where natural resources are few and the lives of people relying on agricultural production
alone, are extremely dlfﬁcult as a result of low land to population ratios, there is little opportunity for
capltal formation for mdusl:nahzmg the agricultural sector. The development of group system enterprises
is limited. In these areas, developmentﬂ is led by small-scale private enterprises centering on fields not
related to agncultural producnon
A typical cxample is the Wenzhou mode! named after an agricultural vﬂlage under the jurisdiction

: -of Wenzhou City in the southern part of Zhejlang Province. This village is well-known for its
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development rivalling that of Sunan model. It has become famous for its remarkable success in becoming
one of the richest villages in the country, despite being located in one of the poorest areas, lacking
development potential,

As indicated by the sayings 'Don't let your daughter marry a wanderer from Qiaotouzhen' and '‘Even
young children are in business at Xiaojiang', many farmers were unable to live on agriculture alone,
and were forced to become migrant workers. Dur'ing the 1930s they migrated to western Burope and
other couniries in increasing numbers.

It is said that this area strongly opposed the People's Commune system of collective ownership and
collective labor, promoted by the Chinese Communist Party to emphasize the production of grains, as
agricultural labor based on a groub system caused stagnation of production due to the extremely low
land to population ratios.

The present farm subcontracting sy.stem', maintained with individual farmers, is the main form of
management. A person in charge of agricultural administration in this area proposed this system in the

middle of the 1950s. He was severely punished later by the central Communist Party. Nevertheless,

“there were a number of farmers who cultivated their own lands ‘illcgally, working for cdmmcréial and

industrial enterprises and seeking work in different places. Income levels in this area were among the

lowest in the country and the area of culti_vatéd land'pcr farmer was about 353 square meters, only

. one-third of the national average in 1978, just before the start of the transition toward a market economy.

For that reason, therefore, the ri\pid enrichment of the village caused widespread éma_zement.

Under thé policy of reform and openné#s, commercial acti_vitiés by farmers, a_s. ihdividuals orin
groups, were progressively:liberalized. The farm nianagerﬂent Subcohtrécting-sys;em prevailed
throughout the country. A commodity economy spread across it and the incomé levels of farmers rose.
As a result, demand rose for miscellaneous articles fqr daily use, housing-r_elated materials, light
industry products, and low price, low quality clofh ing (compared with those mariu_facfurcd by SOEs).

The farmers in the Wéﬁzhéu area boldly undertook bhsiness in these products. Those in differént
areas contributed to the capital needed to start enterprises .by saving income obtained from commercial
and industrial activities and migrant working, and collecting loans from friends and re'.latives'and
private and official financing organizﬁtions, also acquiring funds by participating in mutual financing
associations. : | |

They manufactured clothing and small goods using waste materials discarded from plants in cities,

peddled commodities purchased cheaply, and developed selling mutcS eveﬁ to remoh_: places by use

" of various r_létworks, under the principle of 'small profits and quick returns’. Atthe end of the 1980s

when economic policies facilitating exports they further expanded, selling ﬂlx_'owaway cigareite lighters
and buttons in foreign markets.

In contrast to the Sunan model, the Wenzhou model drew attention of thosc concerned as reprc§entihg



the development of TVEs dominated by individual-management enterprises. The factors behind this
development are (1) a tradition of working for commercial and industrial enterprises due to low land
to population ratios and unfavorable conditions for agriculture, and the formation in particular of
wide-ranging distribution and finance networks, (2) domination of individual farmers and farmer
cooperatives rather than enterprises under a vulnerable system of group possession, (3) development
of products and services in response to consumer needs, and efforts to manufacture and sell sundry
daily-life commodities, and low-price low-quality products that are not in competition with those
manufactured by SOEs, and (4) positive support of commercial and individual businesses by townships
and village authorities, letting private enterprises use TVE names and providing them with information
about national market even beforé the private sector was legalized.

Although industrial scctors‘directly related to agriculture did not develop in the process of
industrialization in this area, the redundant labor force was absorbed by the developing manufacturing,
commercial and distribution enterprises thereby imp'ro'ving the productivity of agricuimfc. Under the
guidance of local governments, land was leased by farmer to farmer to popularize large-scale agricultural

managcment..’l‘hus there were a number of farmers who devoted themselves to commercial and
‘industrial activities, while their own farms were cultivated by others under a subcontract. More rational
~ distribution of land improved the prod.uctivity of agriculture and enabled a considerable extent of self-

sufficiency in the area.

3) TVEsin collahoratmn W1th foreign capital
 As indicated by migration abroad durmg the Mmg and ng Dynasues land to population ratios
. were very low and condmon_s were madcquate for agncultural development in Guangdong and Fujian
Provinces. The econdmy in these provinces as a whole was stagnant, since production was biased
toward grains and commercial and industrial activities were restricted under the system of the controlied
économy. In these provinces the capital formation required at the initial development stage relied on
foreign fund sources.
The economic pollcy of opening to other countries virtually started in the two provinces in 1979,
. with the promulgauan of four special economlc zones, Shenzhen, Shantou and Zhuhai in Guangdong
' Province and Xlamcn in Fujian Province. Expedltmg the inflow of foreign capital was an important
‘ pollcy of the zones. Since then, forelgn capital from Hong Kong, Taiwan, developed countries and
overseas Chinese has been invested in the special. €conomic zﬁnes following the conclusion of various
fol_'mé of contracts with the TVEs and other enterprises in the zoneé, while follbwing the trade policies
with foreign countries implem_emcd by the central goverﬁment in Betjing. The Zhujiang model of
(Guah'gddng prévince édj acent to .Hong Kong, and tﬁe Jinjiang mode! of Fujian province facing Taiwan

across thé_ Taiwan Straits exemplify the mechanism for the development of TVESs in these provinces.
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The development of these provinces features active investment from local people now living abroad
(with Hong Kong considered a foreign country) mostly by ang Kong based enterprises in Guangdong
Province and by Taiwan based enterprises in Fujian Province.

There have been various forms of investment. Until the middle of the 1990s, investment was
predominantly based on consignment agreements between foreign capital and local enterprises, most
of which were in three forms. Chinese enterprises performed (1) ‘consignment processing' of raw
materials brought in by foreign capital enterprises, or (2) processing following specific samples, or
(3) consigmﬁenl assembling of delivered parts. Another typical form of inflow of foreign investment
has been in ‘compensation trade’ with Chinese enterprises processing products using machines and
equipment delivered by foreign enterprises paid for by the sale of the products. After speeches by

Deng Xiaoping in the southern part of China in 1992, this form of independent direct investment

became popular.

The introduction of foreign capital was closely linked with management strategics of enterpriscs in

. Hong Kong, Taiwan, Japan, Korea and other East Asian countries. These countries had lost

competitiveness in international markets due to the sharp rise of domestic wages from the middle of

the 1980s, and some companies started to actively shift their productibn bases to Fujian Province and

. other regions in China, After 1991, the inflow of foreign capital further accelerated. Dongguan City

has received foreign capital investment in various forms. It is known fc_)r'attracting the largest number

of forelgn -affiliates in China. _
Although they promoted collaboration with forelgn capital posmvely, enterpnscs in the cities in the

- Zhujiang delta area and Jinjiang City in Fujian Province also promoted sclf_-deve_lopment by utlhzmg

local resources, avoiding total _reliénce on foreign capital. In the Shunde City, for example, ﬁewiy :
emerged township-owned enterprises produced high-quality household appliances in large numbers,

such as refrigerators, electric fans and air-conditioners. These were recognized as the best available in

domestic markets and were exported to foreign countries. In 1991 only?7 pefccnt of industrial production ~ -

in Shunde was funded by foreign capital and private enterprises, collective system and SOEs accounted
for 93 percent of the total. '

Another feature of the mdustnallzatwn of agricultural vﬂlagcs in Guangdong Province was the fact
that emphas:s was placed, in partlcular at the initial stage, on agricultural processed products. The
development of TVEs, as a ’trade-industry-agriéulture' model, would not have been possible, if they
had been cut off from agricultural development. - _ : : '

The following points are supplemental to the summary about the.thrcc types of TVE developmem

explamed above.

Flrst TVEs involve limited labor rnoblllty in agncultural areas, as farmers dld not complctcly

- withdraw from agnculture. This is different from the Lewis model. All farmers were entitled to have



land to cultivate to secure a minimal supply of food. Essentially TVEs increased the number of farmers
with side-businesses. Some Chinese policy-makers valued this system and thought it superior to those
in other developing countries. Tt is true that this kind of labor system is beneficial at the initial stage of
industrialization.

Second, mult.iplc types of enterprise groups coexist in most regions in China. Enterprises are broadly
classified at the policy level as those that are (1) owned by a group, (2) owned by an individual, and
3)in coilaboration with forcign capital, according to the ownership system of the enterprise leading
regional development. For example, Anhui Province, represented by the Gengeche model, is well-
known as an area where different joint enterprise typically coexist, such as those which are township-
owned, village-owned, individually managed and jointly managed by several families. Similarly, Nanhai
City, known as Ia. Zhujiang model, has enterprises with five different ownership systems.

Third, population explosion has been an important factor common to different regions in stimulating
rural industrialization (including the case referred to in paragraph 1 above). The creation of employment
opportunities for the increased population by the manufactuﬁng and distribution industries, closely
linked by a favorable cycle of mutual dependence with agrioultural development, resulted in improved

: productivity.

Moreover enterprises tend to produco identical products throughout a village or community, a
phenomenon also seen in different rcgions. This caused the development of related tertiary industrial
sectors for Lransportatlon telecommumcation hotels and restaurants. So development progressing

within individual regions produced an effect of i integration.

FBC.EOIII'S for development
.Why did the former USSR continuously suffer from economic stagnation, while China was able to
enjoy a high gi'owth rate during the transition to a market eoonomy? With regard to this question, it is
accept'.ed that radicalism failed and gradualism succeeded. Jeffery Sacks, who had influence on adopting
radicalism for the introduction of the market oconomy into the Soviet Union and Emt—Eﬁomm countries,
| explains to justify himself that the Soviet Union failed to achieve a soft landing because industrialization
had progressed toa conmderable extent there, whereas China was able to attain a high-rate of development
since thc emphasis was placed on agnculturc as an absorber for various problems specific to the transition
period Although it is not possible to discuss his remarks in this paper, factors involved in the development
. of TVEs wnll be dlscussed below that may give an msnght into the solutnon of this question.
In gf:m:ral it should not be overlooked that enterprises were able to deveiop in almost all business
fields during the trans:t:on to a market economy TVEs necdcd management responsnve 1o the market
" mechanism, even if the mechamsm was not in a perfect form. In the areas where TVEs developed,

people were keen to become rich, due to experience, in some cases, of extreme poverty. In any event, it
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is true that people were inspired by 'xianfunlun’, the theory that 'those who can be rich first, should be

rich first’ as proclaimed by Deng Xiaoping.

1) Differentiation between TVEs and SOEs

The development of TVEs and the industrialization of agricultural villages was not uarelated to the
economy of the SOEs, the main part of the industrial sector. It was an important aspect of the
development of TVEs that SOEs were not able to supply sufficient goods during the transitional
period. TVEs were able to develop by occupying an economic niche. As seen in Fig. 2, the segregation
of TVEs from and their complementary relationship to SOEs were a feature of the transition in China
and were one of the reasons for sustained long-term high-rate grthh.

The production goods produced by TVEs included coal and other energy-related products that
were in short supply from SOEs, and crude steel goods of lower quality and at lower prices than those
manufactured by SOEs. This is a case where TVEs complemented SOEs. In Dagluhuang village in
the suburbs of Tlanjm city, where there was no tradition or experience in steel producuon the township
created a steel industry anticipating demand for low-guality low-price crude steel materials, and
subsequently and rapidly developed a steel and related indusrries. This is a well-known case of a
special niche being occupied by a TVE _ _

Examples of enterpnses developed dlrectly in relanon to SOEs are those producmg parts and
intermediate products subcontracted from SOEs, for example refngerator parts produced on the
periphery of Beijing and blcycle parts produced in the suburbs of Shanghai.

The fields in which TVESs are well differentiated from SOEs are those mvolvmg consumer goods
This became possible when consumer demand increased quantltatrvely due to the rise in average
income levels, while the categories of consumer goods in demand have proliferated, corresponding to

. increased distinctions in income levels. Since SOEs inherently failed to produce sufficient consumer
goods, TVEs were able to enter supply markets comparatively easily without conrp'eting with SOEs.
There was a remarkable increase in the production of co'nsumpti_on goods and services, as summarized
below according to drfferent types of co.nsumer goods. | _

Lov_v-price low-quality products for low-income consumers: clo'thing.,' shoes, bags, furniture, stationery
and other non-durable consumer goods inc!uding those made of wasre materrals. |

Building materials for farmers: bricks, roofing tiles and cement

New products; nameplates, buttons and.other decorations, watch straps and.cheap cigarette lighters _

Traditional handicrafts: silk, ceramics and dolls ' _ | |

High quality products for export: clothes (sample processing),. cloth (such as wool), _and electric
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From the above, it can be concluded that the conditions of resources at the site do not necessarily
affect the development of industries. The processing of agricultural products is only one business
fields in many industries. This is also evident from the fact that a number of enterprises referred to in

paragraph (2) of the previous chapter are located in poor resource areas,

Formation of networks for distribntion, information and finance

Corresponding to the transition to a market economy, markets actively expnnded from large cities
into remote country areas, and ohanged from local ones to national. This expansion of market size was
lacgely attributable to the spontaneous development of the distribution, conveyance and
telecommunication sectors. _

A number of developing countn'es. have experienced the faot that incotnplefe infrastructures related
to distribution, 'tfnns.port_and_infonnati.on cauée'a bottlencck. in economic development at the initial

stage of industrialization. Since 1979, it has often been the case that food has pcrlshed for lack of

adequate transpoﬁ and sto_rage, and"becnuse the cennnlgo'v'émment had fmled to improlw infrastructures.

Moreover the statc-owncd 5cotor which vil'tually monopolizcd the distn'bution channéls moved
goods following 1nstructlons by the government accordlng to the system of the planned economy
‘Thus they were not able to satisfy dlSl:l'lbuthIl needs dunng the transmon toa market cconomy Under
these cxrcumstances local governments and dlstr:butors m the pnvate sector started their own
distribution busmesses thereby playmg an unponant cconomlc role

For many TVEs of different types close connccuons w1th dlSt!'lbuth!l busmesses was an 1mportant
factor in development urespectlve of the ownershlp system, whether collocuve-owncd or managed
by an individual. In other words, the TVEs were able to transport and sell goods ina nmely manner to
increase sales, in contrast to the inflexible management of SOEs wh:ch were slow in conveymg goods
to even a hmltcd numbcr of consignees. In thls sense, TVEs were 'dlstnbutlon-lod entcrpnses This is
a view unanimously accepted by the Chinese economlsts with whorn the author has exchanged opinions.

In parallel Wlth the expansnon of markcts mformauon on consumcr necds producnon goods,
intermediate products and demand trends has become very valuable._The private sector has voluntarily '
collected and released such information, ther:cby'play'in‘g a role in developing markets _

ln addition to distribution, raising funds and nxaking them avnilable are also indispensab_le elements
for industrialization. The higher income levels of fnrnlors increased sa\fing ratios. These_'_savings :
providc'd the finance for oomnlercc and indu’sfrjr, officially through agricnlturnl villagé credit
cooperatives, or unofficially through mutual financing associations, such as yaohui and chenghm or
financial organlzanons of the moncy lender type ‘such as ymp and siren qnanzhuang

It is noteworthy that—whether in dlstnbutnon mformanon or ﬁnance—human relanons blood-

related or home-town-related, and tradmonal orgamzanons prevailing in the pre-modern era, have -



played a vital role in forming networks, particularly at the initial stage.

3)  Role of local governments in the community

As micro-factors in the development of the TVEs, quite a few scholars emphasize the importance
of management systems that suit the market mechanism, including independent acéounting and self-
responsibility for profit aﬁd loss, and effective corporate governance for enterprise groups by townships
and villages.

Not only for the developmental process but also in reality however, TVE organization is far from
rational or adapted to the market mechanism. First of all, the market mechanism is stili too
underdeveloped to require a fully complementary system. In this context, what is important among
other things is the function of local go&emments to expand the markets of an undeveloped system.
This is what is called a 'market substitution fuﬂction'.

Local governments normally manage group system enterprises directly, whether township or village-
owned, and support and work with private enterprises. The roles of local governments are to (1) hold
sample fairs and special product exhibitions, as also seen in Japan, (2) collect domestic and international
market informatioh to give to enterprises and individuals, (3) encourage technological advance and
recruit outside personnel, (4) cxt_c'nd legal protec.tion to the people and enterprises under their
juri.sdiction, and 5) redistfibute income among the community, require and collect tax frém TVEs to

- fund agricultﬁre promotion and welfare. Although a complete' legél system is indispensable for the
market mechfmisrﬁ to function, this is still incomﬁlete and people lack legal concepts. In this situation,
the role of local govemmeht in.(4.) in particular is decisive, in adjddicating community economic-
related conflicts and activities of dubious legality.

Neverth'eless'township and village authorities have not necessarily led the development of TVEs.
The right of taxation has frequenﬂy been abused to retard TVE development. Irrational practices still
continue fhat are against the principles of the market economy.: For example, township and village

authorities frequently take advantage of their power to appoint their relatives and friends as officials.

4) Entreprencurship
E'nterprisc management réquires a minimum level of enuep}eneurship. Political leaders rooted in
the corﬁmunity have taken the initiative for most of the TVEs. It is often the case that people honored
as excellent entrepreneurs do not have a proper educational background or knowledge of enterprise
' managemeht. A typical example is Ms. L, the chief executive officer of enterprise group D; located in
T a viilage in the suburbs of D éity in the hofthfeastern part of China. Ms L and most of the excellent
- chief executive officers of the TVEs all explain that they have ﬁchieved success motivated by a desire

to improve the income levels and wc_lfare'of the cbﬁx_mur_nity, and that they acquired management skills
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on the job.

They regard it as their responsibility to collect and provide information by utilizing widely-ranging
political networks and to protect and encourage economic activities in the community. However, they
tend to be dictatorial. In one instance, a person who had been regarded at the national level as a
superior entrepreneur-come-leader killed a villager and was sentenced to a prison term.

As a factor in the development of tnc TVEs, some economists attach importance to relationships
with Shanghai and other large cities. In the Sunan model area for example, production bases shifted to
nearby agricultural villages and enginecrs moved into the area, when production became impossible
at the plants in Shanghai dnc to political chaos. There are also quite a few scholars who insist that

.. rapid growth smce the middle of the 1980s is rciated more or less to the changes in the export-oriented
stratagu:s of other East Asian countries. It is true that development in the framework of 'great
international changes‘ did happen. TVEs and other enterprises in coastal areas of China imported and

- processed raw matcﬁals and exported products for developed countries, at a time when Japan and the

Asian NIEs had lost their competitive advantages in labor-intensive sectors.

- Limit and problems
The process of development of the TVEs has not been perfect or faultless. Excessive competition

with SOEs, subsequent waste of resources and energy, and environmental pollution have often been

-criticized. Even the high rate of growth was overestimated in comparison with value-added type production,
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since it was ckprcéscd according to thé materinl production system (MPSj that duplicated the acco.n'nting
of intermediate products, as used in socialist countries in the past Furthermore, townshlps and vdlages
tended to inflate the production of thelr enterprises to impress upper organizations. Even now, they are |
being repeatedly admonished to eliminate such malpractices.

Around 1997, the development of TVEs started to slow down wifh rumors of thcﬁ fcmninat_ion. However,
they have not lost their function yet as the traction engine of thé Chinese economy, since their growm
rate is as high as 17.3 percent on a value-added basis, and 16.9 percent in the industrial sector for fiscal
1998 at a time when the national economy is entenng a stabilized development stage. Nevertheless, it is
undeniabie that a number of problems have occurred. _ _ _

The most important problem is the transition, from a '.shortagc economy’ caused by the shoﬁcominéé
inherent in a socialist planned economy system, to an 'onérsupply econotny' as a result of the
encouragement of strong compemlon The orgamzauon of SOEs has been restructured to a ccrtam
degree. This has intensified the competition among enterprises and made product quality mcreasmgly
important. Consequently, it is natural that some TVEs, which have stressed quantitative cxpans:on, will

fail.

Moreover the issue of the ownership system of collective-owned enterprises is apparently having a



negative effect on enterprise management. At quite a few enterprises ownership is not clearly specified,
and the responsibility for management remain ambiguous. At the same time, financial institutions, which

are instructed to clarify management responsibilities, tighten the conditions for loans. As a result, it is

. becoming increasingly difficult for TVES to raise funds. As an outcome of the expanded and intensified

market mechanism, bipolarization of TVEs has started. Some TVEs will be able to transform themselves
into rationally organized enterprises (rivalling SOEs in terms of size and technology), and others will be
ruined.

Reflecting this tendency, one of the most important functions of TVEs., labor absorption, is gradually
diminishing, due to the falling growth rate and a gradual decrease in the labor supply, the result of
increased capital equipment ratios. In addition, there more access to the cities for temporary work where
wage levels are comparatively Iﬁgh. As a result, there has been an outflow of labor from agricultural
Villages to the cities making it pointless to attempt to further industrialize agricultural villageé.;

Under th.ese c..irt:umstanccs, the central government has let some TVEs withdraw according to the
principle of market competition and position others_ as medijum to small-scale enterprises. The cenfral
government appears to want the TVEs .to establish affiliations with large-scale SOEs and to guide them
to develop in fields inappropriate to.large-scale enterprises. Thus the government has started making

efforts to create new niche industries.

il. Overall features of rural industrialization in Viet Nam

.l"

Present state of rural industrialiiation in Viet Nam

Village enterprises in Viet Nam may be defined as non-staté-owned enterprise groups in various
business fields located in agricﬁltur_al areas. One of the featﬁres of the development of existing industries
in agricultural villages is that industrial producti_on in rural areas is still only 18 percent of the national

totat or 17 percent of that in the private sector (UNDP). However this is not less than in China during the

_ transitional period.

Another feature is that the collective sector is weaker. Shares of enterprises by ownership type in
terms of gross domestxc production (36.1016 trillion dong) during fiscal 1998 were as follows: state-

owned sector 40.0 percent; collective ownership sector 8.9 percent; private sector 3.4 percent; farmly

g busmess sector 33.8 percent, mixed-ownership sector 3.8 percent; and foreign capital sector 10.3 percent.

Productlon shares of different sectors in the manufacturing industry were: state-owned enterprise

sector 46. 2 percent (central 30. 3 percent and local 15.9 percent), non-state-owned sector 22.0 percent

(collective ownership sector 0.55 percent, private sector 23 percent, family business sector 13.6 percent,

. rmxed-ownershlp sector 5.6 percent and forelgn capital sector 31.8 percent)

_The welghts of state-owned sector are gradualiy decreasing in terms of the amount of production,
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particularly in the manufacturing sector. In the non-state-owned sector, the private sector and foreign
capital sector are comparatively large, and the group enterprise sector is extremely small. Under the
collective agricultural management centered on cooperatives in Viet Nam, capital formation by groups
is limited compared to that of the People’s Communes in China. The reason for this phenomenon will be

the subject of future research.

Problems in policies concerning rural industrialization

1}  Where agricultural villages have high unemployment rates, the Vietnamese government appears to
stress employment opportunities to compensate for income shortages from the agricultural sector, and
rural industrialization is regarded as a means of supplementing the household econbmy of the farmers.
From this viewpoint, the main business fields for industrialization aré the processing of agricultural
products, traditional handicrafts produced mainly during the agricultural off seasons, and small-scale
manufacturing of miscellancous articles for ephemeral daily use. These businesses are mainly
undertaken by fanncrs This means that side businesses are the ifnportant agents in the industrialization

of agricultural villages.

2)- Few experts have conceptualized the development of rural industrialization in relation to the

- expansion of agricultural producticn or the beneficial _circulatidﬁ of products and pfodﬁctive factor
between agriculture and iﬁdﬁstry resﬁlting from the mechanization of agriculturé This seetﬁs tobe
attnbutable in large part to the situation where land for culuvatlon is scattered in small plots and the
incentive to expand rice productlon is weak. _ _

3) On the other hand, it appears that policy—makers are apprehensive that the gap betweé.n rich and

- poor will widen, if rural industrialization progresses. The diﬂ"erence in income between people and
between regions is currently one of the most important of political issues. Policy-makers appear to be
fearful of a situation in which the rich, in search of investment posmbxlmes become richer through
rural mdustnallzanon and the gap between them and the poor w:dens _

4) Dﬂemmas relating to 1) _and 3) above may be the reason for the hesitation of cenﬁal government to
promote of rural industrialization. The World ﬁank and UNDP have crificized the Vietnamese
government for their preferential treatment of SOEs thereby retardmg rural industrialization. However
their views have been rejected by the Vietnamese government.

5)  For industrialization, what is lacking or extremely inadequate are capitai, technology, knowledge
of market mechanisms, and information and circulation networks. The small size .of the domestic

market also limits new businesses. |

6) Relative to the aboﬁe, industrialists are anxious about the risk of corporaté managenient failure, and
a situation in which sales stagnate and business performance declires, even. if businesses are tempomnly

- in good condition, because markets have been saturated. © -
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Ty Incontrast to the clear-cut policy in China to place the economy first under the strong leadership of
Deng Xiaoping, the leaders in Viet Nam appear to be too deliberate to advance immediately toward a

- market economy.

3. Viable sectors in Viet Nam and strategies
Even if the main purpose of industrialization is to provide employment opportunities, it is essential to
find conditions for sustainable development. It is important not only to concentrate on business fields
from which profit can be expected in the short term (though this is admittedly necessary), bot also to
select those with rclaﬁvcly advantageous positions in the national economy and in particular areas and
pursue their development from the viewpoint of creating capital formation.
The development of the TVEs in China demonstrated various features in terms of timing, regions,
- developmental processes and other factors, and was achieved in segregation from the SOEs. This has
lessons for thc. policies to promote rural industrialization in Viet Nam.
D To improve the productivity of agricultural production, importance should be attached to the
~ industrialization of agriculmre-rcla.tod sectors, in order to pursue a favorable cyclical relationship
between agriculture and industry.
2) Accordiug' to experience in China, enterprises should produce parts for the products of SOEs as
afﬁliateo enterprises, whether they are collective-owned or.family managed, or miscellaneous articles
. for .daily use and other products that do not compete with those of SOEs. Enterprises may develop into
niche industries, 1f they manufacture the above-mentioned typical TVE products in China, such as (1)
- low—pnce low—qual:ty products for low-income consumers, (2) building materials for farmers, (3)
small articles in response to new demand (4 tradmonal handicrafts (already being manufactured in
Bat Trang and other villages), and (5) high-grade products for export (clothing and some other products
- are already being u_lanufactured).

: With regard to.(3) above, various types of sundry products and small articles sold at Dongxuan, a
typical Hanoi market, are mostly imported from foreign countries. Chinese products include clothing,
cigaretto lighters, umbrellas, adhesive tapes, bags, toys and purses, manufactured at TVEs in Wenzhou
and other areas. Ent_efprises capable of mﬁnufact;u‘iné these products do not require a large amount of
initial capital or a high technical level. |

It has been said that in recent years products manufactured in Viet Nam' compete well enough to

- drive out Chinese pmdocts. If this is true, Vietnamese produots should be developed for foreign
markets _

3) Local mdusmes can be created and a Vietnamese version of 'yixiang yipin' (one village, one product)

campaugn could be promoted In China, each reg:on tends to produce one to three types of products,

like in the one-vﬂlage one~product campmgn wh:ch originated from Oita prefecture, Japan. Fei Xlaotong
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in China noted the Japanese one-village one-product campaign. Chinese people also started to use
such terms as 'yixiang yipin' and 'yixiang duopin’ (one town, many products}.

In the Red River Delta in Viet Nam, one of the most important issues is how to revive the traditions
of cotton textile and bamboo handicrafts, popularized in 1936 by the well-known publication 'Les
paysans dans delta tonkinois' by Pierre Gourou. If Viet Nam adopts a village specialty system, integration
as in the past ctfect may be expected. _

To vitalize local industries, as in the experience of Japan and China, the leadersltip from the private
sector is essential. It would be useful for Viet Nam to make excirculation with model leaders in these
countries. |

Importance of the role of local govemmenté {provincial, prefectural and commune)

It would.be no exaggeration to say that local governments are the key to the development of
enterprises in agricultural villages. In order to control trading costs when the market organizations
have not yet developed, the existence of cortununtil sttems ar'e. important. Histoﬁcally the communes

in the northern part of Viet Nam appear to have executed its function. As observed in the Sunan

model, it is possnble for local govemments to start collective-owned enterprises and become the main

managers. As in the cases of the Zhujlang and Wenzhou models the role of local govemments in

- backing up enterprises should not be underestimated. The following actions will have practical effects

in this regard: -
¢y Govemmcnt itself undertaking to manage enterprises or associat_ionsr of local enterpriscs
(creating and managing commune-Tun enterpnses) | |
(2) Collection and dissemination of information and to enterprises and individuals, human lmkage
in administration, utilization of networks (govemment guarantcemg the expansion of selling
" routes and margin trading)
3 ngal arbm'atmn in business-related conﬂlcts betwecn farmers within adnumstratlvc districts
- (4) Institutional guarantees for development finance, reservmg of profits of collectwe-owned
cnterpnses at the town_shlp or v1llage government, llber_ahzan_on of deposrt interest rates w1thm |
specified ranges to attract surplus funds from cities (It is ess.ential to reduce taxes for enterprises
managed by mdlvrduals and legalize private financial organizations.)
(5) Export-led development strategies, in coexistence w1th the countries of east and southeast
Asia.
Apparently it is important to adopt the above policies to encourage a.rtd induce devclt:upment from a

multi-dimensional perspective.
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Development of Rural Industry
during Industrialization and Modernization in Viet Nam

Nguyen Dinh Phan
Nguyen Van Phuc

Hanoi National Economics University
1. Nature and actual status of Viet Nam rural industry

(1) Nature and role of rural industry

In the world of sciehtists and managers, there are different opinions about the concept and existence

of rural mdustry (RI). There exist 5 different ways of understanding of RI:
- Rl is small artisanal industry in countrysnde distributed in craft/ trade villages.
+  Rlis industry in rural area, regardless of its scale and qualification.

"~ - Rlis industry serving the 'countrysidé, whether in urban or fural areas.
- Rlisan indﬁstrial part located in rural areas and associated ﬁghﬂy with agriculture and countryside.
- It does not include big enterpﬁses serving the whole country and less associated with agriculture

a_ihd Edhntryside. For cxarﬁplc, exploitation enterprises,' cement enterprises, military enterprises.

- - Rlis invested-by farmers

: These ‘concepts have common points as follows:
¢ Not referred to scale in RI concept. Although at thc present, RI in Viet Nam mainly includes
* small -and-medium-sized artisanal industry (SAI). In the future, RI may include large enterprises.
. : RI shéll be assoc‘iated with agriculture and countryﬁide in terms of distribution market, raw

materials and labor.
« o Rli isa dynanuc concept. _
- In our opinion, RI is a part of the whole country's industry, distributed in counu-ysnde and has a tight
relationship with socio-economic development in rural areas, mcludmg production and business activities
“of ecbnomic family-houseﬁolds, businesses of various economic entities, whose production and business
operaﬁons are carﬁed out on a basis of exploiting local resources and serving local, national and
' intemational.markets. ’ :
Othcrs' are of the dpinion that, RI has not been shaped yet but only small artisanal industrj in rural
- areas. In our opuuon, RI has been sh_axd over §ome decades and it is truly an economic entity, that plays
an :ming!y imm nt :._'gle in rural areas.
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Because:

The key form of RE in Viet Nam at the present is small artisanal industry, an initial form of
industrial development, that has existed and developed for many years.

Rl is a large and independent force in the countryside, beside labor and business entities there
exists also a large workforce specialized in handicraft and industry in rural arcas. RI has created a

not small quantity of products for the society, including capital goods and consumer goods to serve

production, life and export.

RI exists in a_subjective manner, for the following reasons:

Law on social labor division takes place in the orientation that industry is splitted from agriculture
to become an independent sector, at the same time indusiry, in its turn, returns to combine with
agriculture at a new higher'level; a pén of rural labor is shifted to work in the area of induﬁtry and
service. The more the industry develops to a higher level, the more the demand for combinatibn is
urgent. _ _

Development of RY in rural areas is also started from a high pressure, that is to settle employment
in countryside, a place where land is narrow with a high density of popuiation and labor is in a
severe redundancy. According to statistic data, labor redundancy and unémpioyment in 'countryside

across the country in 1998 numbered about 7.11 million persons, éécounting for 25.3% of total

'persons needed for employmem in rural areas.

Development of RI is_ dué to emergency demand from_thé Very developménf of a_g'ricdlture. ahd
rural areas.-For recent year.s of reno(vation, Viet Nam agriculture has devglopcd in the direction of
commercial production and diversiﬁcatidn. This réquires industry for producing capital goods serving
agriculture such as fertilizers, insecticides and working toois... At the same time, agri‘culture'also
requires the strong development of industry of pfeservation and processing of ﬁShery, agro-forestry

products with a view to raising productivity, improving value of agricultura products and minimizing

- losses and damages during farm-product harvest and preservation. Thanks to RI, farm-products

value over an unit of cropping area has been considerably increased in recent jmars

Our country is gomg upwards from an agncultural country, so Rl and its development playa crucnal

role during industrialization and modermzauon of the whole country in general and the counlrysnde in

particular. This is reflected in two aspects.

RI dévelopment will create more jobs and increase income fof rural pbpulation. In average, a
uaddcmﬁ-speciﬁc estabiishmentffacility creates stable jobs for 27 labofers, a craft hdusehoid for 4
- 6 laborers. Besides the number of regular employees, craft households and businesses still involve
more idle laborers: 2-5 persons per household and 8-10 peréons per facility, particuléu'ly trades of
textlle embrmdery, bamboo-, rattan-w1ckerworks a facxhty can involve 200 - 300employecs Income

from RI usually can be 2 3 times as much as compared to pure agnculture it numbers 70% for



farmer-households doing more than one trade/ profession,

- Rl development creates a not small quantity of goods to meet demands of production, life and
export. In many provinces, RI accounts for nearly 70% of gross value of local (provincial) industries
and generates a lot of products such as processed agricultural products, handicraft articles, building
materials to serve production and life at localities and many products that have been exported
{handicraft commodities, bamboo-rattan wickerworks). -

- RIdevelopment contributes to convert economic structure in rural areas. Through development

“of industry for agricultural, forestry and fishery products processing, industry of producing capital
goods for serving agriculture and de\?elopment of other industries, small artisanal industry that
involve many laborers and create more jobs, RI has contributed to convert economic structure in
rural areas in the direction: developing commercial agriculture with high economic efficiency,
increasing proportion of industry and service in rural areas, converting labor from agricultural
production with low income into development of industry with high income. Development of industry

- of pfocesoing longan, litclli, garlic, capsicum... ¢ven although at rough processing level (drying...),
_tlut it has an .obvious lfnpact on _econdmio structure conversion in a number of rural areas.’ : '

Rolé of Rl is of histol-ical and stage nature. When the economy in general and urban eoonomy in

'parucular dcvelop at a low level RI plays an 1mportant role contnbutmg actively to socxo-econormc |
development and structural conversion of rural economy. However when the economy in general and
urban economy in pamcular have reached a high development level, Rl i importance will declme many
products and a number of trades/ professnons will give up their place and will be substituted by urban ,
industry, such as ordmary textile, metallurgy, mechanical engmeenng... However, rural industry still
necessarily éxisl and there are mauy pfoducts that canuot be substimted by uroan induétry such as artisanat

{wooden craftworks, wickerworks, embroidery, pOroelain,'pottery handicrafts).

. {2} Actual status of development of RI in the past years
- 2.1 lSituau_'ou of deuelopmer_u of Rl in the past years
- I;?rom'_l990 up to now, Viet Nam RI has seen a considerable development but uneven and unstable.
It has been present in almost all fields, with varlous proclucts and has contributed actively in socio-
economic development of rural areas in particular and all the économy in general.
- a- .Scale an i velopment of RI - |
From 1990 uo to now, RI has seen two periods of development in two different directions: In
" 1990-1993 period, R1 has considecably declined. Workforce in RI in mid-1993 remained only about
- 70% as compared to 1990. In the same peﬁod, total output value has been reduced by about 80%.
From the midst of 1993, RI resumed its development. Basically, up-to 1995, RI has been restored to

be cqual to its level in 1990, Howovel', its structure has been significantly changed: Most products
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produced previously in the centrally subsidized mechanism (for instance, export contracts on a
basis of agreements between Vietnamese Government with other countries’ governments, contracts
for exporting many handicraft aﬁicles,...) have sharply declined, not able to be restored or restored
insignificantly. On the contrast, many new commaodities, designed and produced/ commercialized
on a basis of market economy, had been developed rather strongly. Particularly, rapid development
could be acknowledged in the industries whose products in a large demand from domestic market,
associated with restoration of the economy particularly rural economy, for instance, ordinary
construction materials, metal products (particularly in construction), garment, processed food,...
From 1995 to 1998, RI has seen a growth both in number of facilities, employees and results of
production and business operations. According to survey data in a number of provinces, growth

rates are illustrated in table 1.

Table 1: Growth rate of rural industries in some provinces® (%) -

No - Provinces Units Labour Output value Annual averag____
1 | Phd Tho 139 30.4 40.1 8.02
2 | Hoa Binh 27.0 7.5 31.7 6.34
3 | HaTay . 11.6 - 6.0 84.2 16.84
4 | Théi Binh 5.6 22.0 61.1 12.22
5 | Hai Duong " 1.4 -4.1 276 552
6 | Da Ning** -8.6 -1.2 8.1 12.7
7 | Daklak 83.1 40.0 46.6 .- 932
8 | GialLai - 56.1 . 7843 . 156.86
9 | Kién Giang - 4.8 S - S
10 | Tay Ninh 2347 1720 9644 192.88
i1 | Dd ng Thép 294 12.5 4.1 '
12 | C4d Mau** -~ -6.1 28.1 46.2 9.24

*During only 1997- 1998; ** During 1996- 1998

Source: Report on the survey of rural indusiries in provinces, 1999
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Data in table 1 show that: Except for provinces in Red River delte at locaiities where RI has
reached a rather good level and scale of development sine 3 years, growth rate has declmcd even
sharply declmed in some provinces. Meanwhile, in provinces where RI has not developed yet {Gia
Lai, Daklak, Tay Ninh) the growth rate has been very high. T]'llS indicates that Rlis servmg mainly
local market and there is a spreading from provinces whose RI is developed to provinces whose RI |
is less developed. It is Just this spreading that causes the competmon between RI facilities to become -
more rigorous. Meanwhile productivity, quality, parucularly the change of desngn pattems of products
in the "source” facilities is not faster as compared to newly founded facilities and vﬂlages, while
just the transferrers of tredes/jobs face mote diﬁ'leultics, even dcclinc; This phenomena has been
also recorded in a number of traditional artisanal villages Such_as La Xuyen (Nam Dinh), Hueng

Canh (Vinh Phu), Bat Trang (Hanoi).



Started from awarcness of RI advantages in proportion of investment to each facility that is far
much lower as compared to big enterprises, most provinces give prior concern to import non-
agricultural trades/professions into their local areas to eradicate "trade-white" villages and communes,
Many provinces have regarded this as a priority policy to develop RI in particular and
industrialization/modernization of agriculture and countryside in general. Provinces in Red River
delta are subject to high pressure in termé of labor and employment, as they have traditionai artisanal
villages, give a particular concern to this policy. It took a couple of years for Thai Binh province to
eradicate this situation. Nam Dinh, Hé.Tﬁy and Hai Duohg are also provinces that oﬁmined good
results in this orientation.

- Comparison of growth-rates of 3 indexes in terms of output value, number of cmpioyees and
number of businesses in different provinces has not shown any obvious and common intéi_'action:
while in a riuniber Of pfdvinces, all 3 indexes are increased together, in other provinces, there is one
that declines while others increase. Relation of direct proportion between growth rates of indexes
ha\-.fe. not been seen as @ell. This seems as a contradiction with common logic in interactive
relationship between numb#r of employeés input with production value output and number of
production facilities. This contradiction can be only explained by the restructuring of TR products:
" Due to chénge of demand, propoﬁibn of product output of low value declines, while percentage of
- products of .high .val_uc increases. This .is also in line with the trend seen in processing ihdusu'y in

rural areas: many agricultural pfoducts have been processed with an increasingly higher level. |

Another noteworthy point is: in 1997 - 1998, economic crisis happened in South-East Asia.
.According to common logic, it has to influence our country's economy, of which there is RI, with a
certain "delay". However, according to reports of provincial departments of industry in surveyed
provinces, this phenomena of decline has not been noted largely in RI of these provinces. In provinces
where R1 is assessed as declined, output value and product output did not decline or there was only
some changes 6f stmctﬁrc between products and ﬁ‘adcs.

This is explained because RI only serves basically domestic demand, firstly local demand, but it
is associated with really stable and thoroughly investigated demand. Association between RI and
urban 'mduétr_y, particularly under the form of processing association, is not common and popular.
It is.ju'st this absence of association ﬁetween RI and urban mdusz, that causes R to face a danger:

many RI products inheréntly distributed at local market are now substituted by urban indus@‘s
products. Typical cases include sweet, cakes, processed products. Economic globalization will make
thls effect more heavier and stronger. |

Comparisen of absolute value of said provinces 'c;«m give a rather big difference between IRs in
various provinces. Generally, provinces with high value of IR are those who have small artisanal

- industries developed for many years. Convenient infrastruéture is-regarded as a condition urging
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forward IR to develop more stronger (but currently, no data have been collected to reflect their
interaction relationship). Provinces in delta region generally reach product value of IR far much
higher as compared to those in hilly and mountainous region. Value of RI in Red River deita provinces

is also higher as compared to other provinces as shown in table 2,

Table 2: OQutput value of rural industries in provinces (Million VND) .

No - Provinces 1996 - 1997 1998
1 | Phi Tho 166,426 186,835 214,478
2 | Hoi Binh " 55,520 65,319 " 68,025
3 | HaTay 973,500 1,030,400 - 1,098,300
4 | Th4i Binh 116,993 110,356 992,116
5 Hai Duong 439,586 - - 510,302 560,800
6 | Da Nang 370,937 425877 - 512,330
7 | Dakfak 397,995 445,355 514,000
8 | GiaLai - 182,501 . 200768 e

9 | Ty Ninh 324,062 318,346 298,668 -
10 | Dd ng Thap . 483,554 550,080 - N 542,114
i1 | CaMau 352363 393,045 515,000

Source: Report on the survey of rural industries in provinces, 1999
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“Table 2 also shows that in 3 years 1996-1998, Rl is not developéd evenly in all provinces. Province

- that has the largest R1 output is Ha Tay. In 1998, output value of RI in this province is 16 times as

- much as compared to Hoa Binh province (that has lowest output value of RI), nearly 2 times as

compared to Hai Duong province (that has cutput value of R ranked second after Ha Tay in surveyed

- provinces).

In some provinces, RI has scen not. only no incre_aée but decline both in results of mbdﬁction and
business operations and the number of erﬂployees invol#ed. Tay Ninh 1s a typicél exalﬁple. Output
value of IR from this province declined in 3 consecut_i.ve years. Number of employees involved in
this field also declined. The key reason for fhis situation is the conversion of ccor_lomic structure in
the orientation of expanding servicé area. Propoﬁion of service industry has been bontinuously
increascd from 1995 until now and it has occupied the second pos'ition, 1.69 times as much as
compared to proportion of industry in GDP of the whole province in 1997,

In economic structure of surveyed provinces, RI has only a very moderate pdsiﬁon. Proﬂuctio_n
value generated by RI accounts for only .......% in industﬁal produch value of the whole pfovince.
In GDP of provinces, this proportion is much fnore smaller. In most localities, it has not escaped
from the position as "an ancillary industry” associated tightly with agriculture. Just in &adiﬁonal-
trade villages, where RI generates over 50% of income fdr_ the community, agricuiture is still regarded
as "foﬁnda_tion" and RI as "ancillary trade/ profeésion" which produccS so much whﬁtsocvcr, is

regarded as full of hazard. _ o
Not only small from overall aspect, but also even each produétion facil_ity/ establishment belonging



to RI and private business, joint-stock company, company with limited liabilities in rural areas also
have a small size. According to estimation of State-management officials in many surveyed provinces,
over 80% of workforce belonging to RI is operating in production facilities of family-size. With
businesses of various kinds (private business, company with limited liabilities, cooperative), number
of employees working on regular and stable basis is limited under 100 persons. '

Size of average capital of these businesses in provinces surveyed in 1999, fluctuates between
VND 60 million to 90 million. If compared to cost of equipment and technology in current market,
level of social investment to RI (sce table 2) is enough only for rehabilitation of buildings/ shops or
procurement of some additional equipment locally manufactured of low or average technological

level. With such an investment from provinces, it is able to secure investment to some enterprises

- and not quite enough for investment to many enterprises with modem equipment, not to mention

automatic equipment capable to manufacture products with high precision and homogeneity, enabling

to diversify products easily.

Table 3: Investment in rural industries in the surveyed provinces during 1998 (million VND)

- Provinces Investment capital Invested units Investment capital/unit
1 | Phi Tho 35,695 931 38.3
2 | Hoa Binh* - 2,751 384 7.2
3 | HaTay - 72,114 6.856 10.5
4 | Thdi Binh - 25,580 47 544.3
5 | Hai Duong 35,378 2.586 - - 13.7
6 | D4 Ning 13,843 109 127
7 | Daklak™* 59,481 2310 25.7
. 8 | GiaLai 43,452 S Ce
9 | Téy Ninh 100,345 5.214 19.2
10_| Db ng Thip - 6,293 - 149 4272
11 | CaMau 83,073 3.067 27.1
Source: Reports by Provincial Departments of Industry, 1999
- * The first half of 1998
" ** For 1997

Data in this table also indicate that investment level to facilities at localities differs very much

from each other. Wh.ijc output value of Rl in Red River delta is higher as compared to other provinces,

~ the investment rate for facilities in this area is lower. This trend enables us to forecast that in some

. time to come, output value of Rl in other provinces is likely to catch up Red River delta. Moreover,

it can be expected that with such investment, technical and technological gualification of Red River

delta will be improved more slowly than other provinces.

b- Strﬁcture of ﬁ'ade_/ihdusﬂ and products

Accordiﬁg to reports from provi.nc'e's, in trade/industry and product structure of RI, the industry

: which accounts for thc'highes't bropdrtion is food processing industry. This percentage reaches the
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highest level in Ty Ninh province with more than 77%, Ca Mau with 70% RI output value generated
by the food industry and the lowest is in Thdi Binh with proportion of 18.8%, Daklak 26.5% (in
1998) respectively.

It is noteworthy that in reports from most provinces, the food industry has been increased in 3
consecutive years 1996 - 1998. However, if looking thoroughly at the situation of this industry, we
can infer that it has been developed mainly in an extensive way and almost no change has been
made in terms of quality. Its products in this period remained to have no signiﬁcant change and it
Was only service of grinding and rough processing of farm products, producing sweet and cakes of
low quality and distributed mainly on local markets. In organizational respect, major kind applied
in this industry is production from houscholds with basically manual equipment.

One of the factors inﬂuencing strongly on the change of industry/ trade and products of RI is the
change of tradition and habits of consumption and income of the community. In the past years,
average income pér capita in countryside has increased, nature of commercial production of
agriculture has been raised. Therefore, rural communities have the trend to increasingly use processed
products and goods of high quahty and higher cost as well. '

Deliberation of rural consumers has been more balanced between pnce and quahty Propomon
of goods at average and hxgh price has been sl:ghtly increased. _

TWo other industries which have rather 1mportant posntlons in RI are productwn of bulldmg
materials and small mechanical cngmeenng industry (partlcularly mechanical scrv1ce of repalr) In
9 surveyed provmces taken as a whole proportion of mechamcal engineering in total output value
of RI in 1998 is 13.38% and of produccd bunldmg matcrlals is 15.99% respccnvcly Lookmg at
structure of mdustry/ product of each provmce except for provmces in Red River delta and Dong. '
Thap, _where produced building materials accounts for a largc percentage, in other provmces small
mechanical engineering industry occupies 2 percentage many times .larger as comnared to conéuucﬁon
materials indnstry."Ihis reflects 'partly the actual structure of products of these indu_étrics: first and

foremost the materials producing indusfry gives only ordinafy materiaIS' {bricks, tiles' lime, sand,

- pebbles, stones, construction porcelam “ordinary enameled tiles with low quahty, ) serving

construction works of local communities. In delta provinces, whcrc the populatlon is dense with a

large demand for construction and average income capita is not as high as in _urban areas, the said
products are in large demand and high consumption (4). On the contrast, in other places, demand
for metal products (including farming tools, metal goods (iron_mongery) for construction...) and
mechanical service (especially repair services) is in large demand and has conditions for. stronger

development.

Industries yet having small size and proportion, but exist in most provinces are textile and garment,

" leather-shoes, handicraft.



Development of each specified industry or trade takes place in differcnt ways.

In 1998, proportion of textile and garment industry in total RI output value reaches its highest
peak in Phu Tho (15.65%), Daklak (13.8%), Ha Tay (13.0%).

Noteworthy are 2 two provinces whose textile and garment industry used to play an important
role with a rather high percentage (15-20% of gross RI product), namely Hai Duong and D4 Nang,
this proportion declined sharply (down to 6.2% in Hai Duong and nearly 6% in D4 Ning). The
reason for the sharp decline of this industry in said provinces is due to the loss of link between RI in
these provinces with production and commerce facilities of the same industry in urban area (that
used to be maintained under the form of processing relationship, including processing relationship
which foreign countries). Just in HA T4y, before 1993, percentage of textile-garment industry always
numbered 15-20% of RI gross product value due to maintaining processing relationship with many
facilities in Hanoi (among them, Hoa Xa textile village is a typical example). Currently, these

- relationships are lost, and product value of this industry declines accordingly, that causes their
percentage to decline resp:étiv_ely. '

From above-mentioned analysis 6n industry structure and product structure of RI in surveyed
focalities, we can draw some remarks as follows:

- Fifst and fbremost, RI has a change in structure of industries/ trades and preducts in the
oricﬁtati_on of association with market and subject to the market adjrustmcnt. The reason is that,
pr_odu'ction'units of Rl really operate as pe.r market mechanism. However, changes in industry/
trade structure of RI-are not yet basic changes. These are changes in terms of quantity of an

| industriat entity, that are niainly targeted at product manufacture as on-the-spot service for local
demand. - -

- Inthe past yéars, advantages in terms of on-site resources and natural resources has declined
in respect of their role in IR development. Such factors as tradition, production experiences,
wofkmanghib have not maintained any longer their detcnnining pasition for development of

: eéch'proddction facility, even of each 'm. Regarding this issue, relationship of traditional clients,

. capacity of applyinéscicntiﬁc tcchnolbgical advénccs, capag:ity'of divérsifying, renpva.t'ing and
_.'improvin'g pfoduéts to be in line with con-sumers' requirements are of increasingly higher
importance. | ) | | |
- ___Rélationship"(_J.f association between RI and urban industry influences suongly on capacity
- 's_md oricntaﬁonr (_)._t" RI development. o | |
"¢ Goographic distribution of RI
- Rl de\-f'e.l.opment takes place uhevenly between regions in the country. Areas with strongest
| dgveiopn;eht are delta areas and those préviously eﬂstcd rather strong development of artisanal

trade villages.
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Even in each province, development of each part is not similar to each other. Areas with pace and )
level of high development usually are: i) areas with high density of population, i) areas having
convenient conditions of infrastructure (particularty road system), and iii) areas with non-agricultural
production tradition.

" In RI development, handicraft-trade viilages are playing an important rele. The spread of these
trade villages has not taken place as expected both in size and rate. However, they remain as industrial
production centers in rural areas. Firstly, provinces in Northern delta, where exists a tradition for
artisanal production, have a largest scale of production among' all surveyed provinces {table 2).
Secondly, even in Red River delta provinces, R1 also reaches highest output value in districts or
parts where many traditional trade villages exist. Comparizing values of industrial outputs of various
districts in Thai Binh province, we found that areas with many traditional trade villages produce
more than two times as much as compared to areas without traditional trade villages (see tablc 4). A
similar result is obtained lf analyzmg data of Hai Duong and Ha Tay provmces Alsc in areas with
such v1llagcs exist most busmesscs (private busmess company with limited liabilities and joint
stock company)

Another study on the trade producing consumcrs goods made from rush plant in Kim Son district

- (October 2000) also indicates that in villages where rush commodities are of lraqunal trade, even
in most severe years and months, income of craftsmen is always highcr as compared to pure farming

- laborer. On the other hand, it is just the rdst—trade laborers v)hb have found out how to improve

- design learned patterns and learned models which are in line with reﬁﬁire'ments,' with a view to
seeking and obtaining new markets for their own products. : | |

These above remarks show that reallty is on contrast 10 extreme conclusions that trade vnllage

due to the nature of its traditions and conservatism is hampering RI development in these localities,

Tabie 4: Output value of rural in’dusti_es .in Thai Binh by district (million VND)

- Districts

1995

1997

1998

Source: Report by the Department of Industry of Thai Binh, 1999
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No 1996
1 | Township 91.479 115413 139.650 142.100
2 {Vathy 55.828 - 76.728 91.306 91,306
3 | Kién xuong 101.852 . 90,237 . 103.000 . - 105.926
4 | Tién héi 76.316 . $9.028 - 95.076 98492
5 | Dong hung 82,287 101.180 111,500 =+ 114,200
6 | Quy nh phu 48.230 69.955 64.500 71.754 -
7 | Hung ha 237.954 "~ 311.667 302.025 270.628
§ | Thai thuy 52.605 76.900 82745 . - 87.710
Total 746.551 - 931,108 989.802 992,116




d-

Market of RI

Observations made in different localities in all North, Central and South regions, permit to identify
key channels and forms of product distribution of RI as follows:

- Processing for businesses in urban areas (industrial production, import-export).

- Selling directly to suppliers/distributors (with various forms of payment such as down payment
in-cash, payment in advance or on credit, barter,...).

- Distributing directly on the market.

The two forms of processing for and selling to suppliers are recognized as common. This permit
to acknowled ge the hypothesis that, labor division has really developed a step, commercial production
has been raised up to a higher level. From this, we can see that RI market has been expanded due to
having a link that assumes this work, and shared profits from production units.

RI products are mainly distributed in domestic market, of which most are distributed just at the
locality or adjacent areas. '

A survey in Tu Liem district shows that over 2/3 artisanal households distribute their products

just in district area, or bring their pi'oducts to be sold in the city or adjacent districts in Ha Tay, Vinh

- Phuc provinces. Most of products belonging to farm-products processing industry, building materials,

“metal goods-mechanical products, earthenware, are of this kind. It is noteworthy that earthenware

: (pbttcry, porcelain) of low qﬁality that had been previously sold to underdeveloped areas of China

" in a large number (in the early years of nineties) are now absent in the border area. On the contrary,

while the trend of sewing clothes by oneself (for use by individual and family) in rural areas has
been substituted by the increasing trend of using ready-made clothes, on domestic market, products
of textile-gannent‘industry _afc inércésingly subject to cdinbctition by Chincse garment products.
Just in border area of Ha Gi.ang province, price of a man'slsuit of China ié only equal to 1/3 - 1/2 of
that of a suit of the same quahty from Viet Nam. This has ndt_ o_rﬂy an adversc impact on production
of garment industry in urbd_n are-aslbl_xt also i'n'éoimtry.s.ide; Iﬁ t_he' éarly years of 90's, Co Nhue
commune throve rapidly on goods procé'ssing fo export to.. K(.)r.eJa and other countries. Currently,
due to cqmpetiti_oﬂ, the garmcnt tradé there has d;:ciined_by'm;)rc_ than one half as compared to peak
point. . . o .

Hdwcvcr, alotof tradit_ionai artisanal products have been cxpoﬁéd to other countries, particularly

_ developed industrial countries.

.~ Wickerworks, rush commodities... that have sharply declined to an extent that over 50% of
production facilities had to be dissolved previously, have been restored, even resumed their strong

development. Their market from the situation that they were only distributed to East-Europe, has

. been éxp_atid_ed to “hard-tb-p(ease“_ m_arkcts such as West-Europe. This indicates that RI products

are not unable to be exported to dgvelolied iﬁdusmial nations but the key problem is whether these
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products could be recognized as appropriate and compliant with requirements of customers.

In the years the economy is converted into operating in market mechanism, this mechanism is not

only applied to products of output but also raw materials and services. Even labor market has been

shaped.

e_

Technology

Technology of RI is generally assessed as at low-level, despite of some significant renovation in

recent years. Surveys carried out in selected areas show that technological renovation has major

characteristics as follows:

Technology and techniques of RI production units are generally assessed as backward. Manual
techniques are applied commonly to RI. In Ha Tiy, a province with largest product value of R
among surveyed prpvinces, average capital for eqeipment per capita reached only VND 3.433

million in 1998 rather smaller as compared to other provingces.

Small mechanical repa'ir industry as best equipped reaches only VND 5.745 miltion per capita.

According to assessment by industry-control authorities (Prdvincial Dcpétrfment of Industry),

technology in industry of small mechanical repair, building materials producnon food processmg

and handicraft is at average level, but in other mdustncs it is backward as compared to the common

level in Viet Nam. Just in Daklak and Gia Lai provinces, where RI output value is not high and

workforce is not numerbt_ls, their capital for eqpipment is high. Average capital for equipment' inRI

of surveyed provinces is collected by just provincial Departments of Industry of surveye’d provinces.

Tabie 5: Gapital per head in provinces {million VN.D)

No - Provinces . :
I | Phi Tho 5440 -
2 | Ha Tay 3.445
3 | Théi Binh - 1.395.
4 | Hai Duong 7.520
5 | DaNing - ' "9.800
6 | Daklak ' 10951
7 | Gia Lai ' . 6.540
8 | Tiy Ninh - 5.825
S | Dong Thip - 6.387
10 | Ca Mau 7.458
* For food processing only

Source Repom by Provincial Deparrmenrs of Industry

Data in the above table also enable us td i-emark that level of capital exploitation end use by

various provinces are different from each other. It is just in the places whcre equlpment capltal is

hlgh its explo:tatlon and use is not as good as those with low equlpment capital.

_ Technological renovation takes'place intensively firstly in industries ‘whose products are m

large demand and common on the market, with'high affordability. Spreading, development and



rather high proportion of such industries as food processing, household furniture manufacture,

artisanal articles..., constitute typical example for this situation.

- Technological renovation often takes places in a focussing manner, particularly in services for
consumers’ demand of taste nature. In wooden furniture manufacture, improvements and
innovations in recent years are implemented in processes of polishing, paint spray,... which are
processes recently concerned by consumers. These innovations are usually associated with product
renovation in line with modem trend of consumption.

- Technological renovation has been associated with production mechanization. Manual labor
as previously common has been substituted by usual machinery and equipment. In trade villages
of food processing, furniture manufacturing,.many processes have been equipped with machines.
In Dong Ky village (Tien Son district, Bac Ninh province), most families have used machines of
small capacity in most processes ranging from timber splitting and sawing, up to product polishing.
Local paint and traditional lacquer used previously are also substituted by imported spray-paint,
not only to give a high glossiness but .also using modern sprayer. Artisanal households
manufacturing stone-handicrafts in Non Nuoc (Da Ning province) and Ninh Binh province also

} aﬁply small machines in stone splitting, surface-grinding, chiseling.

. Through survey in these villages and households, proportion of "self-built" machines has declined,
~ and number of machine/ eqﬁipmcnt bought from mechanical manufacturers has increased. However,
 there have not any design and research establishment for these specific equipment to serve RI
* facilities. .ln witness, although mechanical enterprises supply equipment to RI facilities, but over
60% of cases are that théy implement to users' orders, on a -basis of what they have observed or
. innovate just' the equipment that are being used by these facilities. A small proportion (about 10%)
of households manufacturing stone handicrafts in Non Nuoc (D2 Ning province) still informed
that equipuie’nt are manufactured as per sample or description given by themselves.

In trade villages of food processiné (alcohol distillation, vermicelli, cake and processed food of

various sorts...), equipment and tools of production are all manufactured by the producers themselves.

. Surveys conducted in Ninh Binh, Dong Anph, Ha Tay, Nam Dinh from June to October 2000
show that at this moment, machinery and équipment used in IR are mainly of origin as discarded
ﬁ'dm big industrial enterpri.scs in urban areas, another proportion is imported from China and finally,
. the remainder is self-made machinery, equipment.

Data from surveyed provinces also show that basically, production facilitics are very small in
size and their téchn:ology is backward and o.ld-fash-ioﬁcd. If compared with survey conducted in
1996 in a number of provinces, size of RI Businesses has been considerably increased. However,

with avétagc capitél of each bu'siness.a_s at the present, it is ﬁdt énough for procurement of modern

equipmént and performing the mechanization.
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Another important feature is that, while modernization of RI technology is generally conducted

with a slow pace, many areas of agricultural production associated with technalogy have been

applied much more with technological advances, particularly biological technology. Almost alt

provinces in the delta region (Thdi Binh, Hai Duong, Hung Yen, Ha Tiy,...) has introduced many

new varigties inte production and developed new production orientations (culture of mushrooms,

rearing animais of speciality,...). This can be implemented thanks to impacts from local industry

and service.

f-

Fund for RI

RI requires a large amount of business capital. This funding is usually required for resolving of

3 problems as follows:

New development of production fal:ilitics/units, particularly for business-owners who start
their business operations (new business thanks to learning job from other places separating from
old facility to set up a new one, household sepamtlon investment to a new locallty, D).

Maintaining and expanding of existing production facnhtles particularly in the case where the
facﬂlty has a good standing through some years, maintained and stabilized its marketplace, found
additional big and reliable clients, ... | '

Building and upgrading/ modernization infrastructure in territorial area (rural area) to serve

the tasks of socio-economic development in the'locality in general and RI development in the

- Iocality in particular.

" To mieet these requirements, RI facilities have raised their fund mainly from the following sources:

Seif-owned fund of householders, business Owners. Generally, this s.elf—owrlcd_ fund is still

- limited because i) initial accumulation of these business owners is small and has been invested

-mostly into initial business operations ii} profits from business operations and accumulative part

for re-investment to production expansion are small (due to small businéss. efficiency and scale),

- and iii) in some cases for different reasons, so they are really uncaéy in-mind to put more fund

into business and afraid of risks.

* Fund borrowed from idle morley of the community through banking system. Accordihg to

. survey conducted in 1998 by the Bank of Agriculture and Rural Dlgve_lopment, about 10% of -

~ households have average savings-deposit of VND 10 million per annum. Therefore, capacity of

involving fund from deposits at Bank for economic development of rural households is still
limited because low accumulative capital and populﬁtio'n hablts in rural areas are unfavorable
and banking service is not really good | e

Fund from non-official financial market According to survey results from the Mlmstry of
Agriculture and Rural Dcvclopmcnt in 1997, only about 30% of facilities are allowed to borrow
capltal from banks. This fund rgsource al_so meets only 30% demand of rural business households



for capital borrowings. Amount of non-official fund from private loans or other non-official

loans accounts for 20% of funding demands of businessmen in this sector.

- Fund from national assistance funds such as fund for poverty reduction, fund from non-
government organizations. This resource is not large in number but it has a good effect due to
rather easy conditions of loan, favorable for business and production facilities in countryside.

- - Fund allocated from the State budget at both local and central level. At the present, development |
of agriculture and rural areas is a top-priority strategical task of the whole country, given incentives
in terms of fund. However, when the amount of fund aliocated to localities, the part granted to RI

" 1s insignificant.
- Fund from the community for RI. This is always an invested capital indirectly reserved to RI
- under the form of community's conrribution for infrastructure building and deveiopment (roads,
power-supply system, secia-economic system of service..)). . !

One of noteworthy problem jeopardizing the continued exploitation and mobilization from the
outside for R1 is that the efficiency of using fund for RI is rather low. Data collected from typical
survey show that proportion of profits over investment capital in RI only reaches less than 4% per
annum in businesses, companies, cooperatives and less than 30% in individual business households,
far much lower as compared to facilities of the same kind of service in countryside.

g I_,g_bor and trammg for the rural industry - 7

. The development of the rural industry (RI) has mvolved many laborers and created many ijS in
. rural areas. The rural mdustry involves, laborers of drfferent ages for its production activities. The

- clevelopment of tradrtronal craft villages has created jobs not only for local people but also for ones

. from other areas. '

Along wirll specialization of commodities production as per traditional craft villages, RI's workers

are also specialized as per commodity or component/part of the product.
Laborers of rural mdustry have various skill levels. They mainly have been in the way of on-job
- trammg, on-site tra:mng and- handmg down a trade. Theorical qualification of laborers staff in RI is
usually low. This factor hinders the innovation ability of the RI workers. The commercial and
nranageﬁal staff o-f the rural industry also have a lot of limitations. Most of business owners have

. not been trained systematically in trading and business management. A majot part of them are at

-+ low education level. Their knowledge of international trade, laws, computer as we_ll as foreign
languages are very _limited. These limitations cause rhany difficulties for the production facilities in
the rural industry to access to the werld market for ¢xpanding production activities. They also

. suffer disadvaritages in the transactions with clients from both inside and outside country.

The rural indusrr'y workers usually get ir!cbmc 2-3 times more than the pure agn'cultural laborers.
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h-

Production organization

The household production still is the main {orm of the production organization in the rural industry.
According to survey results from the selected areas, the houschold production represents about 90
percent of the rural industry laborers, generates more than 80 percent of product value. The
characteristic of these households is the combination of handicraft and agriculture production. So
far, the workers of rural industry are not completely separated from the agriculture production.
Households whose members do not take part in the agriculture, still keep cropping land and hire
laborers from other places for their farming works. In La Xuyen area, the apprentice workers help

the masters' families to harvest or come back home on leave during the harvest seasons, only then

- continue their training.

Businesses of various kinds have been set up in rural area. Its activities partly contribute to the
development of rural industry. _ .

The traditional craft villages are considered as an important factor for rural industry development.
These traditional craft villages play specific role iﬁ the dcvcldpment of the Red River delta.
Preliminary statistics show that there are more than 300 traditional craft villages in this area. At the
beginning of the ﬁinctics, the restoration of these tréditio‘nal craft villages have contributed fast
development for RI as well as made us expect that we already found out the answer for RI
development. Over past years, the practice did not meet our expectation. In the majority of uﬁditional
craft villages, although there are upscaling, mechanization and variation of household production,
the growth is not in line with the potehﬁal._Thére are not hduseholds that are big enough to involve
other households to form large businesses ths;tt' they can go out to the world ma;ket or run effective
competitions with international compaﬁies even at home market. The prodl.icts of Trieu Khuc textile
village even have been exported but mainly elbowed their way to " bl;anéh market"”. Almost no long
term investment is available.

The kinds of limited aﬁd joint-stock companies are also applied in RI. The number o.f limited
liability companies is larger than the number of joint—étock companies because the operafing
mechanism and the foﬁndation procedu_res of the formers are si_mpler. The reported figures from
surveyed provinbes show that there are only 252 companies of botﬁ .kinds in 1998, an increase by
62 as cdmpared t0 1996. According to these ﬁgures,'except Hai Duong and Phu Tho provinces, the
number of companies in other provinces of these seven provinécs is growing continuously. Although
there were not official reports and statistics'-ﬁ'om'provinocs; fol_lowing the e\_raluatiox_l of many experts,
the number of companies increases not much even after significant simpliﬁc'atibn of foundation
procedures and trade registrations for private enterprises. 'The; rhain reason is that the bwner_s of
rural production facilities still do not pcrceivc' the need of cntcrp.riselfoundation asa busines$ tool.

This factor also indicates a simple charac'ter, small size and need of cooperationlaséignmem of



production facilities in RI .

Table 6: Number of private enterprises, limited liability companies

and joint stock companies by province

No Provinces 1996 1997 1998
l Phi Tho 30 27 28
2 | HaTiy 30 38 44
3 | Thai Binh - 12 : 15 16
4 | Hai Duong 56 54 53
S | D4 Ning ' 49 59 82
6 | Daklak 7 10 9
7 | GiaLai 12 20

- | Total : : 184 215 252

Source: Reports by Provincial Deparmments of Industry, 1999

Two provinces of Me Kong delta (D& ng Thap, Ca Mau) and T4y Ninh, that are not similar to

provinces mentioned above, have hundreds of enterprises of these kinds. Those production facilities

mainly fuhction in the field of food processing (rice husk and polish). The facilities were set up by

business men doing rice processing for export companies coming from big cities, especially Ho

Chi Minh city. Moreover, there are big quantities of rice to process, the businessmen need an

enterprise as legal instrument to facilitate transactions and organize business activities (particularly

for sales contract with other clients).

i-

Effect of production and socio-econotnic impacts -

In general, the effect of production and socio-economic impacts of RI can be evaluated as

following:

The RI helps to create jobs for a large number of laborers in rural areas. Particularly in Théi
Binh province, in 1995 RI created about 150,000 jobs that involve about 20 percent of laborers
in the province. Kien Giang proﬁnce has more than 30,000 laborers working for RI that account
for 2..8 percent of its m1 population; Ca Mau has more than 10,000 people (aﬁout 1 percent of
rural population). The réspcct_ive indicators in Dong Thap are 35,0600 (2 pérc_ent), Hai Duong -
36,000 (8 percent, nof iﬁcluding 45,000 people working for RI by seasons), Ha Tay- 150,000

(7.1 %), Théi Binh - 143100 (7.9 percent),...

The RI helps to increase income fbr the rural laborers. Thii Binh province statistics also show
that 20 peréent of its total laborers provide 30 - 35 percent of its total income for rural area. It
means RI laborers get income 1.5 - 2.0 times as much as compared to agricultural ones. The

practice indicates that the living standard in those areas that have non-agricultural jobs is usually

._higher than the living standard in pufe agricultural areas. The living standard of non-agricultural

households is higher than the living Standard of pure agricultural households. The practice occurred
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in contrast with the farmers' calculations: the living conditions of the farmers who possess cropping
land are not more stable than the living conditions of the craftsmen who have no cropping land.
In contrast, because agricultural production is unstable, it depends much on weather conditions,
the different levels of price between raw agricultural products (especially rice) and industrial-
handicraft products become bigger and bigger, the living conditions of the farmer, especially the -
living conditions of those people who grow riée, become unstable compared with the craft workers.
*. The Rl and its development contribute to change the rural economic structure. This change of
thé structure first is due to fast growth of RI. The proportion of agricultural produbts_in ;:he total
pmducts is intensively declining although its absolute value is increasihg. M.oreover,l the RI has
an impact on trade structure and variation of products in the agriculture: the mqnoculfuté was
changed by a wide variety of plants and home animals; Extensive fa.rmih.g was chaﬁgéd By intensive
famﬁng,... In many arcas, professional business services with big size and large area have been

also established due to fast development of RI. Chau Giang district (Hung Yen province) that

- was a pure agricultural area, runs business from the North to South with hundred trucks.

The RI intensively contribute to the urbanizat_io_h and hodernization of rural areas. Many
townships and concentrated population points have been set up in those areas that developed RL

In most rural areas, the living custom has been changed under RI production or its infrastructure.

* On the other hand, Rl in the process of its development; provides more completely necessities

and industrial produbts for rural people. Small mechanical engineering industry not 6nly tepairs |
production means but also produces and 'supplies to local peopic simpic producfio'n r'ncané fitted
to local characteristics. '

An important part of RI that functions in the ﬁeld of processing agricultural produéts, is located
just in the rural area. These production facilifies have many impaéts: on the one hﬁnd, they
improve the value of raw agricultural products, then increase the effect of agricultural producﬁon.

On the other hand, they help to minimize the losses after harvest, subscquenﬂy increase agricultural

+ productivity, create prefnise for reducing necessary cropping land and keep it for other purpose.

Finally, these producﬁon facilities alldw to increase their productivity in the ﬁéld of pmceséing '

themselves by reducing transportation cost and uéing scraps from food processing industry for

agricultural purpose (produce microorganism fertilizer from scraps of food processing industry,...).

2.2 General assessment of the RI development over recent yéars :
- We can come to conclusion on general assessment of the RI development as following: over recent
- years of renbvation, the rural industry has developed openly and effervescently under the impacts of

such policies as the rural development and multi-sector economy. The R has obtained essential results

and achievements as following:




a) The RI has been developed both extensively and intensively, especiatly extensively, From
extensive approach, the RI has been developed in productivity, size and good growth rate. Period
1986 - 1990: the RI generally developed well; 1990 - 1993: the RI developed slowly because it
could not succeed in reorientation and restructuring when the national economy shifted intensively
to the market economy; 1993 - 1997: the RI developed better. The growth rate of Rl in many areas

- got 7-9 percent, especially the Southeast region got more 15 percent; 1998-1999 the RI development
stopped. Generally speaking, the RI has seen a growth over recent years.

From intensive approach: the RI development shifted to the needs of the market. Which items of
product? How is the quality? The production facilitics should meet the requirements of the market.
Many traditional villages changed their items of product to meet the market needs. The pottery
villages shifted from making popﬁlar pottery to art pottery. Da Hoi village shifted from making
agricuitural mechanical tools to making consumer mechanical goods and construction mechanical
toois. A majority of production facilities invested and renovated their technology (although it was
at low level) for increasing productivity and improving the quality of products.

b) . The traditional craft villages as a main force of Rl has been developed well. In the whole

“country, there are about 1000 traditional craft villages. These villages are mainly located in the Red
River delta. The traditional craft villages have long history of development and- prove its strong
" vitality. Many traditional craft villages obtained growth rate at 20 percent per year. The strong
development-.of traditibnal craft villages a'.'nd.appearance of new traditional craft villages by expanding
" mode havc-pr(_:'-moted RI'de'\?elopmént in many rural areas. If in 1995, there were 493 traditional
‘craft villages in the régit)n of Red River delta, then after three yeﬁrs i1998) thc‘it_otal number of
traditional craft villages ir.l'thi's region increased_.to' 7311t accounté for 70 peréent of total traditional
craft v'illagcs‘ in the whole country. The tréditional c:"éft Qillages become backbone and motive
fo_rce of RI deQeIOpment. ‘ |

o) It appéafs some new factors in the RI devélopment as following: -

| The'a;ferag.e and small industrial areas have taken shape during the RI development. In Ha Tay

and-Bac Ninh provihces, some t‘rﬁditio'nal craft villages have been expanded and became small and
average industrial areas. These areas are separated from population areas and do not cause
 eavironmental pollution and the problem of infrastructure for RI development can be solved there.
- " Inrural areas of traditional craft villages, businesses have been developed, mainly private
busine.s'scs and limited liability combanieé_. These facilities contribute to production expansion,
trade dévelopmeni and goods pfoduction in rural areas. There arc more than 50 limited liability
combanies and cooperatives for furniture manufacturing in Dong Ky village (Tien Son district,
Bac Ninh pmvince); Dinh Bang (Bac.Ninh) cbmmuhc has more than 10 limited liability companies,

one enterprise in joint-venture with Taiwan producing fashion shoes for export, one facility for
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processing agricultural products, four facilities for casting non-ferrous metals, five cooperatives
for producing hygienic papers.

However, there are some limitations in the RI development over recent years:

The RI is still small and backward, it is not sirong enough to change economical structure in
provinces. In many local areas, the RI still is considered as " the side profession”. The total
product value of RI number only 10 percent of total product value of the province. Proportion of
industrial households is very small. The 1999 statistics show that proportion of industrial and
construction households in the whole country occupies 2.7 percent, for the red river delta, the
figure is higher and occupies 3.69 percent. Production means industrjr is very small, processing
industry for forestry, agriculture and fishery is not big and has backward technology. That is why
the RI development do not influence much on the change of economical structure of the 'prqvince.

The RI development is unstable because of the market difficulties and low competitions of the
RI

The RI and Viet Nam industry face the same difficulties as market availability. On the other hand,

because of backward technology and equipment plus limited fund, the RI products have low and
unstable quality. The products undergo high cost-price and have low competitiveness. Then, the
production facilities don't like to invest and expand its activities.

The RI developmeant bring about serious environment pollution (air, water...) in many rural

areas. Because the technology is backward, it has no processing equipment for industrial waste,

the production facilities are usually located near by population residence, the more the RI develops

_the more environment pollutioh is serious. The témperature at Huong Canh vill'age (pfoducing

brick, tile) and Bat Trang vill_age (producing pottery) is 23°C higﬁer as coﬁlparcd other villages;
the water at Duong Lieu, Lang Van (produce foods) undergo héavjr pollution.

There is an uneven development of RI among provinces. The RI developed well where it has
traditional craft villages. Th.e Southeast provinées have RI more developed tlian other prdvinces.
Ha Tay province got highest product value (in 1998 - 1,098 300 million VND) and it is 16 times
more than Hoa Binh province (68,025 million VND) and it is 2 times more than Hai Duong
province (1998 - 560,800 million VND). - |

The reasons of weaknesses mentioned above are: a) The government has no plan of RI

- development, and the RI has developed spontaneously. The government also has no complete set of

policies for encouraging RI development; b) The endogcnbus ability of RI is low.



2. Environment and conditions for Rl development in Viet Nam

The RI development is not separated from the common environment of national economy. However, the RI
environment includes specific factors affecting the RT development in different ways. Every component
environment factor for RI development also undergoes influence of many other factors. The characteristics of
the component factors that affect the environment and conditions for its development, are shaped and changed
during long periods. These factors are interrelated. The influence of every factor on RI is not similar in
provinces. Then, every local area needs specific study on the impacts of every factor in order to make

suitable interventions.

(1) The impact of socio-political environment on RI and its development

The socio-political environment has enormous and decisive impact on crientation and development
of RI. There have been many policiés for agriculture and rural development issued after the 5th conference
of Central Committee of Party (7th congress). These policies encourage fast and sustainable develop:ﬁent
of Rl in order to urge on socio—econofnic devel'opm'cnt in rural areas. In many provinces, the local
authorities issued specific policies of industrialization, modernization, and Rl development. There are
not only policies from the central government but also local policies of industry and small artisanal

. industry development. For example, Hoa Binh province had two decisions, one from Party Committee
- (Decision N33 CT TU issued on 04.01. 1995) and another from the people’s committee ( Decision N 76
QD/U B-CN issued on 18.01.1995), that were relate.d to small artisanal industry development. Thai Binh
.'proviﬁce also had clecisiéns from Party's Committee ar_ld People's Committee (Decision 09) related to
economic dcveldpment programs. Besides provincial dccisions., many districts made its decisions about
policies on trades and traditional craft villages development in the areas. However, many other provinces
were passive and had no decisions and policies on industry and small artisanal industry development.

: Theée provincés were also passive in orientation and management of this economic field.

One very important factor for.RI development is the perception of the ownefship in this sector. There
are different perceptions of this concept as mentioned above. The survey results from 12 provinces
showed that the officials of industrial departments of all 12 provinces considered RI as only small artisanal

E ihdust:y (SAI). The policics of RI development only oriented to SAT dcvclbpment. That is why the focus
of these policies emphasized on providing credit for people, trade introduction and training, conditions
for production places..., investment for road and electricity development was also paid attention in many
areas ( in rural area, the way is th:at the government and peoplé together do invest). Then, the local

 authorities could not issue long-term consistent policies for the local RI development. The policies of
mérket, integration,;.., félated td in_direct policies for economic regulation by economic levers, were not

specified in detail and applied commonly in provinces.
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Besides Party's and government's policies of RI development, other social factors also have active

impacts on the RI. Of which two primary factors are:

The custom and tradition to help cach other in rural area, especially the relations of family line and
worker classmates in some traditional craft villages. This has positive impact on RI development
because it creates favorable condition to mobilize initial fund for those people who want to start
business, able get training and necessary experience to run business. In many cases, the support includes
shift of clients or "business tips", or agrecment on the market division, cofnpctition controk, or at least
excluding competitive practices that could bring about common losses for the trade. In La Xuyen
{Nam Dinh), Dong Ky (Bac Ninh) when the adult children set up separate houscholds, most parents
provide them with initial fund (the amount of money is dlffcrent it depends on each family, but the

fund is usually enough to start business), transfer/assign some contracts/orders (it is usually the case

~of clients previously known to the employer/householder), share necessary experience. In some cases,

"+ the old phrents help to manage business for new households for the first pcﬁod until the activities

- become normal. These phenomena were observed in most traditional craft viltages in provinces Ha

" Tay, Thdi Binh, Hung Yen, .. However, this rclhtion has a limitation that it is only for the members of

. family line and it is not popular. In particular, the trade secrets, know-hows are not disseminated

largeiy ona d1smterested basis. -

- The role of some mass orgamzatmns in the RI dcvclopmcnt Women union (in programs of poverty

. reduction) and the professional associations have special role. In every area, these organizations, on

" thie one hand, try to import new profession ( organize training on new profession, mutual assistance to

learn new profession in other places, self training among their member_s,..-),- on the other hand, to. find

- out the funding source,'introduce clients or help to advertise the products,.. to help the producers to

distribute their products. These organizations also play an important role, despite of its ephemeral

- nature, in supporting producers with marketing their products, training and upgrade knowledge of

business management,... The consideration of activities of related agencies in the long term program
of these organizations is necessary in the upcommg penod _ |

: ‘One important factor concerning socm-polltlcal environment is the attitude towards and settlcmcnt
of concrete problems arising from every area. In the local area, where the authormes pay attenuon to

helping the productlon facilities to overcome their dlﬁicultlcs the business actmtlcs could develop

" well. Stability and consistency of the local authontles officers (concemmg all orgamzatlon pohc:es.

and specified personnel) also play an unportant fole in RI development.

- Among the factors that hinder the RI developmenl, this is the overlap in the state management for
some RI aspects, at the same time, omission of other aspects, espec;ally in resolvmg or suppomng to
resolve completely the local difficulties. The coordination in activities of state";nanagement system

for the RI is also considered as the second weak point in the state ﬁlahagel}nent and its fole‘ for the RI



development. These two points were mentioned in 8 of 12 provincial survey reports. Moreover, some
provinces emphasized two other points as i) There is not an appropriate law corridor in which the
production facilities can actively explore resources for business development, and i)} Control and
supervision works should be done properly in order to help them adjust their mistake on time, avoid
conflicts and disadvantage subsequences. What concerns the second problem, there is an opposite
"opinion from the production facilities: the enterprises always complain that there are too much

- unnecessary procedures and papers. At the same time, they undergo a lot of inspections, repeated

inspections, inspections without complete conclusion,...
(2) The impact of economic environment on the RI development
The economic environment has impact on the Rl and its development as following:

- The market and demand of the RI products. In general, the RI products are mainly sold in rural area
market. However, all provinces have the RI products exported. For example,.the furniture of La Xuyen
(Nam Dinh), Dong Ky (Bac Ninh) are sold even in Taiwan, China, Hong Kong, Southcast Asia, West
Europe,... Many textile garmént products havé éver been exported to Europe. The value of exported

. RI products has achieved USD millions every year..HochCr, on the other hand, on the spot market is
©  the essential market for the RI products. The characteristics of this market are low income, limited
purchasing capacity. The common custom of the cohsumers is that they like to make products themselves
- to meet their needs following a self-sufficient way. Over about ten years, this custom started to change
into direction 6f commercial prqdﬁction. The farmers intensivéiy make various kinds of commercial
"produ.ct's (inciuding 'agn'cul.mral products) with high productivity for 's_clling. They buy nécessary
products in ihé market (inéluding agricﬁlthral products). Consequently, the change of income of the
farmcrs leads to'the 'chénge of the size of the market aﬁd influences the RI development. This negative
impacf can be observed in the }egions with high rate of populatibn growth and low rate of economic
.+ growth. In this case, consumption structure is not good for the RI products. The additional income
: - firstly is for the :ncceésitics as foods and not for other industrial products. - -
- Economic growth rate and the RI development. This is an interactive relationship: those areas that
have high rate of growth, have a developed R1. At the sémc_timc, those areas that have the RI with big

- size and high rate of dcvelo.pment, have more favorable conditions for high rate of economic growth.
The most important impact of the fast economic growth is that it creates many opportunities for the RI
production facilities. |

- Rurat popu}aﬁon and motive force for RI development. Population and labor are considered as
r¢sonirces for the RI development. In practice, not every region with high deasity of population has the
RI 'dc\_acloped. However, high dénsity of populaﬁon and numerous labor press on the development of
RI. That exblains why rﬁany populous regions in Hé Taiy; Hung Yen, Théi Binh, could easily accept

hon-agriéultural professions faster than others. The people here are easy and active to seek and import
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handicraft professions faster than the people of Mekong delta. This is a basis for two ways of formulation
of handicraft trade. This influence on directions of RI development in two major deltas in Viet Nam:
in the Red River delta, the producers import any trade as practicable as possible. In the Mekong delta,
people import only trades that they need most. These characteristics require different directions of RI
development for different regions. The intervention measures must be different accordingly.

Private investment and the RI development. Theoretically, the more investment fund (accumulation)
is available, the more investment can be allocated for the RI development, However, when the proportion
of investment is high, it remains limited resources for consuming, purchase capacity declines and
adversely affects the market of RI. And the local market is the essential market for RL. Then, where
the provinces are richer, the people have higher incdme? the RI develops more strongly. On the contrast,
in those pro{ainces where people have low income, the economy is und'erdcveioped, the RI develops
slowly. It is difficult to compose the RI into the produétion structure in those provinces. If we look at
statistics for the whole country, it can note thét, the role of private investment is declining in rural
areas. Because, while the proportion of privafc investment from the total investment was déclincd
significantly over four years ( from 29.4 % in 1995 t0 21.3 % in 1998 see table 7), it concentrated in
the urban areas. If there are not strong rcgulatmns the fund that are allocatcd for underdeveloped
reglons, will run to the regions with the higher level of development.

The mvestment from Government and the RI development. This is an addmonal fund for private

- investment. These funds are usually allocated for infrastructure constmcnons, pnmanly for roads,

electricity system, irrigation system and some constructions of social infrastructure (school, system of
rura.l markets). Aécording to statistics (see table 7), the proportion of the government fund is very
small in the total fund of the whole society. In which, the propdrtion of fund from the local budgets
increases a little, but continuously dunng four consecutive years. Looking at this structure it can
estimate that the total fund for economic development will increase both in quantity and proportion.

However, if we look at uneven investment among regions, we can sec that, in general, disadvantaged

regions often are rural areas.



Table 7 Breakdown of Viet Nam's investment during 1895-1998 (%)

: 1995 1996 1997 1998

State investments 38.3 452 48.1 53.5
O/w: State budget ' 19.9 20.8 21.2 21.5
o/w : Central 11.5 11.3 - 10.2 9.3

Local 84 9.5 111 . 12.1

Credits 4.5 10.4 131 - 154
State-owned enterprises 13.8 13.9 13.7 16.7
Non-state investment 294 26.2 20.6 21.3
Foreign investment 323 286 313 232
Total 100.00 100,00 100.00 100.00

Source: Statistical Yearbook 1998, Statistical Publishing House, Hanoi, 1999, page 227

- Capacity of ensuring the supply of on-site material inputs and services. A major part of rural industry
State managerial officers in different localities affirm that one of the advantages allowing the smooth

- development of this economic sector is the local availability of main raw materials. It is estimated
that, in Daklak province, up to 85% of raw materials may be locally supplied for rural industry,
whereas Da'Nﬁng city may locally supply 60% of necessary raw materials. This may be assessment

for industries that are considered as "spearheads” localities, not for rural industry in general. In the
reality, despi_te the on-thé—Spot availability of raw materials, production and business enterprises still
need a lot of services which are not locally availabie and are to be'purchascd or imported from other
provinécs. Gia Lai province's conditions are similar to those of DA Nang city; the rural industry’s

' s&ucturé of both localities is almost the same, but in thé former's locality, the value of iocally exploited

* raw materials as inputs of local processing industry of agricultural, forestry products fluctuates between

: 75 and 90% whereas in other sectors, imported materials and materials purchased from cther provinces

émount to.80-.90%. | '
(3) Impacts of institutional environment upon rural industry and its development

Institutional environment is underé_tood as the general system of legal regulations and the institutional

- system which ensure the Qctivities and e_ffects of the régulation systems, the mechanism and effects of
the regulations as well as the organs enfdl_'cing these regulations. At present, another issue to be addressed
is. the cffeét of all systems on the socio-economic development. A lot of studies in the past considered

' 'ﬂ:at the mechanism environment is the same and unified nation-wide. However, in the reality, dealing
with ﬂle human factor and localism of localities, it is observed that the homogeneity likely exists only in
some legal documents (Laws, ordinances and other legal regulations issued by institutions of national
levél) and in the gcheral institutional structure for the enforcement of laws. The enforcement, the

' mechhniém for enforcing legal regulations, statutes, regime_s are, in fact, not the same in various localities.

: 'fhis leads to different conditions for the development of rural industry in different provinces and to the
different de'\}élopment scate of different provinces. Moreover, even in 2 same province, the development

of rural industry of different areas is also different. This originates from the non-uniformity in the
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enforcement of general regulations of the central Government and the provincial administrations,
Beside the absence of a legal corridor for the enterprises to take the initiative of doing their production
and business, authorities of many locatities think that there exist also the incompleteness/non-orchestration
between different elements of the institutional environment. This is shown in the fact that the policy is
not correctly understood by responsible, managerial and operational officers; the policy becomes irrational
right after its promulgation, resulting in bad effectiveness of implementation, the same subject is treated
by different institutions throu gh different ways and different réghlaﬁons stipulated in different documents.
A ‘g-e'neﬂral situation at present is that the regulations ar_é fc.)rm'ulated and promulg;fed following the
"vertical lihe“; after the issuance of a legal document, there is often another document of lower legai
value for "guiding" the enforcement, and the institution which issues the guiding document is just the
enforcing, supervising and inspecting the implementation of a higher ranking institution’s legal regulations.

Therefore, these documents tend to explain the general regulations ina way more favorable for enforcing

. -institutions, creating easier conditions not for enterprises, for the grass-roots facilities; but for enforcing

institutions. Because of limitations in information system in rural areas, many policies stipulated by the

- State cannot be disseminated to rural people. Surveys conducted in Vinh Phuc province and Hanoi city's

suburban areas have showed that information is mainly received by rural 'pébplc through radio, TV and

© news paper which are not really a concrete, detailed source of original policies and legal regulations.

-+ Through these sources of infd'rmation, can only understand the essentials of legal documents, and concrete,’

- detailed regulations must be caught from other sources. Moreover, the contents of legal documents

published in mass media are often not complete; auditors, viewers and readers are often inattentive and

- cannot grasp well the contents of regulations; or they forget i_uunediately_aftcr.reéeiving information,

and they wrongly remember when they have to implement these regulations. Thus,- it is nebessary to

strengthen the information systems, the introduction of legal documents, governmental policies and

- regutations for rural areas.

One of elements constituting the mechanism environment is professional organizations and their

- activities. Efforts have not yet been adequately made for studying, drawing experiénce and taking

- -appropriate measures in this matter. Ficld surveys carried out in Huong Canh have showed that, the

"club of kiln owners" established since 1993 have positive effects. This club, brigingted in its initiak step
from the communal structural ofganizaﬁons, subséqﬁcntly acts as a-profcssiqnal.club with its members
who are owners of brick kiln, tile kiln in the commune. The club meets once per month or a couple of

months for the members to discuss together how to solve di_fﬁéultks and issues related to their production.

- Many solutions for probiems, new projects, investment ptograms for building local infrastru_c_fure have

© been firstly proposed by the club and effectively supported and carried out, If this'form of organization

is really effective, before launching a movement or activity, it is necessary to carefully study in details

. for identifying the mood and action which are applicable as a "frame” mechanism for similar clubs.
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The mechanism environment of rural industry is strongly influenced by the contingent of State
managerial officers in the locality, especially grass-root officers. These officers are elected by the people;
a part of them have completed their secondary education. The recent field surveys have showed that in a
lot of communes, a number of officers have been graduated from in-service colleges, mostly in agronomy,
economic management. Not any officers is graduated from the formal higher education; and almost not
any officer has been thoughtfully trained in laws. Therefore, one of important and urgent tasks for
improving the mechanism environment tfor Rl development is the constant training and heightening the

capability of grass-roots staff.
3. Some basic viewpoints and measures for developing rural industry in coming years

(1) Basic viewpoints to be permeated in developing rural industry in coming years

Rural indushy development represents one of important tasks in the socio-economic development of
the country in coming years. For an effective development of rural industry in a close connection with
the country's politic tasks, it is necessary to thoroughly grasp the following viewpoints:

- Firstly, the development of rural industry must be in a close relation with the development of agricultural
- production, trade and sarvices. But, at present, the relationship between these branches is still somewhat
- incoherent. Rural mdustry s raw materials are mainly locally produced agro-products. But the supply of
 these raw matenals is not.enough; the scarcity of raw materials and the raise of price of these products
occur in many localmes The supply of services in loaning, in technology transfer, in information ... is
~still underdeveloped. The tradmg system for supplying matenals inputs and sellmg final products is of
| spontaneous characteristic. For an effective, sustainable development of rural industry, which in turn
positi\_'ely influences the transition of economic structure, it is necessary to build the organic relétionship
.between the development of rural industry and that of agriculture, trade and services. Chinese experience
in enriching farmers' property which is essentially commercialization of agrd»products, is an useful
lesson for us. _ _

Secondly, it is neoessary to bring into play the factor of trztditlon in the development of rural industry.
Some people assess the tradition as an obstacle in the proccss of industrialization and modernization of
agriculture and rural areas. This'.as'sessment is somewhat excessive. The element of tradition must be
brought'into pley because:

. -. .. Bringing mto play the tradition is bringing into ptay the nation's cultural 1dcnt1ty
Bnngmg into play the tradition is to explou the potenttahtles develop our internal strength. With
| the development of tradltlonal professnons marketmg and investment; the localities may raise and
develop productlon

- Of course, the modern llfe-style requu'es materials and commodmes which are closely related to the
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up-to-date socio-economic conditions and modern technology and purely traditional materials and

commodities may not fully satisfy the taste of all people. An important thing is to modernize the traditional

technology for meeting the requirements of the markets.

Thirdly, the goal of development of rural industry is to produce sellable commodities. This is a vital
matter of rural industry; it decides the effective competitiveness, hence the sustainability of rural industry.
The market-oriented rural industry development means:

- The identification of species of commodities, price of items ... must be prompt from the market
demand. It is necessary to strive to satisfy the market demand, but not to start from the existing itemns
of rural industry, from the traditional commodities.

- - Each professional village or locélity should concentrate its efforts in developing the professional
qualification and the commodities with advantageous conditions in the availability of skilled labour
force and raw materials. _ _

- Rural industry products must be highly competitive with domestic and imported commodities. This
is a difficulty; but for the survival of rural mduslry, the commodmes must be competitive in quality
and in price. _

- What is the form of production and business for rural industry to develop and to be competitive?
Mﬁybe, the Way for rural industry to develop must be mainly on the basis of rural hoﬁsehold, then to
_establish rural enterprises and to build the cooperation between nual.enterpris.es and urban enterprises.
Only by this way, can rural industry expand the producuon scale, he:ghten the product;on sk:lls and

| competitiveness and develop the markets. :

Four!hly, rural industry must cooperate with urban mdustry Rural industry is part of the whole countrys
industry. Moreovcr rural industry faces much more dnﬂiculuf:s in technoiogy, management capability,
skill, marketing ... compared with urban industry. Therefore, rural industry in the Red River Delta must
both compete and Eooperatc with urban industry. The cooperation and linkage between rural industry
and urban industry may be realized under the folldwiﬁg forms: - _ :

- Primary processing is undertaken by rural industry, and urban industry is fcsponsible for ﬁni#hing.

- Rural industry performs as satellite of urban industry in the processing of products. - _ '
The cooperation and linkage as above mentioned will create and develop the markets for rural industry,

and lead to a scientific and rational distribution of work between diﬂ‘ereﬁt.iﬁdusu'ial forces. Thus,' urban

industry may concentrate its efforts in solving difficult, coniplicated in technology and production. _

Fifthly, the role playcd by the State for the development of rural indusu'y st Be'étrengﬂlened Itis |

correct to say that due attention has not yet been made by the State to this aspect. Therefore the

~ development of rural industry is still of spontaneous charactensnc meets wnth difficulties and obstacles.
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- First of all, the State institutions of national and provincial levels must identify a strategy and
planning for the development of rural industry as part of the general dcvelopment plan of the country
and province. '

- The State encouragement, support and management should focus on the supply of information,
technology transfer, scientific research, training, advertisement and marketing;

- The State should promulgate a supportive policy in land allocation and low-cost renting and in the

development of medium and small-sized industrial zone for rural industry.

(2) Some basic measures for developing rural in the period 2001 - 2020
2.1 Development of markets for rural industry

The markets for rural industry include the markets of inputs such as information, science and
| technology, labour force and raw materials ... and the markets for consumption of rural industry's
products. At present, the markets for rural industry remain neglected by State owned enterpriseé for
private merchants to have their own swaying way. It is necessary to develop the activities of all economic
: cectom in these markets, among which the role of State enterprises must be emphasized in the supply

of inputs (information, technology...) and the consumption of rural industry's products.

Through thc fornns of placement of orders for processing and production and business cooperation
between enterprises of urban areas alnd rural areas, a spectacular perspective for large and sustainable
markets for rural industryntay be created. _

.2.2 Strengthening the application of scientlﬁc and tcchnological progresses in rural industry

In recent years of the renovation process, rur_al industry's production and business enterprises have
made a lot of pro'gress in the introduction of advanced technologies such as the mechanization for
raising the productivity, the gradual modernization of some traditional technologies ... But, in general,
rural industry's technological level remains backward; the renovation of technology is likely slow and

‘atalow entcnt. Itis nocessary to stfengthcn the application of science and technology in rural industry,
the modernization of traditional technology, the introduction of modern technology in processing
- agro- products for supplymg domestlc and foreign markets with hlgh quallty products of high
: compeutweness For this end, it is necessary to supply rural mdustry with scientific and technological
advances. The State should ensure a supportlve mechamsm in granting credits for the renoval of rural
industry's technology, in thc supply of consultatlon services, rural mdustry s technology, in the supply
of consultation servxces, training and settlng up demonstration ptlots, in the research and application
of modern machinery and equipment in rural industry.

23 Development of tnedium and small-sized industrial zones Jor rural industry

* Rural industry's pl'oduction and business activities are in general carried out on the basis of household

' econoiny; the farmers' house is for both pnrposeé, ‘dwelling and production, hence the space for
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production is too narrow and environment is polluted, no capability is available for enlarging production
and infrastructure conditions can not be ensured for the development of production and business. In a
near future, rural industry must develop and be separated from dwelling quarters, with adequate
environment-friendly infrastructures. The develobment of medium and small-sized industrial zone in
rural areas represents one of positive and effective measures for smoothly solving the above mentioned

problems.

2.4 Development of medium and small-sized enterprises of rural industry

As above mentioned, rural industry's production and business is generally carried out by the
households. This production and business form accounts for 98% of production and business enterprises
in rural areas. The strong points of this form are: all types of labour force may be absorbed, all idle
capital in the countryside may be mobilized thus creating a motive force for pushing up the development

of rural industry. But there exist a lot of limitations in different aspects: in the renewal of technology,

- in the expansion of capital investment for expanding production and business activities, in Mketing.

It is necessary to develop medium and smail-sized enterprises of different economic entities in rural

- areas for rural industry to develop the production of commodities. These enterprises may be established

following 2 forms:

. -. . The household enterprises are gaihcrcd iﬁto medium and small-sized enterprises this may be a

.. principal form.

- To establish new medium and small-sized enterprises in rural areas by calling for capital from

- .investors who live in the cities or other provinces.

2.5 Strengthening the policies of comprehensive incentives to rural industry .

Compared with agriculture, forestry and fisheries, the State promulgates fewer policies which are
concrete, consistent and comprehensive for promoting the development of rural industry. Rural industry's
internal strength for the development of itself is still weak and limited and it can not develop well in
the competmve conditions. Therefore, the State support and management seem very necessary and
may be realized under the followmg forms:

- The State must identify and practice a sﬁtegy and planning for the development of rural industry
- for each province, especially the strategy and planning for the producuon of cxportable ﬁne handicraft
* products, agricultural, forestry and maritime products

~ _ The State should allocate or hire land, exempt/reduce taxes, and grant long-term credits for the

~ renewal of technology, for supporiing the development of rural induétry. o
- The State should ericourage and support the developlhent of consultancy, training, technology ..

transfer organizations to supply services for rural industry.

- - - The State should recognize and encourage artists in the preservation and development of the

nation's cultural identity through rural mdustry s products.
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