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Lesson learned from effective operation of ACs

4.1 ACs transformed from old model

These ACs have strictly followed the Resolation No. 10 of the Policy Bureau on renovation of
agricultural economic management since 1988, and well implemented the cooperative law approved by
National Assembly in 1996. These ACs have effectively performed their operation. Their agricultural
households are regarded as autonomous economic units. ACs have focused their operation on providing
related services to its members in lieu of production management mechanism that was based on
collectivization.

Basically constraints inherited from old cooperative, cspeciélly those of fixed assets and capital, have
been solved. Effective measures to revalue and liquidate assets as well as to recover loans and to pay debts
were worked out and strictly implemented before their transformation according to the Cooperative Law.

Established their own rules and carried out appropriaté business alternatives that fully met their
member’s requirement and market mechanism,

Management structure is renewed in favor of reduction in personnel but focusing on quality of cadres.

| ACs’ staffs are enthusiastic and dynamic in their task performance for the sake of members’ benefits.

Relation between ACs and their members are based on equality and democratic for benefits of both

sides.

Operated under the effective supervision of local Communist Party units and State Authorities as well

" as great supports from unions and associations.

4.2 Newly established ACs
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Established as Cooperative Law has been introduced on the basis of voluntary participation of
households

Generally these ACs are formed from qualified simple cooperétion groups. Tﬁercforc, in communes
where there is a lack of conditions qualified for AC establishment under the Law, it is necessary to give
instructions and facilitate households to form their cooperation groups under different forms to gradually
build up a strong base for AC establishment.
" Regarding ineligible ACs for transformation: The fact shows that in some ineligible ACs for
trahsformation, after dissolution of those ACs, houscholds who had a strong desire to coop'cl"ate with
others under the form of cooperative joined together to form new ACs, which quickly operates effectively.
This lesson is very useful for cases of ACs ineligible fbr transformation. It is essential that these ACs are
dissolved as soon as possible to facilitatt;, favorable conditions for new establ.ishmt_:nt of ACs accordihg
to the Law

Newly established ACs effective in their operation preparéd their own rules and can_'ied out appropriate

business alternatives that fully met their member’s requirement and market mechanism. At the same



time, those ACs have staffs, enthusiastic and dynamic in their task for the benefits of members and

ensured the democracy and equal distribution of profit.

Recommendations on policies to improve operation efficiency of ACs

In reality, in the transformed ACs and newly established ACs, those in good performénce are small in
number and exposed to many limitations, and there is a large number of ineffective ACs. Furthermore,
many ACs incligible to transformation have not dissolved due to many inherited constraints especially in
assets and capital.

* In order to overcome these difﬁcultics, it is suggested that the following solutions should be worked out:

5.1 Facilitating ACs to access to loans
Although Article 9 in the Decree 15/CP issued by the Government stipulated regulations to allow
ACs to be given loans, there is few ACs actually borrowing. It is due partly to a lack of feasible business
alternatives, which is a prerequisite condition for lending approval. However, more importantly, financial
institutions such as banks, national employment creation fund and other development investment assistant
funds should give specific instructions and facilitate ACs to prepare feasible business alternatives as
well as to smphfy lending procedure to help ACs to access to loans.
Suitable crednt guarantee rcgulatlons should be issued to facilitate ACs that have demand for capital
but have not enough a;sets as mortgage to have access to loans from banks
It is necessary o set up lcgal environment for ACs to implement internal credit services to their
- members. AC acting as a credit service provider is in accordance with the Law on credit organizations

approved by National Assembly on October 1% 1998

5.2 Writing off debts

' Given the fact that most of the old ACs suffered from bad debts accumulated for years, resulting in
total debt currently valued at over VND 550 billion, of which VND 80 billion come from unions and
-mcmbers the rest is from banks, agncultural tax, district’s budget and state enterprises. These debts are

- beyond of repaymcnt ability of most ACs. Accordingly, the following solutions are suggested

- Write off debts related to agriculturai tax and state budget.

Write off debts related to loans from the banks. Compensation for these banks would come
from ﬁsk contingent fund or from supplement allocation from state budget
- Write off debis related to loans from state enterpriées m the following lists: debts from irrigation
fee, from production materials for buying fertilizer, pesticide, and animal medicine
- Give instructions to both debtor (ACS) and debt owners (AC’s members and unions) to facilitate

suitable measures to sdlife debts that ACs owe members and unions
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5.3 Exempting ACs from taxes imposed upon service activities to serve household economy

The Decree 15/CP of the Government and Circular 44/1999 of Ministry of Finance guide preferential
tax to service activities carried out by ACs with aim of tax exemption or reduction for two years. However,
given current level of tax exemption and reduction is not sufficient for ACs to further develop. Most
ACs operates in narrow range, mainly focuses on input services such as irrigation, plant protection, land
preparation and seedling supplies, while other services such as material supplies, processing and mhrketing
of products have developed at a moderate level. Since production input services brings about low profit,
even no profit, these operations are generally unstable and difficult to compete in market mechanism.
Accordingly, in addition to existing preferential regulations, the government should consider the exemption
of taxes regarding service activities in production of member households, especially taxes imposed upon
output product and agro-product processing services, namely, production material supply service, agro-

product marketing and processing service.

5.4 Encouraging linkage bétween state enterprises and ACs

State enterprises can facilitate ACs to work as their agents or sign economic contracts with ACs on

- product sales for long term.

- Facilitate ACs to act as grassroots providers for extension services of aglculmrc forcstry and

- fishery through the followmg method: provincial extension centers, plant protection and vetermary o
divisions assist ACs in trammg ACs’ technical staffs then use ACs as points to transfer advanced
teohniques to households. _

- Facilitate ACs to develop irrigation services in favor of suitable management le;'el of irmigation
works in accordance with ACs’ capacity, while Irrigation Management Company cooperates

with ACs to assign specific responsibilities in management and operation of irrigation schemes.

5.5 Giving high priority to train staffs working at ACs in pursuant to Decree 15-CP
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While many weak points and constraints appeared in ACs are caused by a number of reasons, the
important one is low staff competence, even the persons in key positions such as heads of cooperatives,
chief accountants and supervision commanders. For the time being, out of aoout 20,000 staff belonging |
to these positions, only 5% have received training on manzigefial skills applied for new ACs. The large
number of untrained staffs is blamed for a lack of trammg centers for ACs’ staffs and a shortage of fund
The State supplies fund for training of ACs’ staff up to 50% of total required fund

To facilitate training for AC staff, the State should assign the task to qualified representative regions.

Fund for training of three key positions in ACs should be supplied up to 100% instead of 50% as done
before. ' '
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Annex Table 1

Situation of agricultural cooperative movement as of the end of 1999

Units
Total ACs ACs completely dissolved of in Completed transformation | Completely transformed and New] Total ACs
) by procedures toward dissolution . procedures received business license y as of
Order Regions Remaining establi-
December, Total Completely Nearly Total e Total o shed December,
1956 dissolved | dissolved : 1999
-1 (Thewholecountry ' - . .. .. 13,782, 48181 . 2902) . 2247 .. 8598 ... 57404 . . 668) .0 4449) - SLT) . 1,083 9691
"2 {The North 12,112 4,386 2,677 2,040 7,356 4755 64.6 3,496 475 654 8,010
3 | The South 1,670 432 225 207 1,242 985 79.3 953 76.7 439 1,681
4 |[Northern Middle and Mountain 6,075 2,384 403 1,981 3,686 1,802 438 1,123 304 115 3,804
5 |Red River Delta 2,558 430 397 33 2,224 1,812 81.5 1,477 66.4 414 2,638
6 | North Central Coast 3,479 1,572 1,877 26 1,443 1,141 79.1 896 62.1 125 1,568
7 | Central Coast 917 166 160 6 761 701 92,1 700 92.0 6 767
B8 | Central Highlands 295 117 15 102 172 84 48.8 75 436 6 178
9 | Northeast South 398 127 28 99 271 162 59.8 140 51.7 34 305
10 | Mekong River Delia 60 22 22 0 38 38 100.0 38 1000 393 431
Source: The Ministry of Agriculture and Rural Development, 1999
Annex Table 2 Services provided by agricultural cooperatives (summarized from 1,686 ACs)
(%)
Regions Total ACs | Irrigation PlanF Veterinary | Seedling Agro‘. Agr?. Land. Ou:pa_n Processing Electric Others
protection extension | materials | preparation | marketing power
Towal ... e ) 1686, Q49 L D619 BT b @ AR S 60 L 1408 08 e, 04 T 822 KR
Northern Mountain 93 935 60.2 376 79.5 5.2 79.5 2.1 13.9 0.7 9.6 96
Red River Delta 715 9.1 59.0 14.2 337 303 139 17.7 12 - 65.1 8.1
North Central Coast 551 99.4 95.6 16.3 32.1 51.1 479 09 17.6 12 43.9 104
Central Coast 279 974 111 516 731 82.5 55.2 40.5 17.9 - 577 -
Central Highlands 50 90.0 266 - 033 - 533 i34 16.6 6.5 10.0 -

Source: The Ministry of Agriculture and Rural Develcpment, 1999
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The Industrialization of Vietnamese Rural Areas:
A Comprehensive Report

Yumio Sakurai
University of Tokyo

1. Rural industrialization as a social policy

1.1. Purposes of the rural industrialization policy
Basically, rural industrialization has two aspects: (1) as a social policy, designed to increase the income
of farm hou'seholds and to produce a labor market in rural areas; and (2) as a strategy for developing the

entire Vietnamese economy.

LL l Rural mdustnahzatxon as a means of generating cash for farm households

Agricultural production has progressed remarkably in Viet Nam since the 1980s. However, the land
area per labor unit is extremely small, and despite the improved productivity the amount produced per
'farm household is small Morcover, the price of paddy is very low in Viet Nam because mternanonal
prices are stable at low. Paddy production costs, mcludmg fertlhzers and various fees amount to more
than around 60% of the productlon and 51gnlﬂcantiy reduce the net agncultural income.

Therefore in many rural areas in overpopulated regions, including the Red River Delta, and low-
productivity regions, including mountainous ones, most rice that is produced is consumed by the producers
themselves or used as feed for raising pigs. That is, rice generally is not marketed. Even for large-scale
farmers in the Mekong Delta the labor productmty in rice growmg is low!.

Siace the adopuon of the Doi Moi pelicy, however, there has been a growing call for electrical appliances
and education even in Viet Nam’s rural areas, which are largely self-sufficient and lSOl&tﬁdZ For Vietnamese
farm households the highest pnonty is to secure cash-generatmg TesQUICes makmg the use of diversified
hvmg-related mforn:mtxon1 A rise in farm-household incomes during the past 5 years (1995-2000) is
primarily due to an increase in incomes from the nonagncultural sector, mcludmg temporary work outside

farmlands®.

1.1.2 The labor market for"su‘rplus laborers in rural areas

Aocording to 1998 stdtistics, Viet .Ndm- has a popdlatiori of 78.06 fnillion, of which 60.6 million

people live in rural areas. That is, almost 78% of the people are deeply connected with agriculture. In
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1997, urban laborers amounted to 20.45% of the nation’s total labor force, while rural labor accounted
for 79.55%. The number of urban workers has increased by only 0.25% over the total for 1977, which
was the heyday of the socialist planned economy’®. The agricultural sector absorbed 42.35% of the increase
in laborers during 20 years. The Doi Moi economy has not had much effect on the movement of workers
from rural to urban areas. In addition, the demand for urban workers has been declining rapidly since
1995, and rural areas have a large number of unemployed workers. Especially in the Red River Delta,
where small-size farms are common, the accumulation of surplus labor is the most serious problem.

In the Mekong Delta, the number of farmers without land or without sufficient land, who did not exist
in the Bao Cap period, is rising sharply. During the 1994-1998 period, 220,000 farm households came to

have no land or insufficient land, for the following reasons, resulting in rural areas having a great number
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To increase farm-household cash income requires diversifying agriculture, which now focuses on growing rice, and
introduoing a market mechanism into agriculture. In order to diversify farm products, it is necessary to develop new
species of crops, to obtam markct rnfommuon and to dcvelop markcts Inthe PhdSB 2 repon we proposed tbe establishment
of an information center for ga(hcnng 1nfom1atlon concerning the potentials of cooperall ves i the Red Rlver Deita and
for providing market information. This strategy, however, has the following four problems and is very difficult to
pursue. _ '

First, the markets are very small. Urban markets, which account for 20% of the nation’s population, cannot consume
all farm products produced by rural resrdents who are 80% of the populauon Except for rice produced in lhe south tea
in the western highlands, and plantation products such as coftee, most farm products are not tnarketed overseas. Because
of a lack of a technical infrastructure for cultivating, thoy require investment in advance; as a result of which product
prices are l'ugher than they need be. Many farm products cannot meet the dernand of overseas markcts because there are
poor facrlm% for collectmg, preserving, and processing products and so itis vay difficult lo enter forelgn markets. The
e:ustmg limited markets provide farmers with no incentives to cultivate crops other than rice, because such efforis
require heavy investment and much labor. _ _

Second, it is difficult to d:velop commcrc:al crops. In Viet Nam many farmers live in the delta oron lowlands along
the coast, Such areas are suitable for rice growing, but cannot respond to the diversification of products Conunercral
crops for wetland are limited to hoa sen, rau muong, etc. and compete for urban markets, resulting in lower market
prices. :

Third, Vlelnamese small-scaled fa.rmers cannot constamly meet market demand. Agncultural bodies for organizing
farm houscholds have not yet been established in most areas.

Fourth, it is quite difficult to diversify agriculture and to cultivate crops other than rico in the dcllu. Therefore, the
second choice for increasing farm household income is to introduce non-farrn industry into rural areas
The percentage or‘ households that have televisions rose from 25% in 1993 to 58% in 1998. Our survey shows that
educational expenses account for the largest pan of farm-household oash expend'imros; '[‘t.ue.levcl of oducation also rose
significantly from 1993 to 1998, Sce the Government-Donor-NGO .Working Group, Attaclring Poverty, Consultative
Group Mecting for Viet Nam, December 14-15, 1999, p. 7. '

At present, farm-household cash income primarily derives from non-farm jobs, including workmg at the ﬁ'ontler Mmontles
in mountainous areas and other peopie who have no access to cities and no connections for gaining non-farm i income are
reduced to deep poverty. :

In 1995 and 2000, our group conducted comprehensive surveys regarding the agricultural production and household
budgets of about 150 families of a producuon team (doi san xuat) at the Thanh Loi Commune in the Vu Ban Dlstnct
(Nam Dinh Provmce)

- This figure does not include part-time workers from rural areas, which constitute the majority of the urban informal
sector. ' '



of unemployed workers.
1) The traditional land-holding structire was restored as a result of the collapse of the collective-
production system, including former agricultural cooperatives.
2)  Since the Doi Moi policy was introduced, the number of farmers who gave up reclaiming the
frontier, including new economic districts, and who returned home, increased.

3) The number of farmers who lost the right to use land as security for a debt increased enormously.

At present, in the Red River Delta most surplus workers go to urban areas to get jobs, and in the
 Mekong Delta they work in the agricultural sector. In both areas, their income is low and unstable. The

aim of rural industrialization is to provrdc a stable labor market for unemployed workers in rural areas®.

1.2. Regional features of the rural industrialization policy
In Vict Nam, the economic Suucnxré diﬂ_‘ers signiﬂ.cantl'y from region. to region. Although the Vietnamese
economy as a whole Iras been modernized and has become international, it is quite difficult to develop
manufacturing rn rural areas, which are inferior in production-related features, including infrastructures,
markets, the ouality of labor, the distribution system, and capital. Therefore, to develop industry evealy in
. all rural regrons is not realistic, so it is necessary to target certain areas.

The mdustrralrzatron plan is not apphed to areas where people can easrly get cash and secure a labor
market through focused rice growmg, agncultm‘al dwersrﬁcatron an increase in the rate of workers who
find jobs in urban areas, or commercral activities. In this sense, a rural-development strategy other than
rural mdusmahzauon should be drawii up in the following areas: |

(1) the Dong Thap area, where agrlcultural development is highly possrbic and rice growing is
important in commercial terms,

)  areas not involved in rice growing, including the northern fan, where commercial crops can be
cuftivated, a terrocc (Trung Du area), ahd_ highlands (Tay Nguyen area in the central highlands and
the southeast fan in the Dong Nai river a'rea),. and -

3) suburbun areas having abundant job opportunities (Ho Chi Minh, Hanoi, Mekong Delta, and
Red River delta along National Highway 1).

A strategy for developmg the nonagricultural sector must be 1ncorporated in each region’s economic-

_ development strategy “The geographrcal dlvrsron of Vrctnam ] agncultural structure is described below,

togethcr with a major development strategy for the areas.

1 2 2 Suburban areas

These are- found in a few metropohtan areas, mcludmg Hanor Ho Chi Mmh and Da Nang. Their
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According to past surveys, many Vietnamese farmers gain cash income from engaging in non-farm businesses and from
the expanding consumption, Farmers working in non-farm sectors are roughly divided into two groups: those working
in non-farm mdusmes within their local area, and those working outside their area. The way of working also differs
sngmﬁcantly among areas. In rural areas near big cities such as Hanoi and Ho Chl Minh, some farmers work as full-time
workers for the state sector or for a private-sector company operating in the urban economic zone. Some gain part-time
Jobs in the urban economic zone. Some work in the non-farm sector, including the transporting business, within the rural
area. Others are involved in family-scale independant commerce or manual industries. Generally, jobs that ensure regular
work generate larger incomes, and for farm households this income far exceeds agricultural income. Foreign companies
(for example, a La Vie drinking water plant in Long An Province) offer social security benefils, including insurance,
and wages of 0.6-0.8 million dong per month. Successful state enterprises (for example, a nuoc mam plant in Dien Chau
District (Nghe An Provmce) also pay monthly wages at that same level. In mral areas near cmes working in the non-
farm sector is already mdlspensable for farm households. In Khanh Hau V’llage in Long An Provmce where involvement
in side business is common, although agriculturai wage labor is the primary means of carning a living, 41 of 43 households
without land and 26 of 44 households with land are engaged in non-farm jobs, 0. In 1997, such non-farm jobs included:

(a) teachers, district officials, and orgamutnonal staff, (b) factory workers, © construction workers such as carpenters
and piasterers, (d) transpomng by motor car (xe ba gat), and (¢) working attea shops (quan) or sewing shops. A survey

- of Ha Tay Province around Hanoi shows the same results. In addition to independent businesses, including sewing,

bicycle repairing, restauranis, and daily-goods retailing, there are (f) many food makers in Ha Tay, because areas around
Hanoi have Iong supplied food to Hanoi. According w0 our Survey, areas where internationally marketablc plantation
crops, such as gum, tea, and coffee which are produced in the western htghlands can be grown are qulte limited.
Promising areas that have a potential for developmg commercial products in terms of acc&ssnbﬂny t0 markets are: (a) the
nofthwstu'n mountainous area and highlands of Nghe An Province (sugarcane, beef cattle), (b) the fan, terrace, and the
area near the delta (u:a, sugarcane, etc.}), and (¢} the coastal dunes in the Red River Delta (vanous vegetables). All such
commercial products, however are cultivated on an extrernely small scale and sold almost only in domestic markets. If
such products can be successfully exported, they are sold at extremely low prices due to the_u' low quality. For i instance,
the Thanh Loi Commune coéperative in the Vu Ban District (Nam Dinh Province) exports sevéral tons of vegetables a
year through the dlslnct but the price is only 600 dong VND per 1 kg, and pmducers are deeply dlscontented Since
1995, however, as urban consumers’ lives have lmproved mdcpendcnt poultry farmmg {Ga Cong Ngluep) has grown in
rura} areas near citics. But, due to the limited market for pouliry products, their prices are already falling. According to
a survey in the Tu Son District (Bac Ninh Province), the selling price o.f an adult chickeh fell from 19,000-20,000 dong
in 1993, when such business started, to 14,000-15,000 dong in 1997, and sometimes to 2 (X)O dong

The central provinces, mcludmg Nam Dinh, Thai Binh, Nghe An and Thanh Hoa, where workers have few
opportunities to get jobs in the non-farmn sector, are distant from cities, and are overpopulated, jobs (a) and (b} declmed,
and {¢)-type jobs are in construction work outside the area. Mény workers are engaged in transportation businesscs The

" cash income is low, and markets are not developed within villages, and so the number of workers for jobs (d), (e) and (f)

is small. According to a 1995 survey of a hamlet of the Thanh Lcn Communc in the Vu Ban District (Nam Dinh
Province), 18 of 113 households were self-employed in small-scale transportation or goods-retailing businesses, and 10
households were engaged in construction wark. . : :

Moreover, in mauntainous areas from whlch itis dlﬂicull to access cmes lhe number of farmers wuh side businesses
is far smaller Particularly minorities in the mountainous areas have few opportunmes to get jobs i m urban amas due to
the problem of language and lack of connections. There are a lot of poor peaple in distant mountainous areas, mainly
because they have no opportunities for finding non-farm jobs.

The primary purposes of the rural-industry development strategy are to secure non-farm-sector opportunities for
rural residents and to solve the problem of surplus labor in rural areas. Therefore, this straleg.y shéﬁld not be pursued

throughout the country. It should target areas where agricultural diversification and access to an urban labor market are
difficult.



residents include people willing to work in the nearby urban arca. They also have consumer markets for
goods manufactured in rural areas. Many of their farm households are involved in other businesses.

{n the north, a rural area that is situated in Ha Tay and Bac Ninh Provinces and is within about 20 km
from central Hanoi is in this category. Many successful manufacturing businesses are concentrated in
this area’. ‘

In the Hoai Duc District in the suburbs of Hanoi the number of farm households whose members have
both regular or temporary jobs in urban areas and paddy ficlds is growing. In these paddy fields, rice is
cultivated for self-sufficiency purposes by family members or employed laborers,

In the south, an arca along National Highway 1, which connects Bien Hoa, Ho Chi Minh, My Tho,
Vinh Long and Can Tho, is similar in that regard®. In these cities, the unit farmland pareels is small,

commercial crops are cultivated, and the percentage of farm households without land is higher than in

 other cities in the .Mekong Delta. The number of farm households that are also involved in other businesses

or that have given up agriculture is increasing.
~ This region’s economy is largely based on the market economy and therefore is very easily affected by
urban economic conditions. In other words, this region is a rural area attached to a city. Governmental

support is not necessary for this area, which should be in the hands of the market.

1.2.3 'Sclf—sufﬁcient_rural areas -

They are typical of_ the northern Red River Delta. They are distant from metropolitan areas. Basically
most popular approaches to an urban area are to work there as a temporary worker. To diversify commercial
'6rops is difﬁcult. because there are many wet fields suitable only for growing rice, and there is little
farmland for other dry crops. Rice is primarily.cultivated for self—sufﬁciency. Surplus rice as a result of
higher productivity since 1990 is largely used for raising pigs and is rarely marketed. Farmers do not see
rice as a corh_mercial crop. Smatl-scale commercial agricultural production, such as raising pigs and
growing vegetables, is indeed an important means of geining cash for self-sufficient farmers. But the
scale of such production is very small, so both labor productivity and profitability are low. Many farmers
believe that etock farming does not benefit them.

Product diversification is difficult because of geogfaphicai reasons. Because the kinds of products in

. aregional market are limited, price competition is intense. Prices change significantly with the seasons.

Therefore, development can rarely be expected

Tradmonal v1llage industries, mcludmg sewmg, furmture making, metal—forgmg, and production of

' bamboo goods Wthh met locai demand in the early 1990s have only local markets and are weak in terms

- of such factors as technology, capltal and markets. These industries cannot compete with goods produced

7

In March and August 2000, we conducted a survey in the Haoi Duc and Ba Vi Dlsmcts (Ha Tay Province).
Our group has continued research at the Khanh Hau Commune in Tan An City (Long An Province) since 1995.
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at modern factor‘ies in urban areas, and therefore they are declining.

The development of rural industries in these areas should not be based on the development of village
industries, but on the expansion of the modern urban sector. In northern rural areas, National Highways
1 and 5 were widened. The electricity supply and modern information networks there are superior to
those in southern rural areas, Also, the educational leve] of the younger generation is very high. Concerning
textiles and sewing, the traditional system of contrécting with neighboring villages still survives. The
Nam Dinh textile factory adopted this system.

In contrast, Hanoi, v;rhich lies on a narrow natural levee (de dieu tu nhien), is surrounded by back
swamps (vung thap), and it is now difficult to expand the city’s area. Without large-scale land reclamation,
the expansion of the city is limited. The establishment of a new plant in the delta. not only contributes to

the development of urban industry, but also has great significance for bkpanding the local labor market.

- Areas some 50-100 km distant from Hahoi, from which commuting is difficult, have no choice but to

utilize local labor®. _

It is vitally necessary to activel'y attract private companies from modern urban sectors'’. Specifically,
(1) The central gbvemment should improve.the road system in thc'Dclta particularly building a road
between Isolatcd point like Thai Binh and Hanon and shuuld modernize power-transmission networks;
(2) The provmc:lal government should be given wider authonty, (3) Modern mﬁ'astmcmres mcludmg
taxation, water-supply, power-supply and information facilities should be lmprovcd; and (4) Proper

measures should be taken to facilitate'personnei mhnagement.

1.2.4 Isolated areas

Viet Nam's rural-area development policy is based on isolated areas ha#ing a certain relationship w.ith'
urban markets. However, the population is concentrated in Hanoi and Ho Chi Minh. In areas other than
the Red River ahd Mekong Deltas, which have access to these two big cities, economic development
based on the big-city méfkcts is quite difficult. _

The provinces of Thanh Hoa, Nghe An, Ha Tinh, Quang Binh, Qliang Tri, Thua Thien, 'Quang Nam,
Quang Ngai, and Binh Dinh in the north central region are spccxally isolated from the big cities!!.

These areas have the followmg characteristics.

n Paddy cultivators concentrate in small coastal plains and share only small parcels of cultivated

A drinking-water plant having modern equipment, which was established in the Khanh Hau_Cbm_munc in Tan An City
(Long An Province), has not contributed to the expansion of a local labor market bécﬁuse it Iured ehiployeés on the basis

of connections. The utilization of local labor requires institutionally securing open employment opportunitics. .
Concerning the policy for attracting modern urban industries to rural areas, concrete measures fonnhla:ed by Japanese

prefectures pursuam to the Comprehensive National Dcvclopmcnt Pian in the high-growth pennd will offer some useful _
hints. : -

' We conducted a survey of local indusu-ies in the Dien Chau and Nam Dan Districts in Nghe An Province.
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land.

2) Because the agricultural infrastructures are poor, productivity per land unit is low and much
labor is used only for self-sufficiency purposes.

3)  Modern infrastructures, including those for water supply, roads network and power supply, are
lacking, so these isolated areas cannot contribute, even as consumer markets; to the domestic
economy.

4) Because access to metropolitan markets is difficult, commercial agriculture is not diversified,
and low-level self-sufficient economies are common. The commercialization of tobacco,
sugarcane, and wood is also limited to the regional market, due to quality-related considerations.

5) Therefore, almost the only means by which farmers can gain cash is for those with specific
connections to migrate to big cities, or to Laos and Cambodia, to work.

6) A few local industries such as fish sauce (nuoc mam) production are also limited to local

markets and cannot export products.

These areas need a new economic zone that is independent from metropolitan markets.
) Itis necéssary to free labor from the land through improving the agricultural output of very
small-scale farmers. It is also necessar} to raise the level of irmigation infrastructures to the same
 Jevel as that of the Red River Delta. -
2) Itis neccssafy to build road networks that radiate from port-cities along National Highway 1
such as Thanh Hoa and Vinh and to create local markets. The ongoing work of making National
Highway 1 wider and the modernization of the Thong Nhat railroad have no meéning for local

economies if such local roads are not built.

All of these areas are located along the South China Sea, the center of the Southeast and East-Asian
economies. The coast of this sea consi.sts of coastal terraces and sand dﬁncs, and it has numerous good
ports, including Vinh and Da Naﬁg. On its west, this region borders on Laos. The distance between the
coast and Laos is a minimum of 20 km. This region also has access to Tay Nguyen or the Central
. Highlands. Products from this region shbuld be. gblc' to be sold iﬁ markets in South China and in the

ASEAN countries. |

Each of these areas should improve agricultural productivity and develop export industries. In the
Nghe An area, for example, the fisheries ir_:dustry; as_wt;u as the shipbuilding and fish-processing industries,
is ex;idﬁ—ériehted Altﬁough ndf pfoﬁ.tab}e no\p{r stock raisihg and sugar manufacturing in the highlands
of west Nghe An havc potcnual for exporting products if productivity is raised by efficient management.
Some forelgn capltal is ﬂowmg mto this regton mainly from the UK. The future prospect for exports

depends on efforts to dcvclop markcts
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1.2.5 Former fronticrs

The Mekong Delta has already finished developing. One serious problem here is that even on the
frontier farmland parcels are small and the number of farmers without land is increasing'?.

Although the Dong Thap area on the Cambodian border was the last frontier of the Mekong Delta, it
is still difficult to develop this area in the rainy season because it forms a vast back swamp. Farmers in
the area have no choice but to engage in paddy cultivation in the winter, spring, and summer. There are
many relatively small cities in the Dong Thap area. But this area has little access to big cities and has no
significant urban market. Indeed, it is necessary to create non-farm industries for an abundance of surﬁlus
workers in the rainy season. In reality, however, it is impossibie to create manufacturing industries here;
due to problems relating to transportation and market conditions, as well as difficulties in finding locations
for factories. The economic dcvelbpmcnt of the Dong Thap area basically means improving both the
productivity of rice growing and the profitability of rice to be exported. Toward these ends, it is quite
important to generate and foster full-time farm households having more than 3 ha of farmland®. Huge
investments irrigation pump network and hand tractors, and the ﬁdlder embank system are necessary for
raising productivity. However, because of the current wholesale price of rice, only large-scale full-time
farm households can afford such investments. A stable labor market cannot be provided for farmers
without land unless farmlands are merged and the scale of farming is expanded. In this region, Where
integration is already progressing, creating and fetaining very small-scale owner-farmers cannot solve
the problem of surplus labor.

- In this region, however,
1)  Access to urban markets is difficult;
2)  There are no traditional handicraft tcchniciues, because agricultural development has been the
focused activities;
3) Thereis little cépital accumulation, because surplus agricultural income is often sent to farmers’
native homelands; and

4) ’_I‘he form of the family is unstable, and family management is also difficult.

2 1) Thanh Hoa, Nghe An, and the Ha Tinh zone lhat centers on Vinh Cuy

2) Quang Binch, Quang Tri, and the Thua Thien zone that centers on Dong Hot City

3) Quang Nam and the Quang Ngai zone that centers on Da Nang City

4) Binh Dinh and the Phu Yen zone that centers on Quin Nhon

Our group surveyed the Khanh Hung District (Loang An Provmce) _ _

However, in the Dong Thap area that was dcvcloped in the late 1980s and early 1990s 5o as to solve the problem of
farmers without land who emerged as a result of the dissolution of collective agriculture, new mumgrams hold landg
parcels as small as 0. 5 2.0 ha and earn a living by working for large-scale 1and managers. These people find w0 meaning
in working at the t‘mnner in a bad environment, and sooner or later they will become urban workers, Our group surveyed

Tay Bac in the northesst mountainous region in December 1999 and Tay Nguyen in the mlddle-westem hlghlands in
December 2000, .
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Therefore, efforts should be made to Increase agricultural products especially rice cropping by exploiting

the region’s comparative advantage in the area of farmiand and making intensive use of land.

1.2.6 Mountainous regions

1)

Mountainous regions are roughly divided into two.

Highlands, slight slopes at the feet of mountains, and the like.

They have rich soil, a means of transportation to lowland areas, and are suitable for producing
export commeodities, including coffee, tea, gum, sugarcane, and beef cattie. Typical areas are (a) Tay
Nguyen of the central highlands, (b) the middle basins of the Red River Trung Du, including Phu Tho
and Yen Bai, and (c) Nghe An of the Thanh Hoa highlands. Areas (a) and (b) have already been
developed with state farms or private large-scale farmlands such as plantations, Area (c) has not yet
been developed, because access to cities is difficult. These areas have no problem of surplus labor;

they produce little rice and cultivate mainly commercial crops. A new labor market should be created

* through the diversification, integration, and internationalization of commercial agriculture in these

arcas. Non-farm industries except agricultural-products processing are unlikely to develop.
However, management is unstable because products are subject to fluctuations in international
prices. For example, small-scale coffee-growing farmers live quite difﬁcult lives because the selling
price of coffee in 2000 is only one-half the price of 1995.
- Itis cﬁtical fo stabiiize the market and to imprdve profitability by securing relative independence
from international prices through improving the species of products', establishing international brand
'imagcs, and mddcmizing the distribution structure. It also is important to expand the labor market by

'intcgrating production workers and by finishing processing at the local level.

2) There are many basins in the northern mountainous areas and rice is grown intensively. In such a

big basin as Dien Bien Phu, commercial rice is grown extensively. But because of the transportation
al;d market conditions, most of the rice is consumed by the producers themselves'>. There are no
oppo_rtunities to go to a city to work, because the existenée of many minorities results in differences in
language and culture. The region faces a severe shortage of cash and is a poverty area.

In particular; cultivators who have shifted to rice growing under the “chinh sach dinh canh” policy,

which is unfamiliar to them collectively live on land having inferior irrigation and soil conditions.

N The m'ajonty of the species of ongmal beans currently cultivated are e lobster beans, which have a market only in Viet

Nam Profitable arabica beans are rarely grown. Farmers say that thts is because of a lack of techniques, while locat
governments say it is because of the bad climate conditions. They are not very enthusiastic about improving the species
and introducing new cultwaung techniques.

As seen in the Vinh Yen District (Vinh Phuc Province), efforts to grow fruits, specific forest goods for Chinese medicine

and other purposes, and flowers are effective on the gentle slopes facing the lowlands. But in distant areas it is difficult

to commercialize such products except for very expensive ones.
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Therefore, the productivity of rice growing is extremely low. Before non-farm industries can be fostered
in these areas, fundamental infrastructures for such industries are necessary. It also is necessary to
improve the productivity of agricultural production, mainly rice growing. Toward this end, the following
efforts are needed.

a) Providing small-scale and high-quality irrigation facilities;

b) Building village roads that connect villages and markets;

¢)  Setting up a power-transmission network that can maintain a minimum level of cultural life;

and ‘
d) Spreading education by building small-scale schools.
Thcse. infrastructures must immediately be developed throughout the country as measures against

poverty.

1.2.7 As the above geographical division shows, the areas that need the government’s support for developing

non-farm industries and that have great pdtcntial ai'c: (a) the self-sufficient farming area in the Red River
Delta, and ()] isoléted areas along the central coast. The non-farm sector in the fonnef area should adopt
a strategy of expanding the existing_ur’oan cbmp;'mies. In the latter areas, a strategy of strengthening
direct connections with international markets should be adopted. Efforts should be made to support

promising companies that are now active in areas that have surplus rural labor and that have few

~ opportunities to gain income from non-farm businesses. That is to say, the target of industrialization
© should be clarified.

2. Successtful rural industries

2.1
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Concept of rural industry _ _
Professor Nguyen Dinh Phan defines the concept of a villége industry (CNNT) as follows.
1)  Small-scale manual industries; _
2) Manufacturing in rural areas, irrespective of the scale or level of techniques utiiized;
3) Manufacturing for rural areas, irrespective of the place of the factory (whethér a rural area or a
éity); . _ . |
4) A segment of the manufacturing industry in a rural area, havinga closé relationship with agriculture
and rural areas; and ' o ' - -

5) Manufacturing industries in which farmers invest.



However, in this paper, the purposes of developing rural industries are limited to increasing farm household

income, expanding opportunities for members of farm houscholds to get jobs within their rural area, and

promoting the development of market economies in rural areas. Therefore, rural industries are defined as

industries that are operated in a rural area, that employ workers within a rural area, and that promote the

development of market economies in rural areas's.

2.2

Status of rural manual industries
Rural industries are divided into several categories, according to their form of management'”.

1) Manual industries In village called lang nghe often utilize traditional handicraft techniques and
are managed by a household or unincorporated enterprise'®. Such enterprises are divided into four
types, according to their market:

(a) Enterprises that have a province-level market;
(b) Enterprises that have a regional market;
{c) Enterprises that have a market in major cities (Hanoi, etc.); and

(d) Enterprises that have an international market.

2.2.1 Type-(a) enterprises often are seen in the Red River Delta. Many of them engage in woodworking,

metal-forging, scWing, agricultural-tool making, and producing daily necessities. During the French
occupation, they were situated in the former Ha Dong Province and other parts of the Delta and met the
_déily needs of farmers'®, In the Bao Cap period, however, most of these enterprises were absorbed into
cooperatives. _According to a. survey of Ha Tay Province's villages in the vicinity of Hanoi®, the manual

industry revived after 1990 along with the revival of the market economy, but it has been declining since

Truong Dai Hoc Kinh Te Quoc Dan, Cong Ngiep Hoa, Hien Dai Hoa, Nong Nghiep, Nong Thon Dong Bang Song

Hong, December 1999, 1-2.

Truong Van Phuc classifies small rural companies, in terms of ownership, into family-managed busmess unincorporated

enterprises, and cooperatives (collectively owned). Our study is basically based on this classification. See Truong Van
- Phuc, “Phat Trien Doanh Nghic§ Nho Nong Thon theo Pﬁuong Cong” [Developmeni of small rural companies pursuﬁnt

to the imlus’trializ.ation'pelicy], Tap Chi Cong San, Ne. 8, 1994, pp. 25-29; Akie Ishida, op. cit., p. 67.

An unincorporated emefprise is a private bﬁsincss entity with a fixed amount of legal capital pursuant to the private

business law (Luat Doanh Nghiep Tu Nhan), as modified in June 1994. See Hideo Watanabe, “Consideration of Company

Laws by Economic Sectors in Viet Nam,” New Development of Viet Nam s Doi Mol (Institute of Dcvelopmg Economies,
- 1999), pp. 239-40, :

Pierre Gourou, Les payéans de delta tonkinois , 1936, Hanoi, pp. 455-60.

In March and April 2000 survey were conducted in Ngai Cau Village, An Khanh Commune, Hoai Duc District, and in

Tay Dang \ﬁllage, Tay Dang ‘Town, Ba Vi District (both in Ha Tay Province). Concemning all of the village mdustnes of

Ha Tay Province, see Nguyen Ngoc Khoa, Lang Nghe Ha Tay, Thuc Trang va Cac Giai Phap Cab Thuc Hien Phat Trien,
: Cong Nghiep Hoa, Hien Dai Hoa Nong Nghiep, Nong Thon Dong Bang Song Hong, Truong Dai Hoc Kinh Te Quoc

Dan, December 1999, pp. 280-91. . : :
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around 1995.Why? There are only a few manual industries that need high technology and capital. When
demand rises, many households can rush to production. As a result, production exceeds demand, prices
sharply fall, and the business becomes unprofitable?. Managers of the Red River Delta household
enterprises utilizing low-level techniques emphasize agriculture for providing food for themselves and
do not hope to expand the scale of manual industries beyoﬁd the scope of supplementing cash income. In
this sense, such manual industries are nothing but side businesses for farmers. In rural areas near cities
such as Hoai Duc, manual-industry workers easily change into urban workers?2. Manual enterprises
rarely grow to become small businesses. Even if the flow of the right to use land becomes free and the
use of land as a security becomes common, farmers are unlikely to give up their land and to specialize in
one industry. The only profitable household business having a market within rural areas is rice polishing.
But that business is not promising, because its market is limited. ,

If goods produced at modern factories flow into rural areas, the manual production of such goods ends
sooner of later. Generally, rural manual industries appear only in a transition period from a:self-suﬂicier_lt
economy to a market econothy. Then, as modern manufactured goods are introduced in urban areas, the
manual industries decline?. Rural industries arc typically not includcd in an indusirialization strategy
because their tcchmqucs are low-level, their markets are limited to rural areas, proﬁtab;hty is low, and

- such mdusmes are nothing but side businesses for farmers.

2.2.2 There are three patterns of household enterprises that have a regional(typc b}, big urban (type ¢) ,or
Ihtemaﬁonal (type d) market and that are devcldping.
(1) Traditional manual industries that produce cheap, mé.ss-consumption goods
A typical industry of this type is the food-processing industry in Ha Tay Province. This province
has been famous for the food industry for years, and it has a local, stable market (Hanoi and its
surrounding area) and a distribution network, The province is important in terms of labor, revenues?®,

and its economy®. Its products have gained good reputations and specific consumers in the market.

According to a survey in the Hoai Duc District (Ha Tay Province), in 1995 a _household.could buy a knitting machine for
3 million dong, and the pay for knitting a pair of rousers was 2,000 dong. But the wage fell to 900 dong in 1998, and so0
in 1999 some households sold their knitting machines and closed their businesses. Although in the Hoai Duc District
many households knew technigues for knitting hammocks and other itéms, not a few of them have begun to quit producﬂon
since 1997 because product prices have declined, :

The average annual income per tabor unit in village industries in Ha ’Ihy Province is estimated to have been 3,486,000

dong in 1997. This is far lower (at least 0.3 million dong) than that for urban workers. So rural workers easily quit or
change jobs, :

n

23

According to a 1997 survey in Vu Ban .Distn'ct (Nam Dinh Province), agricultural tools (spades, etc.) produced by using

traditional metal-forging techniques cannot compete with urban products in terms of quality and cost, and so such rural
industries are declining.

#  According 10 a survey of the food processing industry of the An Khanh Commuhe in the Hoai Duc Disuﬁct (Ha Tay

Province), the manager earns 0.4-0.5 million dong per month.

238



This industry grew steadily until the mid-1990s.%

Although metal-forging is declining in many regions, the Da Hoi Commune in the Tien Son District
(Bac Ninh Province) specializes in metal-forging and puddling, produces agriculturai tools and
carpenter’s tools, and markets them in the north provinces.

As mentioned above, such production, which depends on simple techniques and iiﬁle capital, foses
markets and declines in scale as modern urban industries develop. Many household enterprises engaged
in sewing and manual industries followed that path in the late 1990s. Product differentiation is necessary
for such production to secure a market and to grow. Efforts must be made to advance the technology
used, to get information so as to be able to quickly respond to market demand, and to constantly
develop new markets.

2). Traditional manual industries, which produce handicrafts using advanced techniques

Potteryproduced in Bat Trang Commune in the Gia Lam District (Hanoi) has a national market and
is also growing in international markets. Dong Ky Commune in the Tien Son District (Bac Ninh
Province) makes high-quality furniture, and B0% of its products are marketed in China, Taiwan, and
Europe. Traditional rattan made in the Chuong My District (Ha Tay Province)—cmploys 9,000 workers

_ and has a national mmket, including Ho Chi Minh?.
The production technigues of these traditional handicrafts are handed down from generation to
. generation. But if that fails to happen, special efforts must be made to ensure continuation of the
. techniques. For example, Yen So Commune in Hoai Duc District now has an educational facility for
teaching embroidery techniques and the means 6f respondin.g to tﬁe demand for new products®.
(3) Rural industries emerging in the eariy 1990s

' Man'y rural industries emerged in the early 1990s in rural areas near cities, in line with urban

In the Hoai Duc District (Ha Tay Province), there are three communes (My Canh, Duong Lieu, and Cat Que) involved
in fond processing mcludmg bun, and 90% of the households participate in the communes. The market is large, and
. _ thcrc is a distribution network of tu tuong (local cargo collectors). The three communes account for 60% of the district’s
industrial production, and 70%-30% percent of the GDP of the three communes is derived from manual industries. The
district’s GDP is 1.4-1.5 times as large as that of others. : )
The Duong Llcu Commune, well-known for its food processing industry, grew at an annual average rate of 24.3%
during the 1990-1995 period. Nguyen Sinh Cuc, Phat Trien Ket Cau Ha Tang Cho Cong Nghiep Nong Thon Vung Dong
_Bang Sonh Hong, Cong Ngiep Hoa, Hien Dai Hoé, Nong Nghiep, Nong Thon Dong Bang Song Hong, 1999, p.124.
Phung Ngoc Khoa, pp. 284-85,
Although the Yen So Commune has a strong tradition that each household hands down embroidering techniques to its
girls, a trammg course was offered under the leadetshlp of a cooperative even during the Bao Cap period. In 1993, when
the agncultural cooperative decided 10 make obis to be exported to Japan, it offered a 3-month training course that 30
- women who gmduated from middle school or who had a higher educational background enrolied in for 15,000 dong per
month. The instructor was pa:d 0.6 million dong by the cooperative. This course was continued until 1997. See Misaki
Iwai, “Second Report on a Survey of the Reality of Employment in the Non-farm Sector: The Case of the Yen So
Commune in the Hoai Duc District (Ha Tay Province),” Thong Tin Bach Coc, No. 8, 1998, p. 96.
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development after the adoption of the Doi Moi policy and the revival of frontier trade. Typical industries
are the waste-metal collection business and the wholesaling of plastic sandals in Trang Liet village in
the Tu Son District (Bac Ninh Province). The village’s Xom Dung (Da Hamlet) consists of 148
households, 35 of which are engaged in collecting waste metals, and 57 in collecting_used sandals. Of
151 households in Xom Da, 23 are engaged in collecting waste metals, and 56 in sandal making®.
The Yen So Commune in the Hoai Duc District (Ha Tay Province) is engaged in embroidering Japanese

kimonos and cobis as a contractor linked with a company in the south®,

2.2 Former collective enterprises

Enterprises whose forerunners were either industrial cooperatives established in rural areas during the

Bao Cap period® or enterprises that were established as state enterprises during that period and that are

now engaged in activities adaptable to a market economy

Most of industrial cooperatives established during the Bao Cap period continue production activities as

" cooperatives or companies®. Like unincorporated companies, they are concentrated in Ha Tay and Bac

Ninh Provinces. There are only a few in Nam Dinh and Thai Binh Provinces and other overpopulated areas

along the lower Red River and distant from the cities.

The Nghe An and Thanh Hoa areas are distant from urban markets, including those of Hanoi and Ho Chi

Minh. They have few unique products. Like the lower Red River Delta, those areas are basically devoted to

self-sufficiency agriculture. During the American-Vietnamese War and the Bao Cap peljiod, however, effqrts

4

u -
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Many metal-collecting businesses were set up as small family enterprises in the mid- 1980s just befo;e the Doi Moi
policy was adopted. With the start of trade in the frontier areas, they collected and sorted scrap iron, men transported
abstracted copper to Lang Son and sold it for export to China. This business prospcred until 1994, but since then it has
been declining because the government sirengthened its embargo on the export of copper. Sandal businesses that were
started illegally in the 1960s, began to grow gradually in the 1570s, and grew greally after the adopuon of the Dei Moi
policy. This business involves collcctmg used plastic sandals transporting them to a plant in Hanoi by molorcyclc
buying products for retailing, and selling them to peddiers. Both metal collectors and sandal wholesalers ofter invest
equity capital in starting a business. The per—day profit was 30,000-60,000 dong in 1997 for a large business, and
10,000-20,000 dong for a smaller one. See Misaki Iwai, “Report on a Sufvey of the Reality of Employment .in the Non-
farin Sector: The Case of Trang Liet Vlllage in the Tu Son District (Bac Ninh Province),” Thong Tin Bach Coe, No. 7,
1997, pp. 69-88. : : :

In the Bao Cap period, an embroidering business was organized by a cooperative, and its products were exponed mainly
to the Soviet Union and East Europe through exporters in Hanoi. Although the busmms was stopped in 1980 it resumed
embroldenng on Japanese kimonos pursuant to consignments with exporters in the south in 1993 and on obis in 1994,
In 1997, 21 regular workers and many apprentices were engaged in the business. A regular worker’s monthly wage

* declined from 0.4-0.5 million dong in 1994-95 to 0.2-0.3 million dong in 1997. See Misaki Iwai, “Second Reporton a

Survey of the Reality of Employment in the Non-farm Sector: The Case of the Yen So Commune in the Hoai Duc
District (Ha Tay Province),” Thong Tin Bach Coc, No. 8, 1998, pp. 89-109. .

Under Viet Nam's current company law, companies are classified into doanh nghnep nha nuoc {state enterpnses), hop tac
xa (cooperatives); cong ty (companies), and doanh nghiep t nhan (umncorporalcd enterprise). '



toward industrialization were made; so many cooperatives and state enterprises expanded their business
into rural areas, though the number of unincorporated companies is small. Most of them face considerable
difficulties due to the spread of the market economy, because of such factors as the loss of routes to
purchase materials, the closure of markets, backward techniques, and outdated equipment and facilities.

Some enterprises, however, have successfully responded to market-demand conditions and continue to

grow.

2.2.1 HTX (cooperatives) co khi 12 thang 9

Hung Chinh Commune’s equipment cooperative, established in 1960, in the Hung Nguyen District
(Nghe An Province), had employed 300 workers and produced agricultural machines (tractors, threshers,
and so on) for the markets of Nghe An and Ha Tinh Provinces. After 1990, however, as the Bao Cap
policy was abandoned, the cooperative reduced the scale of its operations. Local 70 workers bought 4
million dong of stock, and corporate activities were resumed. At present, the cooperative engages in
making lhreshers, several agricultural vehicles, load carrying platforms, and a variety of window frames,
and also repairs vehicles and performs other services. The cooperative has about 150 workers, all of

whom work full-time. Their wages range from 350,000 dong to 700,000 dong per month.

. 2.2.2 Cong Ty co phan thuy san Dien Chau, nuoc mam production of the Dien Ngoc Commune in the Dien
Chau District (Nghe An Province)

In Dien Chau, the coastal area of Nghe An Province, the fisheries and salt industries are prospering.
Taking advantage of the area’s accessibility to mterials—producing areas, its abundant fabor, and regional
markets (Nghe An and Ha Tinh Provinces), the area focuses on producing nuoc mam. The Dien Chau
Fishery Company was established in 1947 as a state-owned marine-products processing center. Before
the Doi Moi policy, this state-owned enterprise employed 120 workers and produced 1.2-1.3 million

 liters of nuoc mam per year. After the adoption of the Doi Moi policy, the company lost the state market

32 For example, there are 12 industrial and transporting cddperatives and 12 private companies in the Hoai Duc District
(Ha Tay Province), where rural industries have prosperet.'.l The forerunner of Cong ty thu cong nghiep det Hop Thanh
(Hop Thanh textlle manuat mjustry company) was HTX det Le Loi (Le Loi texnle cooperatwe) established in 1967 as
a contractor of Nha May Det Nam Dinh (Nam Danh state textile enterpnsc) In I970 the textile cooperative had 800
weaving machines and 900 workers. In 1989, however, it broke off its rel_anonshtp with the Nam Dinh textile company,
and its workers lost jobs. In 1993, the cooperative was dissolved, and the 328 weaving machines it held were distributed

o wmkers In the same yéar, Cong ty thu cong nghiep det Hop Thanh was established as a limited company and began
to produce mosquito nets as a contractor of Son Nam Textile Company in Nam Dinh. In 1997, it also began to produce
towels to be cxportcd to Japan. At pwcent only 40 machines are in operation, and most former workers of the plant get
income from other jobs, including peddling. Concerning towel manufacturing, workers contracting with the company
buy materials, deliver products and get paid. Five million dong was invested in machinery and another 5 million dong
in materials. Revenuc from producmg 400 towels per day totals about 24,000 dong. The company depends on a large
‘amount of surplus labor in the area.
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and reduced its scale of operation. It now employs 68 local workers and went public in January 2000. It
still produces 1.3 million liters per year in spite of its personnel being reduced by one-half. There are 70
sales agents in Nghe An Province and 38 full-time sales personnel.

In these two cases, a cooperative or a company and an unincorporated company having capital and

expertise in the same business have merged into a kind of conglomerate that acts as a buffer for adjusting

production®,

2.2.3 HTX Chau Hung, Hung Chinh Commune’s shipbuilding cooperative in the Hung Nguyen District
(Nghe An Province)

Although the Hung Nguyen District has a tradition of shipbuilding, it acquired modern wooden
shipbuilding techniques by technical transfer via the Japanese military during World War IL. In 1959, a
shipbuilding cooperative was changed into a large shipbuilding company having 670-700 employees.
After the introduction of the Doi Moi policy, the company lost the state market and reduced its persbnnel
to 70. In 1997, it was converted into a new joint-stock cooperative. It now employs 40-50 full-time
workers and about 200 part-time workers. In the 1997-1999 period, it built 32 fishing and shipping
vessels of 50-70 tons each. Its major markets are fishing villages in the north, including Nam Dinh and
Thai Binh, mainly in Nghe An and Ha Tinh Provinces. Altho&gh the cooperhtivc does not make special
efforts to develop a market, it receives orders because of its credible tcch:iiques. Emﬁloyees’ wages

range from 0.6 to 1 million dong per month.

2.2.5 Problems with successful rural companies
A typical currently developing rural company has the foilowing charactéristics.

1) It limits its market to the local area and can meet the demand of the area,

2) It specializes in labor-intensive production and does not need to make heavy new investments,
because its production costs are largely materials and labor expenses, and because facilities and
equipment used before Doi Moi are still being used.

3) Its materials and labor force are closely related to the loéal area.

4) Its tcchnic_al capabilities, -managén'_lem ﬁganiﬁﬁoﬁ, labor 6rggnizaﬁon, and reliancé o'n. produ_cls.

that were accumulated when the company was a state enterprise or cooperative are greatly

¥ Afier the adoption of the Doi Moi policy, many cooperative members quit and started indopendent businesses. They

obtain bank loans, gather workers. and make simple goods, including load-carrying platfofnrs. This shows that the rural
market in Nghe An Province, which has a population of 3 million, is rath_ei large. There are 62 small, household-
managed nuoc mam plants around the state enterprise in the Dien Chan District. Each household produces 5,000-6,000
liters of nuoc mam annually. The state enterprise produces goods of middle-class quallty, whﬂe unincorporated enterprises

process high-quality goods. Each of the households supplm products of a certain qualuy, to suit a specnﬁc taste, and has
its own clients.
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contributing to the company’s adaptation to the market economy.

All of these companies, however, face the following problems.

1) Many entreprencurs are unwilling to make new investments, but merely want to maintain the
status quo, and. they do not have prospects for new growth. ‘

2) Many companies have very primitive facilitics and machines that also are out-of-date. These
days no other companies are entering the markets of these companies'. In other words, there is no
competition. Therefore, these companics can enter a market even in this production environment,
but they cannot compete with modern enterprises. These companies urgently need to modernize
their facilities and techniques.

3) Many companies whose forerunners were cooperatives or state enterprises have very little
fixed capital and find it difficult to secure bank ﬁﬁancing. Such developing companies need
industrial protection and promotion measures, including modern technical guidance and help in

establishing financing systems*.

% There are several problems with modern joint ventures that were established in rural areas after the Déi Moi policy.
Although the expanSion of modern joint ventures into rural areas is expected to heip resolve the problem of rural surplus
lﬁbor, in fact, insuﬁcient tmnﬁportaiion and fuel infrastructures prevent modern companies from entering rural areas.
Except for industrial parks, there are no successful cases. '

The mineral water maker La Vie is doing business in the Khanh Hau Commune in Thi Tran Tan An City (Long An
Province) in the south. Tn 1992, the company applied to the province for appmval of operallons as Long An Mineral
‘Water Joint Venture, and it began operauons at a Khanh Hau plant in 1994, Desplte its large scale, La Vie employs a
relatwely small number of workers, because its operatlons are almost emlrely automated. In 2000, the company employed
172 regular workers and many part-time workers, Getting hired depends on an introduction from a manager of Cong Ty
Thuc Luong Long An (Long An food company), which was closely related with La Vie when the latter venture was
established. As a result, 100 workers are from Long An Province (mainly Tan An City), while others are from Ho Chi
Minh. Forty percent of the regular workers are college graduates, and the rest have graduated from a technical collage or
higher—qualify middle school, Regular workers receive social insurance and health insurance under the labor law. Regarding
the soctal insurance, the cmployer and worker pay amounts equal to 15% and 5%, respectively, of the worker’s salary.
Reganding the health insurance, the employer and worker pay 2% and 1%, respectively, of the worker’s salary. Regular
workers earn about 0.8 mullion dong. Even part-time workers are paid 0.6 million dong. Bonuses and additional allowances
a.lsd are given. Such pay is relatively high in Viet Nam. That is to say, La Vie is a typical modern urban-type company
that has begun to opém.e in rural areas. :

There are 6 workers from Khanh Hau. There is only | part-timer. There are so few workers from Khanh Hau because

~ recruitment is limited to people with connecuons w0 the Luong Long An food company and because farm-household
children without high educational backgrounds are not accepted by the company. Although the La Vie plam is situated
along National Highway 1, it makes no contribution to the local economy.

La Vie is the most successful foreign company in Viet Nam's rural areas. But it has had no effect on increasing rural
incomes or creating a labor market. The entry of a modern urban plant into a rural area generally requires sophisticated
workers having high educational backgrounds. Because the facility does not need much labor, it contributes little to the
local economy despite the huge invdt_mcrit necessary to create it. But to truly benefit a rural area, a modern urban plant

that is invited to a rural area must be basically labor-intensive and able to employ workers having low educational

backgrounds.
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2.3

Rural industrialization strategy as a social policy

2.3.1 Thave pointed out that the development strategy for the non-farm sector should differ among areas.

I have aiso emphasized that many unprofitable industries never are included in the mainstream of Viet
Nam’s industrialization strategy in terms of capital, techniques, and markets, and that they are merely
means of gaining cash within self-sufficient local economies.

However, this does not mean that I am opposed to the development of rural industries, if that occurs

* under certain conditions. First, rural industries must respond to local needs and culture, even though

their markets are rather limited. Second, they are important for the transitional period until Viet Nam’s
urban industries deVelop and become able to meet the demand for all daily goods. Therefore, promising

lang nghe should be promoted in any area, particularly in such overpopulated areas as Nam Dinh and
Thai Binh*®.

2.32 The rural industrialization strategy basically aims to remedy the above five deficiencies. The following

strategies are desirable.
1) To provide market infonnétion;
2) To raise cntrcpreneurshlp through adequate management guidance, public ﬁnancmg, and
mtroducmg markets; .
3 Togive advice conccrniﬁg the renewal of eciuipment and technologies;
4) To encourage the developmén_t of new products ihat meet mafkef demand; and

3) To improve the investment environment by introducing public ﬁnéncing

Toward this end, it is necessary to survey each area’s industrial potential, to conduct research to

3%
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Many village-industry products can meet the demands of markets. Our survey in Nam Dinh revealed the following
1) At the Hai Tan Corﬁmune in the Hai Hau District (Nam Dinh Provi.nce),.dau Bac Ha (japanese mint oil) once
generated a large income. Afier the Doi Moi, however, it was replaced by competitive chemical products and'.il no onger
is produced. But the products were of high quality, and gtven the environment-criented and orgamc-goods ~oriented
market, advertising will help 1o reestablish a big market for them. A small amount of ﬁnancmg, smple technical gmdance
and a small-scale distribution network could easily revive producuon The problem is that the potenual buyers have no
information concermng producers, and producers have no information concerning potential buyers or the market, as a
result of which many promising village industries are declining. .

2) The Quang Trung Cooperative in the Vu Ban District (Nam Dinh Provmce) has tradmonally been mvolved in low-
skill repair work. Even today, 30% of the cooperative’s members are engaged in such work on a s_gnu-unen'lploymnt
status. The nearby Vinh Hao and Déi Thang Cooperatives_we_rp famous for pro&ucing goi may (rattan hil_lows) and
embroidering, respectively. After the Doi Moi, however, both cooperatives lost théir markets, and now all of their former
workers are unemployed. If lock-making, rattan work, and embroidering techniques can be ccrmbmed 10 create new
furniture and small box goods, their designs might be able to arouse market demand. One problem however is that
farmers are conservative about commercialization.



identify promising companies, and to strengthen local governments in charge of the above five items. In
Viet Nam, however, small companies, which characterize almost all rural industries, are supervised by
the Ministry of Labor, Invalids and Society with regard to the social policy of employment security®.
Given the experience of Chinese township and village enterprises, however, the backup role of local

governments is very important. In Viet Nam local governments do not play such a role.

2.3.3 Huyens (districts) as the core of the rural industrial development plan

The direct and primary economic zone for farmers is huyen (district). However, Vietnamese economic
policies are formulated on the basis of provinces. But provinces are not categories that are adequate for
classifying environmental conditions, including climate and geographical features, nor economic
conditions, such as economic zones. They also are inappropriate for describing various other
characteristics, including historical and cultural values.

A district consists of about 30 communes that have a similar natural and cultural environment. Planning
at a district level is the most cffectivc. frém the viewpoint of historical, cultural and environmental
aspects. Fundamental informatidn for a rural industrialization plan should be collected primarily at a
district levcl”.. :

The district should gather the following fundamental information.

1) Survey of materials suitablé fot industrialization consistent with the market economy within
the district;

2)  Survey of technical workers involved in materials processing;

3) Sﬁwey of ptoduét markets within the district;

4) Survey of companies’ capital;

5)  Survey of finance-related factors within the district;

6) Drawing up an origihal plan for rural industrializatidn within the district; and

7y Pointing out problems in implezﬁe'nting the original plan.

* Aku: Ishida, op cit., p. 66.

T We conducted surveys in 2 districts in Ha Tay Province, in 1 district in Nam Dinh Province, in 2 districts in Nghe An
Province, and in 2 districts in Long An Province regarding capital, techmques management, markets, labor, and production
materials. The results show that each of the districts has a remarkable ability to gather information on its economic

environment.

245



3. Ruralindustrialization policy as an economic development strateqgy

3.1 Rural industry as an engine of national economic development

The economic development of urban industries has significantly slowed since 1997, Industrialization

and modernization using capital and labor in rural areas are necessary for the development of the Vietnamese

economy as a whole. Initially, industries in rural areas should be regarded as important sectors for

industrialization of the Vietnamese national economy. Then the development of rural industries should

lead to an increase in farm-household income, which should expand rural markets. Moreover, this should

encourage investment in rural industries, which should expand rural labor markets and increase farm-

household income further. Such a positive cycle needs to be created in the markets’ economic structures.

| 3.2 Comparison with Township and Village Enterprises (TVEs) in China

3.2.1 In order to ensure reform of the national economic structure, ihtroduction of the model of Chinese

TVEs (TVA .model) will be considered, because both countries share the following points in common.

1)
2)
3)
4)

5)

The country has rural markets with enormous potential and poor distribution networks.
The existing strong state enterprises cannot meet the potential market demand.
State capital is weak and cannot finance private companies.

Private urban companies focus on profitable tertiary industries, and production industries are

unlikely to develop.

As a result of the expansion o'f_ agricultural production, capital has been accumulated and

markets have been created in rural areas.

3.2.2 Chinese TVEs can be described as follows.

1) By the end of the 1980s they accounted for 25% of the industrial output in China, and they

2)

have become an essential factor in the national economy.

They can absorb surplus labor in rural areas. In 1988 they provided a labor market for 95

million workers, or 24% of the labor force in rural areas.

3) TVEs can prevent non-farm workers from leaving rural areas or concentrating in urban areas.

4) TVEs in some coastal areas are becoming a driving force that promotes an outward development

strategy

5}  Autonomous TVEs that bear profits and losses are models for market-based state enterprises.

6)  In summary, the development of Chinese TVEs in the 1980s played an important role in realizing

China’s policy of developing industry and implementing structural changes®.

*  Shigeru Ishikawa, Scenario-Making for Vietnamese Indusirialization under Globalization (3, pA4.
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3.2.3 Fundamental differences between China and Viet Nam regarding these basic conditions should be
taken into account in applying the Chinese model to Viet Nam. Why did Chinese TVEs succeed as
mentioned above? There were several favorable conditions in China.

1) Rural areas along the coast in China had a tradition and experiences of commercial and industrial

- management. -

2)  Chinese coastal-area farmers who have long produced commercial crops were willing to pursue
profits.

3) Urban markets were large.

4) Techniques were actively exchanged between metropolitan and rural arcas®,

5) Local govcrnmcﬁts took several supporting measures, including (a) holding trade fairs and
special product exhibifions, (b) collecting and providing information about foreign and domestic
markets for compémics, (c) providing technical guidance and recruiting technicians, and (d)

providing legal protection of TVEs®.

The basic conditions of Vietnamese rural areas differ from those in China in regard to the following
points.
1) Company-management experience is lacking.
2) Domestic markets are weak.
3) Rural areas lack their own capital.

4) Technical experience is lacking.

Both the favorable conditions in China and the disadvantageous conditions in Viet Nam are products

of long histories. The aforementioned four problems cannot be resolved by a rural area’s own efforts.

3.3 Exchanges of information between districts and cities through provinces
Therefore, in order to foster TVEs in Viet Nam, it is necessary for urban companies to offer capital,
markets, and technical expertise, and to develop rural companies as contractors. Unlike Chinese TVE
model, Viet Nam need capital and technologies from urban arcas. A government policy for strategically
linking rural and urban areas is necessary. However, although district officials are good at collecting local
information, they have no experience in 'analyzing information and controlling a district’s economic structure.
Their ability is not reliable, ei_ther.

For the time being, rural industries are forced to find markets overseas to some extent, because domestic

¥ Michiki Kikuchi, “Potentiality of rural industrialization in Viet Nam; Lessons from China’s Experience,” June 23, a
draft for a workshop, p. 4. )
¥ Thid, p. 6.
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markets are limited. Therefore a province-level consulting agent is necessary for analyzing a district’s
basic survey and linking the district with urban and overseas markets.

Provinces should help in exhibiting local products in big cities and in surveying market responses and
identifying the conditions necessary to attract urban corﬁpanies. There is needed a system for immediately
providing information actively collected by provinces and for providing producers in districts with market-

related evaluations of products. Technical guidance and financing measures also are needed.
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3—2
Constraints of the Rural Development in the North of Viet Nam

Dao The Tuan

Viet Nam Agricultural Science Institute

The rural and agricultural development of Viet Nam after the Economic reform have a rapid growth due to
the effect of two factors: the return to the peasant household économy and the return to the market economy.
But in this process of development, many new problems appeared. The Department of Agrarian Systems of
the Viet Nam Agricultural Institute is conducting many field research in order to identify constraints of the

development of peasant household systems and the rural economy and to search to ways of overcome.

The peasant households and the rural market.

A study on the agncultural development of 7 ecological regions of Viet Nam showed that the rapid growth
happened only in the Central Highlands and the two regions of the South Viet Nam (Dao The Tuan, Dao The
. Anh, 1998) _

The highest diversification coefficient is in the East of the South, and the Northern Mountains. And the
lowest of this coefficient are in the Mekong and the Red River Deltas. During the past 10 years the diversification
Coeﬂ’icients increased in the East of the South and the Central Coastal area, while it decreased in the Mekong
Delta and the Central Highlands where the specialization process is taking place.

So the developmcﬁt is only favorable in the South Viet Nam and the Central Highlands where the output of
the peasant economy is created by the traditional rice and tropical crops, whose market already existed in the

colonial time. The market in the South is al_most. perfect, while that of the North is new and difficult to be
| devéloped due to the decreaéing man 1aﬁd ratio and to the lost of the East European socialist market in the
beginning of 90°s. S.ince then Viet Nam has not found new markets to replace it. So the rural market in the
North is imperfect.

A study on the diversification process of the Red Rlver Delta (Dao The Tuan, Dao The Anh, 1998) shows
that this process is increasing in some districts but decreasing in others. Further surveys (Dao The Anh, 2000)
show that both process of dwersnﬁcatmn and specialization is occurring simultaneously: medium and poor
houscholds djversify their activities in ofder to lower risks of the changing market, while rich peasants are
specmhzmg in animal husbandry or non agricultural activities. Animal husbandry is developing together
with food processing in order to use it by—products as animal feed for reducing the production cost.

A study on commodity chams in the show that i in the Red River Delta (Dao The ']‘uan Le Thi Chau Dung,
- 2000) it exists 4 types of peasant ho_useholds._ on the relation to the market:
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Poor subsistence, less land, no paddy sold, few pigs: 15 %.

Medium rice producers, more land, paddy sold, few pigs: 36 %.

Rich rice and pigs producers : 14 %.

Rich pigs producers: 35 %. In this type there is a group combining food processing with pig raising.

Rice is the main source of peasant income: 73 % of agricultural households have income from rice
in about a half of their income on average, and 27 % have it only about a quarter to complete the
income from animal and non agriculture. The Red River Delta is now self—sufﬁci.ng in rice. Most of
household don’t sell rice, but use it as animal feed. Sometimes they process rice in order to use by-
products as animal feed.

Thc upland food crops and winter vegetable crops develop unequally. Only maize and soybea_n
have some growth while other crops were decreasing. One of the causes is the loss of the East European
market. Maize and soybean are used for the animal feed, but this production now is controlied by
foreign coinpanies using imported raw materials.

Vegetables and potato decreased in general, but they still develop in some districts like Gia Loc and
Tu Ky of Hai Dﬁong province. In'these areas some local entrt;prenetus 6rganise the trade to the South
market (Dao The Tuan, Bui Thi Thai, Tran Ngoc Han, 2000). Tﬁis operation help farmers to develop
new cropping patterns and improve technoldgy to respond to the market demand.

In the Delta, fruit crops are dévcloping in old gardens, on raised beds in lowland and on hills
surrounding the plains. Litchi, longan, jujube (samll green épple) aré developing but the processing
and market are limited. '

Animal husbandry is still a éumplementmy activity in order to .use by-products. Few households is
developing its industrial production, because the activity is not vé[y profitable. A study of the animal
system in Hai Duong (Vu Trong Binh, Bui Thi Thai, 2000) shows that in spite of high demand of lean
meat in cities, farmers don’t develop the production of high quality meat due to that there is no price _
difference among pigs according to meat quality. In some villages where farmers associations help
farmers in technology and marketing the prodﬁction of high qua]ity pork is increasing.

The market is mainly controlled by private merchants. But in the North Viet Nam the market margin
is very low (8% for pig and 15 % for rice) comparing with the South. The cause is due to that peasants
are involving also in marketing. This situation is favourable to the consumers but don’t promote the
commercial production. ' .

There is a lack of marketing institutions, for example in the North thete are not yet a wholesale
market as in the South. There are many farmers involving in the supply services to farmers (trade of
inputs, products, technological services...) but they are not organised since the effect is limited.
Cooperatives don’t consider that the marketing of 'produéts is the most important farmérs’collective

action, they are concentrating their activities on the supply of inputs.



»  The State do not support the construction of marketing infrastructure and provide marketing
information to farmers. The lack of marketing information is favourable for the speculation.

+  The rate of under employment in the rural area is very high. The increase of agricultural labour
force in the last 25 years is 3.1% per year. So why the non agricultural activities are increasing very
fast. About 13% of labour is emigrating temporally to cities in search of jobs. The-development of
handicrafts villages is very active. But the number of households specializing solely non-agricultural
activities is not so many. Surveys show that handicrafts, food processing and trade are the main activities.
The two last activities have the most rapid growth. The most important constraint is risks and the lack
of output.

«  Non-agricultural activities are a part of the household economy. Except some specialising households,
all households are involving in small trade, handicrafts, small industries or selling labour force. Many
households have people working in cities or other regions. All these activities supplement household

income (Dao The Tuan, 2000).

The development of nbn-agricultural activities

Non-agricul'tural activities in villages have a long history. The specialization in these activities created
handicraft villages. Nguyen Trai mentioned about craft villages in XV century. P. Gourou (1936) estimated -
that m the 30’s craftsmen in the Red River Delta were about 6.8 % of the rural population, but few people left
the agliculﬁre.

In the fural area existed a network of r_uraﬂ market. In the Red River Delta there was a market for every
three to six villages. These lﬁarkets, functio.ning in évery three to five days, allow farmers to exchange their
products with industrial ones. The number of specialized traders was few. Some villages were specialized in
trade.

. The distribution of craft and trade villages is similar to that of the population density. But there is a exception
that in the low delta (Nam Dinh, Thai Binh) where the population density is the highest area in the delta, the
number of craftsmen was not so many due to the high rate of emigration.

- P .G.ourou described the rural industry: “Peasants of the Tonkinese Delta ask for industry a complement of
resource; they can be transformed into craftsmen duri.rig the period of forced leisure which gives them the
redundancy of labor and periods of inevitabie unemployment and is ascribed to the agricultural calendar, thus
not causes damages to agriculture. They have created an induétry well-matching with their scope, a small
industry, labor-intensive and without machines, an industry which have means and sometimes technology
véry sﬁbtle, an irrational induslry and illogically distributed but faithful to tradition, an industry unique to the
village, a poorly l;emunerated iﬁdusl‘.ry wh;lch only helps the farmer, insufficiently fed by the land but not die
from hunger. In brief it is a peasant industry, péasant because craftsmen are firstly and foremost peasants who

will dcvo& only to agriculture if the size of their land is éﬁfficicnt, and also because it is practiced uniquely in
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villages, within the family house™.

During the period of collective agriculture, these activities were also collectivized in some areas. In some
other areas they are carried out by agricultural, handicraft or trade cooperatives. There were policies encouraging
the development of sideline and local industries. During the de-collectivization all these activities were
bankrupted. Afterward there was a resurrection of traditional craft and trade villages.

In Viet Nam the development of rural industry after the economic reform was not very impressive like in
China, because before the reform there was a galloping inflation, which destroyed all capital of enterprises.

All cooperatives were indebted to banks and local governments didn’t have enough funds for the development

of industry.

Development strategy and policies.

Expericnccs'of Asian countries show that countries, which have a large agricuitural sector and high population
pressure, must have a development strategy based on agricultural development with technologiéal change
and intensification.

Firstly this development strategy must be based on a relatively equitable income distribution aﬁmng peasants.
Therefore why the land reform plays an importaﬁt rote. Experiénce also shows that the development of non-
- agricultural activities in the rural area have an effect on the creation of emplﬁyment, the increase -a;nd the
equitable distribution of income and also have an effect to the development of agricul_mre. The raising of
pedsant inconie led to increase of demand on commodities and services in the rural arca. This is the condition
for the extension of rural industries and the te.chnologica] improvement for the productivity growth.

This technology can be realized only in emergence of a commercial agriéultdre, and a developed rural
market, not only comumodities but also capitai, labor and technology markets. So it needs an agricultural
development strategy. 7

At the same time, this strategy must be developed in a sirategy of indusln'alization with emphases on rural
industrialization and an adapted development of infrastructure an& human capital.

In order to simulate the effects of policies on the development of the agriculture and the household economy,
we elaborated a model of MATA type (Gerard, Boussar&, Deybe, 1994). In the rhodel, we simulated the
behaviors of agricultural households ih four ecological sub-régions of the .\Rcd River Delta. Three main
groups of economic activities of the farmers: 'crop cultivétion, animal husbandry and ﬁon—farm activities were.
presented.

Different scenarios simulated the impact of the diversification through the raising 6f the price of different

products and of the improvement of policies on the extension, infrastructure improvement and credit.

Simulation results

The increase of rice price has the highest impact to the growth of the production, followed by the increase
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of secondary food crops with the animal husbandry.

The reduction of inputs prices has the lhighest effect on the growth of the production, then come the
improvement of the production technologies and of the irrigation and the drainage. The improvement of
credit has the lowest effect.

in general the diversification of the production is more favorable to the rich than to the poor and the
differentiation will increase. Measures of stimulation of the productibn are favorable to the poor in the intensive
sub-region but not in the rainfed and lowland sub-regions, which are poorer.

The simulation shows that the diversification of economic activities creates the fastest growth in the coastal
sub-regions and lowest growth in the rainfed sub-region, which means that the differentiation will increase.
Among measures of stimulation of the production, improvement of the production technelogy and reduction
of inputs prices are more favoraf)lc for the rainfcd. sub-region. The improvement of the irrigation and the

drainage has the greatest impact in the coastal and lowland sub-regions.

Tabie Effectof agﬁcultural policies on growth rates of total household output

: (% change per year)
Scenario Ecological sub-regions of the Red River Delta
Intensive Coastal Lowland Rainfed
1. Tendency 43 7.5 5.5 45
2. Rice price increase 109 12.7 10.8 9.0
3. Secondary crops and pork price increase 6.1 9.3 7.1 54
4, Cash crops price increase . - 44 7.7 5.6 4.7
5. Non-agricultural value increase 55 8.0 6.4 55
6. Improvement of crop technology 7.0 1.7 6.5 12.1
7. Improvement of irrigation 66 | 81 6.7 52
§&. Reducing inputs price 7.9 8.5 7.2 8.8
9. Increasing credit 6.3 15 5.5 52
10. Decreasing bank interest - 6.2 7.5 55 53

Souece: Dao The Tuan, Le Thi Chau Dung, A model for the simulation of agricultural policies on the Red River Delta, 1998.
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4-1
Poverty Alleviation Policies for Ethnic Minorities: A Capability Approach

Yukio lkemoto
University of Tokyo

“From now to the 2000, active and steady measures should be taken to achieve the three main targets of
eradicating hunger, alleviating poverty and stabilizing and improving the living conditions and the health of
people of ethnic minorities as well as of inhabitants in mountain and border areas; to wipe out illiteracy,
raise the people’s intellectual standards, respect and promote the fine cultural identity of ethnic groups ...”

(Development Orientations in Key Fields, .VIIIth National Party Congress Documents)
introduction

In Viet Nam there are 53 ethnic minoritf groups that account for 14 percent of the total population, 29
percent of the poor people in 1998. This means that incidence of poverty among ethnic minorities is higher
than K.inh_, 75 % and 31 %, respectively. These figures suggest that poverty among the ethnic minority people
is much more severe than among Kinh people. Even though the incidence of poverty of ethnic minority
people decreased from 86% in 1993 to 75% in 1998, the decrease is much faster for the Kinh people and as a

' result the share of ethnic minority people in the poor increased from 20% t0 29% in the same period. During

this period the ethnic minorities were benefited less than the Kinh in terms of poverty reduction.

Table 1 Poverty incidence in Viet Nam

Incidence of poverty

" Population share Distribution of the poor

1993 1998 1993 1998 1993 1998
All - 100 100 58 37 100 100
Kinh - . 87 - B8O - .54 3 80 N
Minority 13 14 86 75 20 29

source) World Bank, Attacking Poverty, 1999.

If we focus on the number of the poor, the Kinh accounts for 80% and 71% in 1993 and 1998, rcspccﬁvcly.
The poverty is a phenomenon of the Kinh. people in terms of the number. If we define the poverty just in terms
of the number ne.glccting the severity, poverty alleviation poliéy should be focused on the Kinh.

On the other hand, if we define the poverty taking into consideration the severity of the poverty, the poverty
alleviatioﬁ policy should emphasize the ethnic minority groups. This point has been discussed in the argument
of the poverty index. If Qe pay attention only to the number of the poor people, the head count ratio is enough,
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which is expressed as the ratio of the number of the poor in the total population. On the other hand, if we pay
attention to the severity of poverty, the head count ratio is not suitable because it evaluates the severe poor and
the moderate poor the same only if their income is less than the poverty line. Those more sophisticated
indices such as Sen’ poverty index can capture the sevcrity.

The difference in the definition of poverty affects the policy. If the head count ratio is addpted as the
definition, the policy will focus on reducing the number of the poor and an easy way to reduce the number is
to focus on the moderate poor ( the Kinh people in the case of Viet Nam). To the contrary, if a definition that
emphasizes the severity is adopted, the policy will focus on the severely poor people (the ethnic minority
people in the case of Viet Nam).

This is an example of how the definition affects the policy. This paper argues what is the suitable definition
of poverty for the ethnic minority groups. One of the most important aspects of the ethnic minority groups is
the dwersnty in various aspects of their life. Diversity in environment and culture among the cthmc minority
groups will make the poverty alleviation policy for the majority inappropnate. If the pohcy for the majority is
applied for the ethnic minorities exactly in the same way, it may worsen the situation. This occurs when some
of the policy targets (and therefore the criteria of the poverty) contradict to each other and when some contradicts
the important values of the ethnic minority groups that are not mentioned in the policy explicitly. The economic
definition of poverty is foo narrow to capture the well-being of the ethnic minority groups. For example, the
official policy to “respcct and promoté the fine cultural identity of ethnic grohps" (VIIith National Pafty
Congress Documents) is not reflected in the definition and therefore often ncglectod in the poverty alleviation

policies. Sen’s capab:hty approach can capturc the well-bemg of the ethnic mmonty groups and make the

poverty alleviation policy more adequate.

1. Definition, policy and diversity

This paper discusses the relévance of poverty criteria and applicability of Aniaztya Sen’s _c'apability approach
to Viet Nam. And this introduction shows an exaxﬁple of the rclat.ior_nship between the criteria and capability
in order to show how important the definition of poverty is. Tﬁe Development Ori?marions in Key Fields
(VIlith Nationai Party Congress Documents) cited above refers to some'policy_ targets for the ethnic thinoﬁty
groups, which may be summarized as follows:; | - |

(1) Eradicating hunger

V)] | Alleviating poverty

(3) Improving living conditions

(4) Improving health

(5) Wiping out illiteracy

(6) Raising intellectual standards

(7) Respecting and promdting the fine éulfural identity of ethnic groups
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What is the relationship of these seven factors? Hunger may be defined as shortage of foods and poverty
may be defined as shortage of foods and other necessary goods. This is the basic idea of the poverty line. The
poverty line is defined in terms of minimum quantities of foods and other necessary goods. And those households
whose income (or consumption) is below the poverty line are defined as poor. If poverty and hunger are
defined in terms of goods, the way to identify poverty is to estimate income or the amount of gbods consumed.
And this definition will make us to focus on simply increasing supply of goods as a policy for eradicating
hunger and alleviating poverty. The definition of povértj is thus directly related to the policy. In other words,
when we have defined poverty, we already have the policy. Therefore if we define it éppropriately, the policy
will also be appropriate. If not, the policy will be inappropriate.

If we define hunger as shorta'ge in nutrition intake, we may calculate the nutrition from what a person eats.

However, this may not reflect what is actually absorbed. All the nutrition may not be fully absorbed due to
sbtnc disease. In order to take into consideration such cases, we have to take into consideration the health
condition as well as food consumption. When hunger is defined in terms of act.ually absorbed nutrition, the
target (1) is closely related to the target (4). If hunger is identified more accurately simply by measuring bedy
weight.‘, we need not calculate nutrition intake from consumed foods. The process to identify poverty will be
much simplified.
- Now we have three levels of identifying hunger; foods, nutrition and body weight (see Figure 1). If we
focus on foods, we have. to define the fecormncndcd minimum quantity of each kind of foods. We may define
it as a national standard. However, this neglects the fact that cbnsumption pattern may be different among the
ethnic minority groups. If an ethnic minerity group is forced to consume the national standard, their cultural
identity may not be respected. 'ﬂns contradicts the target (7). This problem can be avoided if hunger is
defined in terms of .nutrition. Each ethnic group has freedom to choose foods according to their culture to
achieve the minimum quantity of nutrition intake. If we define at the level of nutrition, we can take into
consideration the cultural diversity of ethnic groups.

The traditional approach to poverty is to define the poverty line based on the minimum calorie intake. An
international standard of minimum calorie intake is applied to each country and consumption basket is identified
according to their consumption style to achieve the minimum standard. Thus the consumption pattern, or
cuitﬁral identity of each country has been reflected in the tradition poverty line approach. We may follow the
same procedur'e to define the povcrty iinc of each ethnic groups. This meant that we will have as many
poverty lines as the number of the ethnic groups, which makes the poverty anaﬂysis very complicated.

However, we can avoid this problem by focusing on body ﬁveight. Body weight is a result of food
consumption, nutrition intake that reflects cultural diversity, and health condition. If we choose body weight
as an index of pO\;eny, we need not conduct such a costly, time-consuming an.d unreliable survey to idcuﬁfy

poor communes?.

' This may not be enough. This is given just as an example.
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Figure 1 Threelevels of hunger identificatidn

Foods

!
(Cultural identity)
|
| Nutrition intake |

l .
(Health condition)

|
| Body weight |

A merit of this method is that it takes into consideration the diversity in health condition of the people. It
has another merit that it can take into consideration the intra-household distribution. A household may have
eﬁough food if equally distributed but if it is distributed uhequally within househbld, for example, men
consuric much more than women and children, some member may not have enough foods. We may be Able to
check this situation by weighing all members of the household. _ ‘

The change in the definition affects the policy. If we use the definition in terms of food consumption, the
policy will be focused on incréasing the supply of foods. If we adopt the definition based on body wéight, the
policy would be not.only to increase food s‘upply but also to improve the health condition. Production and
health are also related to each other. If production of foods is enough, health condition will be unproved And
when health condition (and therefore labor productivity) is improved, productmn of foods will be increased
as the work capacity theory suggests.

This is just an example of how the deﬁnitién of poverty affects the policy and how it can allow.for the
diversity of ethnic minority groups. This paper is not to recbmmend adopting the definition based on body :
weight, which is used just as an example?.

The above-mentioned example indicates the importance to make clear in what space we define the poverty.
It may be defined in the space of foods, or in the space of nutrition intake, in the pace of'.body wéight; or in
other spaces. The importance of the space is also applied to measure well-being as Amartya Sen argues. Well- -
being may bé defined in the space of income, or in the spacé of utility, etc. However, human being is so
diversified that the level of well-being cannot be measured by incomé or gobds adequately. For example,
people differ to each other in the ability to make use of the income for their well-being. Péople Qnay differ in
preference. Diversity of human being is a very important factor in measuring well-being as the divcrsify of

ethnic groups is important in defining poverty.

This does not deny the importance of a well-designed househotd socm—econonuc survey such as the Vletnamese meg
Standard Survey (VLSS).

Though it seerrs better in efficiency than the current definition that requires much more deta:led sunrey on houscholds
it needs advices from experts.
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In order to allow for the diversity, Sen proposes the capability approach. Capability is a set of vectors of
functionings and functionings are what people can do or can be. An example of functioning is “adequately
nourished” that does not specify how it is achieved in order to allow for diversity. We have to look for the
capability ot functionings that the poor people should achieve in an appropriate way that allows for diversity

of the ethnic minority people.
2. Poverty alleviation, efficiency and economic growth

Viet Nam has achieved high economic growth as well as reduction of poverty. For example, the poverty
incidence in terms of general poverty line decreased from 58% in 1992/93 to 37% in 1997-98. In terms of
food poverty line it decreased form 25% to 15% in the same period. In terms of rice poverty line, it decreased
from 20% in 1995 to 11% in 2000. If this reduction was brought about by the rapid economic growth, the
Vietnamese experience may be called “growth-led povérty alleviation.” If this is true, the best way to alleviate
poverty may be to accelerate economic Growth®. _

On the other hand, the approach to poverty that identifies and concentrate on the extremely poor people
may cause iﬁefﬁciency in various senses. One is that it may affect the overall economic growth adversely.
This is known as a trade-off between income equality and economic efficiency. Resources that are allocated
to the poor in order to reduce income inequality (or to reduce poverty) may have been used to promote
economic growth. If there exists a simple trade-off between economic growth and poverty alleviation, we
 haveto choooc a combination of economiic growth and poverty alleviation. However, if such a trade-off does
not exist, or in other words, if economic growth accompanie_s'r'eduction of poverty as assumed above, it will

be botter to devote resources for economic growth. The problem is whether there exists such a trade-off in
Viet Nam.

Efﬁmency dcpends on the deﬁmtmn of poverty If poverty is defined as head-count ratio, efficiency is
measured by the decrease in the number (or percentagc) of the poor people. In this case, resources will be
devoted to the less poor people 50 that their income will be raised above the poverty line. The efficient way is
to concentratc on the less poor peopie bccause it is easier than to raise the income of the poorest people above
the poveny line. On the other hand, if poverty is defined in terms of scvcnty, or more weight given to the
poorer pcoplc resources must be devoted to the poorer people accordmg to the weight. The majority of the

* poor in Viet Nam is Kinh people due to their large population share. On the other hand severe poverty is
found amohg the minority peo_ple'. Thus the target group differs according to the weight given to the poorer.

- Another inéfﬁcienoy arises when the relationship between and between poor communes and non-poor

communes aré néglected. Ifa non-poor commune has a potential tobea “growth center” in an area, it may be

*  This is based on the assumptlon and does not mean lhat we had better neglect the really poor people. We are dlscussmg
eﬂicwncy : :
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better to develop the commune so that it will provide neighboring poor communes with income opportunities.
Information on new technology may spread from the center to the surrounding communes. The center may
subcontract jobs to them®. People in the poor communes may find out'job opportunity in the center. The target
approach neglects the geographical pattern of economic development®.

Village economy is a complex system and if a factor is changed the whole system may collapse, or may not
change at all, or may begin to develop. Village economy is on an equilibrium that may be stable or unstable.
And the development 6f a village economy is an evolutionary process. This complexity makes it very difficult
to predict results of poverty alleviation policies. The diversity of ethnic minority people makes it much more
difficult. Applying the same approach to all may succeed in some communes but not in other due to the
diversity. Problems of the poverty alleviation policies for ethnic minority groups arise from the complexity

and diversity.
3. Limits of the poverty line approach

Poverty is us.ually defined in terms of income. The household whose income is less than a minimum
amount is defined poor. The minimum is called poverty line. It is calculated based on the minimum rcquifcmcnt
for foods and other necessary expenditures.

In Viet Nam, two different poverty lines are used; one is food pbverky li_né and the other is overall povérty
line. The food poverty line corrcéponds to t_hé minimum food exﬁendit_ure while the overall poverty line
corresponds to the minimum food expenditure plus .r-ninir_num -non-food expendin:lre. The estimated poverty
lines are shown in Table 2. This table indicates that Viet Nam'succcssfully reduced the number of the poor
under the growth-oriented economic policy.' If this statistics is reliable, it seems that Viet Nam needs not to

change the economic policy toward poverty-oriented.

Table2 Poverty lines in Viet Nam

Year ~ Poverty line Poverty incidence
Food povcrty li'ne 1992-3 1 VND 749,7_’23 .  249%
' 1997-8 : VYND 1,286,833 - - T 15.0%
Overall goverty line 1992-3 . VND 1,160,363 58.1%
1997-8 VND 1,789,871 37.4%

Source: World Bank, Atracking Poverty, 1999

(1) Price level

'Poverty.line is affected by the price level. It is usually adjusted by inflation rate. This tabie implies that .

*  Anexample is the production of the triangular pillow in the Northeast Thailand. The growth 6f rural mdustry dcpt;:nds oi_x
the center and the surrounding villages and the subcontract among them. See Ikernoto [1956].

§ A similar inefficiency may arise when the relationship between poor people and non-poor people.
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food price index increased 71.6% from 1992-3 to 1997-8 while overall price index increased 54.2% in the
same period if there was no change in the composition of the poverty line. The difference in the inflation
rate indicates that food prices increased much faster than non-food prices in this period.

Differences in price level between rural and urban areas also should be taken into consideration. The
urban poverty line is generally higher than the rural one because the price level in urban oreas is generally
higher than in rural areas.

Price level is also varied among regions. We need price index by region.

(2) Composition of necessary goods

Region affects the poverty line not only by the price level but also the composition of the necessary
goods. For example, climate affects it. In cold regions it will require more non-food expenditure such as
clothes and heating than hot regions.

Household size affects the minimum non-food expenditure. The larger the household size, they can
share more common expenditure. An example is newspaper. Therefore poverty line should be adjusted by
hous_ehold size, Which is sometimes done.

Agc structure of household also affects the composition. For example, the proportion of young children
will affect the minimum food requirement because children eat less. Children need expenditure for education.

Man or woman; pregnancy, health condition, job, ctc. also affect the minimum food requirement.

Disease makes people poor because they have to épend more for medicine and their income decreased at
the same time. Thus poverty is seriously affected by disease. If disease can be avoided, poverty will be
redoccd even if the income level is unchanged. However, this aspect is not captured by income-oriented
poverty line approach. | |

Ethnicity also affects the composition. They may differ in the contents of foods and non-foods. If the
“fine cultural identity of ethnic gfoups" is to be promoted, the difference should be reflected in the
composition of the poverty line. Thus each ethnic group will have their own poverty line.

Human being is so diversified that the simple poverty line approach cannot capture the poverty adequately.

The poverty incidence is at most a very rough indicator of poverty and cannot be used to identify the poor.
4, Limits of goods and services

- The same argument as the poverty line can be appliéd to the definition of poverty in terms of goods and
services. Poverty may be judged by counting the number of holes of house, utensils, clothes, etc. to identify
the poor. However, the minimum number of these goods may be varied according to the climate, environment,
social condiﬁon, culture, etc. Fof examples, the minimum number of the clothes is different according to the

climate. Thus the definition in terms of goods and services cannot adéquately capture the poverty.
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(1) Poor commune
The criteria to identify poor communes have the same problems. The criteria may be summarized as
follows:
1)  Location: Poor communes are located more than 20 km away from development center.
2} Koy infrastructure: Poor communes lack electricity, road, irrigation, clean water supply, school,
hospital, and so on.
3)  Social indicators: The illiteracy rate of poor communes exceeds 60%.
4)  Production conditions: People’s life in poor communes depends on forest and shifting cultivation.

5} Credit and market access: Poor communes ack credit and market access.

Actually these criteria are adjusted by taking into consideration the location and other characteristics of
the commune. The ambiguity that is brought about by the adjustment is necéssary in order td_ take into
consideration the diversity of ethnic minority groups. Poverty is ambiguous and ambiguous phenomena
must be defined ambiguously. To the contrary, if it. defined strictly and applied uniformly to all éommum:s,
some problems will arise.

For example, when poor commune is defined as those which locates more than 20 km away from a
development center, what is the meaning of the 20 km? If tﬁc road condiﬁun is so bad that.'it takes a few
days to arrivc ata dcvclopmént center which locates within 20 km, this commune would better be classified
as poor. To the contrary, if a commune locates far away more than 20 km from a development center but the
road condition is 50 good that it takes only one hour to arrive at a development center, this commune could
not be classified as poor by this criterion. The c¢riterion snmply dcﬁned by the distance cannot take mto
consideration other conditions. What we should focus on is not the distance but the functibning of
transportation and communication. It will be more appropriate to redefine it as to reach a development
center within half a day irrespective of the type of transportation. This new definition allows for the diversity
of geographical conditions, _ |

Some of the key infrastructures are just a means but not the aims. A means may not necessarily lead to
the aims. And the aims may be achlcvcd by other means. For example, there are various types of educauon
formal, informal, non-formal, etc. To build a school as a key infrastructure is nelther a necessary nor a
sufficient condition of education. Diversified education that reflects the life style of the local people may
sometimes be more efficient in educating people. o

Irrigation may not be necessary depending on the types of agricultural production. To pdt the irrigation
in the criteria implicitly means to force a type of agriculture. _

If shifting cultivation is prohibited, the criterion 4) needs not to be a condition of poverty. If it is allowed
and it is sﬁstainabie, this criterion is not suitable as a condition of poverty. In any cas¢, the cﬁtérion is not

suitable and does not allow for the diversity of ethnic minority groups.
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The criterion 5) is not suitable either. This criterion is an objective to be achieved but just one of the

means to improve living condition.

(2) Policy

If poor communes are identified by the above-mentioned criteria, the policies to alleviate poverty are
directly derived from them. 1) To construct road. 2) To provide electricity, to construct road, to supply
clean water, to build school and hospitals. 3) To improve literacy rate. 4) To prohibit shifting cultivation or
to improve its productivity. 5) To provide credit and to construct market. Even if all these conditions are
met, some people may stili remain poor, especially those who cannot make use of these infrastructure. The
criteria is not suitable as a condition of poor commune because it is not based on the analysis of poverty.
They are rather the targets of the government. Road, electricity, irrigation, clean water, school, hospital,
education, etc. are all the basic activities that the government should do not only for poor communes but
als.o for non-poor communes. In other words, the poverty alleviation policy is just what the government

should do inespéctively of poverty.

(3) Functionings of the criteria

Some of the problems of the criteria arise from confusion between aims and means. As mentioned
above, some of the factors are related to the means and the means are neither sufficient nor necessary
condition of human well-being.. We have to focus on the well-being of people rather than the means. The
criteria can be i‘ciﬁterpretcd in relation to well-being.

.For exarﬁpie, tﬁe criterion 1) “Location: Poor communes are located more than 20 km away from
development center” has some meaning for well-being. People may go to the development center to get
information (1-a), or to buy and sell goods (1-b), or for pleasure (1-c), and so on. If the criteria are expressed
in these functionings, we can shape various type of policy suitable to the geographical condition, ethnic
culture, etc. _ _

The criterion 2) “Key infrastructure” includes school and hospital. The policy directly derived from this
criterion is to build a school and a hospital in a poor commune, The result is unnecessarily modern buildings
of schools and hospitals in remote areas that we often encounter in 'developing countries. However, sometimes
it occurs that-pcdple are 5o poor that they do ndt afford the ekpénse of sending their children to school.

. People may be tdo Ppoor to go to ﬁospital. And hospitél may have modern medical equipmentes but no staff
may be able to use them. On the other hand, it may not have necessary medical equipments or enough
medicines. The functionings of school and h.ospital should be expressed as: (2-a).To educate people and (2-
B) Pcople can reéeive minimum medical treatment. The expressions allow for diversity in the way to
achieve these functionings. For example, Viet Nam is a long country and the climate is different among

regions. If an uniform academic term is applied to all the country, the academic term is not suitable in some
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regions. If the summer vacation is fixed for a certain period of the year, for exampte, August, and applied
it to all regions, some regions may have “summer vacation™ even though it is not summer in the region.
Some regions may waste the good season for education due to the uniform academic term. The academic
term may be adjusted according to the agricuitural season. When children have to help their parents during
farming season, school hour would better be adjusted so that children continue to study at school. If they
are forced to go to school when they have to help their parents, children may give up to go to school at all.

The diversity in the life requires the diversity in the education.

5. Functionings and capabilities

“In the context of some types of welfare analysis, e.g. in dealing with extreme poverty in developing
economies, we may be able 1o go a fairiy long distance in terms of a relatively small number of centrally
important functionings and the corresponding basic capabilities, e.g. the ability to be well-nourished and in

other contexts, the list may have to be much longer and much more diverse” (Sen ['1992], pp-44-45).

Amartya Sen’s capability approach focuses on the well-being of the poor people directly. As mentioned in
“Development Orientations in Key Fields” of the VIIIth National Party Congress Documents, if we “respect
and promote the fine cultural identity of ethmc groups,” the poverty alleviation policy should not contradict
this target. The simple criteria discussed so far, howevcr sometimes contradict this when the policy is
unplemented In order to avoid this contradiction, we should have more comprehenswc criteria of poverty.
The capability approach provides us with some ideas.

Capability is defined as a set of vectors of functionings and a funétioning is defined as “tﬁe various things
a person may value doing (or being). The valued functionings may vary from such elementary ones as being
adequately nourished and being free from avoidable disease, to very complex activities or personal states,
such as being able to take part in the life of the community and having self-respect”(Sen [1997] p.199). The
functionings in the capability include all achievable functionings, not only the actually achieved ones but also
those which are potentlally achievable but actually not chosen. Capabillty mdlcates the range of what a
persen can do and in this sense it reflects the freedom of a pcrso_n. “Capability is, thus, a set of vectors of
functionings, reflecting the person’s freedom to lead one type of life or another. Just as the so-called ‘budget
set’ in the commodity space represents a person’s freedom to buy commodity bundles, the capablhty set’ in
the functioning space reflects the person’s freedom to choose from possnble livings™ (Sen [1992], p 40).
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Figure 2 Functionings and capability

1 Income I
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Functioning 1: adequately nourished
> Functioning 2: free from avoidable disease
Functioning 3: taking part in the life of the communit
Functioning 4: having self-respect

When we measure peoplé’s well-being by the actually achieved functionings, we neglect the freedom to
choose. “This ‘well-being freedom’ may have direct relevance in ethical and political analysis. For example,
in forming a view of the goodness of the social state, importance may be attached to the freedoms that
different people respectively enj'oy to achieve well-being. Alternatively, without taking the route of incorporating
well-being freedom in the ‘goodness’ of the social state, it may be simply taken to be ‘right’ that individuals
should have sqbstantial well-being freedom” (Sf;n [1992] §.40). An example is an ethnic minority group who
has two alternatives; one is to bécom_e econoﬁlically rich but lose their cultural identity and the other is to
reniain poor while preserving their cultural identity’ . If they have only one alternative, either of these, their
capability is smﬁllc_r than the case that they have two alternatives. And the capability approach evaluates the
two alternatives case higher than the single alternative case. The economics-oriented definition of poverty
neglects this aspect. By doing so, we neglect the important aspects of ethnic minority groups. Wherever the
human diversity is important, the well-being freedom should be included in the definition of poverty.

Ahy kinds of activities and states can be defined in terms of functionings. They range from elementary to
trivial. ones. Some examples are given as follows:

(1) Elementary functionings
a. Adequately nourished
b. Free from avoidable disease
¢. Avoiding premature mortality
d. Adequately educﬁted _
e Having essential non-food cbnsumption' goods

f. Being well-sheltered

This does not mean that we need not do anything for them even if they choose the latter.

267



(2) Complex functionings
g Being happy
h.  Taking part in the life of the community
i.  Having seif-respect
j-  Improving intellectual standard
k. Promoting the cultural identity

I Preserving culture

(3) Trivial functionings

m. Playing basketball

The examples of elementary functionings may seem to be the same as the Basic Human Needs (BHN). The
difference is, however, that the latter is usually expressed in terms of goods and services while the former is
expressed in terms of what a person can be and can do. The limitation of the BHN approach is mentioned
above as the limits of goods and services. If does not take into consideration the human diversity.

We can define as many functionings as we like but most of them are trivial and irrelevant to evaluate the
well-being of the pcoble. We have to choose those functionings that are reaily impomnt for the well-being.
As is the pdées in economics, we may think values that an individual or a sociéty attaches to the funcfioning. '
While higher value may be attached to the elementary functionings, lower or no value may be atthchéd to the
trivial functionings. Those functionings whose value is ﬁegligible will be omitted from the capability set.

if there is no diversity in the value, or if .cvcry people attach the same value to each functionings respectively,
there is no difficulty in selecting those high-valued ﬁnctioningé. However, when the diversity in va.luc is
important as is the case of ethnic minority groups, the selection becomes a very difficult task. Even though
playing basketball is cited as a trivial functioning, it may be one of the most impoﬁant activities for a community.
The community may choose it as a factor of the capability but may be trivial for the other.

Some people may argue that religious and cultural activity should be classified as trivial. Constructing a
big temple may seem to be a waste of money, which should have been used for economic dcvclopinent.
However, for some people it may be the most important functioning for their life, which is closely related to
the complex functionings. The traditional definition of poverty cannot take into consideration these aspects.

If the value is diversified, people choose their own capability by themselves. To choose is, by itself, an
important functioning and therefore it makes their capébility richer. | _

A merit of the capability approach is fhat we need not collect detailed data on what a perséu aé_tually
consumes and their market prices. It is very difficulties to collect such detailed data. In order to collect them
a large number of trained interviewers wﬂl be needed. This is a burden for the govemxﬁent budget and for the

local government staffs. The interview may cause the problem of self-respect as mentioned above. As a
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result, we may not be able to collect accurate data of consumption and prices. And we may not be able to take
into consideration the differences price levels between regions appropriately.

On the other hand, the capability approach can avoid such difticulties. If the function “adequately nourished”
can be judged by a simple medical check, we need not colilect detailed data on consumption. The medical
check is much more useful than the data on consumption for the poor people. They can learn from the check
how to improve their health. On the other hand, they may learn nothing how to improve their life from income
and expenditure survey. Thus the capability approach is more efficient in the sense of the government resource
aliocation. '

The functioning “d. adequately educated™ may allow for the diversity in the level of education for people to
attain. The minimum level that people should attain will be different according to their work. If to the contrary
an unnecessarily high level is fixed as the target for all people uniformly, it will cause inefficient éllocation of
the government resources.

The fuhctioning “f. being well-sheltered” can be achieved in various types of houses according the climate,
culture, and so on, Therefore this functioning can allow for the human diversity.

The second category “complex functionings” seems to be difficult to define but should not be neglected as
emphasized above in relating to self-respect. Sometimes participation is emphasized. However, it is sometimes
involuntary, t_>r forced partiéipatj_on. They are impliciﬂy forced to answer as they are expected and they are
forced to behave as they are expected. The expectation is based on the globally standardized solution to
poverty, not on their own choice. This superficial participation worsens the sxtuatwn by reducing their capability.
It somctlmcs hurts the complex funct:omng “having self—respect Pohc1es to 1mpr0ve intellectual standard
also sometimes conflict with their cultural identity and damage the self-respect.

Culture is an important factor of well-being. This is not because it can be used for tourism bul because it
has it own value. It also contains the wisdom to live in their environment. Their culture might have been
evolving by adapting to their environment while their envirdnment also has been evolving by the efforts of
the people. Therefore both culture and environment constitute a kind of complex system which emerged as a
result of interaction to each other. Poverty alleviation policies often change their environment and this affects
their culture, too. These changes may improve or worsen their living condition. We cannot predict the direction
because itis a compie_x system. The result may partly depend on their ability to adapt to the new situation, If
they canhbt adapt, they may become poorer and gradualism may be better. When their environment is drastically
changed, for eiémple by resettiement, some people may not be able to adapt to the new situation because
their old knowledge is not suitable in the 'ne§v situation. Some people may become poorer than before and
want to return to their old place. On the other hand, some people may be éblc to adapt to the new situation and
escapc from poverty When the poverty alleviation policy requires drastic changes, the ability to adapt should

be taken into consnderauon
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6. Capabilities and means

Poverty alleviation policies sometimes confuse the means and objectives, which can be seen clearly by the
capability approach. For example, building a school is a means for education; building a hospital is a means
for health; and constructing a market is a means for transaction of goods. On the other hand, in the capability
approach these means may be expressed as functionings; adequately educated, free from avoidable disease,
transaction of goods and information. We can identify multiple functionings for an activity. It is clear that
what is important is not a means but functionings. Or what is really important is what kinds of education are
given at school, what kinds of medical care are provided at the hospital; what kind of goods and information
are transacte_d. We sometimes encounter those cases where the means do not fulfil the functionings. For
example, a hospital in remote areas which looks very modern does not have enough medicine, medical
equipments, doctor, nurse, etc.; in a big modern school few students study without texﬂ)ook and notebook; in
a big modern market only a small amount of transaction is conducted, which has been done in the traditional
market. These building are neither necessary nor sufficient condition to achieve functionings. If we can
appropriately define the functionings, we can avoid such waste and use public resources more eﬁiciéntly.

If we can define functionings appropriately, we can allow for diversity in the means to achieve these
functionings. The functioning “adequately nourished” can be achicvcd.b'y various ways according to the
environment, tradition, culture, etc. We may' define it in terms of calorie intake. The most efﬁciem way'to
attain the minimum level of caloric intake may be solely. depending on a kind of bean as a solution of linear
programming as was the case in India. People may obtain the minimum level of calorie but the function 6f '
eating is not only to take calorie. Eating has other functionings such as enjoy eating. To achieve this functioning
people need diversity in the way to take the minimum calorie. |

The functioning “adequately educated” also needs diversity. In the poor region children may help their
parents when their parents are very busy at agricultural season. The agricultural season is affected by climate
and agricuitural. pattern. This fact necessitates diversity in schooling. Chiidrén may learn from parents. Or
they may study at evening when they ﬁnished their work. If-ethnic minority peoi)lc have difﬁculty in learning
by Vietnamese language, they may better be allowed to study by their own languages. Relating to this point,
MPI and UNDP [2000] mentioned as follows: *Conduct a éompfehchsivc review of the curricul_u:ﬁ in minority
education. In particular consider making adopting methods of instruction in which Vietnamese is learned as
a second language in some context. Adapt the content of the curriculum to better include culturally relevant
material in minority arcas.” There are various ways df studying and styles of education. Such diversity sﬁohld

be allowed for in the education for people. In any way, we should not confuse the means with functionings.
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7. Self-targeting and self-monitoring of the poverty

The arguments so far seem to be too abstract to derive any concrete policy. However, the main argument of
this article is how to take into consideration the diversity of ethaic minority groups. For this purpose it is
recommended to define poverty in terms of capability. 7

Once a capability set is identified, the way to achieve the capability should be determined by the people
themselves. Even the fun'ctionings of the capability sct may better be determined by the people. This idea is
consistent with the idea of participation and self-respect. This process wilt have an educational effect on the
people by thinking and discussing what is the minimum capability to be achieved. And when it is identified
and expressed in a concrete form, it becomes the target of the people. If they monitor themselves, they will
know their own situation well. To the contrary, if the target is given from outside, it may neglect the diversity
of the cthnic minority groups and, what is worse, they may have nd chance to think what is really important
for their well-being.

Of course, this does not mean that the government need not do anything to support the poor people. The
government should focus on the more basic aspects such as health, education, infrastructure or what the

government should do. This will make the government expenditure more cfficient.
8. An experience in Thailand

Some aspects of povérty can be removcd even without economic growth. Viet Nam has beén rated at a
higher level of human development compared with its income level because its achievement was already high
in the aspects of heaith, education, etc. Thailand also succeeded in improving health condition and alleviating
malnutrition among children in the early 1980s when the Thai economy was stagnant and the incidence of
poverty was increased (see Table 3.

. The improvement was brought about by the efforts of the Thai government that reallocated the budget in
favor of the rural sector, especialljr for poor villages and poor people. This was an important factor but it was
not sufficient for the i:.npressive.results. _The' public expenditure could be more efficient when people’s
knowledge on health is improved. There were many Kinds of activ.itias organized by the Thai government and
volunteers to educate people on health. Pcople monitored their situation by a questionnaire distributed to
every household. It was filled out by the household head and then it was tabulated by the village headman and
sent to the local government and then to the central government. The questionnaire filled by the household
head is kept by the household and pasted on the wall or p'illar of their house. It shows how many criteria the

household does not pass, which become their target.
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Table 3 Inequality, poverty and malnutrition in Thailand

Year Gini coefficient | Poverty incidence Totad h;[:;n(lil;g:eﬂ: 3rd degree
1979 . 56.0% 13.1% 2.0%
1981 0.431 17.5%

1982 58.0% 13.0% 2.1%
1983 48.0% 11.8% 1.9%
1984 352% 5.9% 0.8%
1985 28.5% . 39% 021%
1986 0.466 22.4% 26.0% 3.2% 0.13%
1987 23.5% 24% 0.06%
1988 0474 16.1% 22.0% 20% 0.04%
1989 ' : 20.6% 1.3% 0.01%
1990 0.488 15.0% 18.6% 0.8% 0.004 %
1992 0.515 10.9%

Source) Tkemoto [1993]
Note) “Malnutrition” indicates percentage of malnourished pre-school children.

“2nd degree and “3rd degree” indicate moderate and severs malnutrition, respectively. The degree of malnutrition is
based on Gomez's classification.

The impact depends'on the contents of the questlonnaire. If questionnaire is made only to calculate household
income, the members of the housellold would learn little from the process the knowledge to improve their
well-being. Such a process lacks participation of the people and cannot provide information and knowledge
to the people by answering the questionnaire. The questionnaire conducted in Thailand ineludes those questions
more directly related to we]l—being. For example, the questionnaire composed of 39 qoestions. 12 questiorls
are related to health, 5 to lwmg condmons 7 to education, 4 to family welfare, 1 to income, 3 to parncnpaung
in commumty activity, 5 to virtue, 2 to environment. The questlonnarre was designed so that people can learn
from it what they should do and what they should not do. For exampie they eould learn what kmcl of food
they should take and should not take.

The questionnaire was intended to evaluate the Quality of life. And when poor households were identified,
they were supported by the government, for example, food stamps and free nledieal treatment were provided
for the poor. As a result Thailand succeeded in eradicating severe malnutrition significantly without high
economic growth

The methodology adopted in Thailand does not necessanly reflect the idea of the capabrhty approach but
it shows a social impact of a questionnaire.

In Viet Nam a survey has been conducted to identify poor people and poor commune but its contents are
income-oriented rather than “well-being”-oriented so that people can learn little from it. Some people are not
willing to be identified poor so that they may not answer correctly. They may feel humiliation if they are
identified poor and may answer as if they were nor poor, which results in the underestimates of poverty
incident, If the process of identifying the poor makes people feel humiliated, the target of poverty alleviation

may be achieved superficially by such underestimation. On the other hand, some people rnay be willing to be
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identified poor, expecting to receive assistance from the government. If clever people receive assistance and
poor people who really need the assistance do not receive it, the really poor people will feel inequality.

A way to avoid this bias is to conduct 2 much more detailed survey by devoting a larger number of personnel
and a larger amount of budget. However, the current situation of Viet Nam does not allow it. And such a large
amount of budget as well as personnel should be devoted directly to alleviate poverty if they are used efficiently.
The capability approach can avoid such inefficient expenditures as discussed in this paper.

To reduce the burden on the budget, to be free from the humiliation, to avoid the inequality, and to allow for

the diversity of ethnic minority people, the capability approach will be more appropriate.

9. Conclusion

The difficulties of the poverty alleviation for ethnic minority groups arise from the diversity of their culture,
environment, etc. The diversity makes it extremely difficult to identify the causes of po.vcrty because the
causes are also diversified. If the definition of poverty is cxpressed in terms of the causes, the definition also

‘should be expressed in diversity. However,I if it is expressed in terms of capabilify, the diversity can be taken
into consideration.

The diversity is not limited to the causes of poverty. The targets of poverty alleviation policy are also
diversified among ethnic groups. Those functionings that each ethnic group attaches high value may vary
between Kinh people and the ethnic minority groups and among the latter. Such important functionings for

the ethnic minority pebple may be deteriorated if an uniform package of poverty alleviation policy is applied
| irrespectively the ethnic groups.

The complexity makes it difﬁcult to identify the causes of poverty and the diversity makes it difficult to
apply results obtained in a village to other villages.

The capability approach can.take into consideration the diversity. People have freedom to choosc and
decide by themselves. It may take longer time but would be much less harmful.

Efficiency should be taken into consideration because the resources are very limited. By focusing on
functionings rather than infrastructure resources will be allocated more efficiently.

World Bank et al. [1999, p. xii] and MPI and UNDP [2000, p.90] recommend facilitating the short-term
monitoring of poverty so tha.t “faster action can be taken to reach the poor during times of hardship.” However,
the pufposes of the mdnitoring system recommended in this paper are more than this. It is expected to educate
people, change their consciousness and attitude, make people find out the solution by themselves. This will
be more efficient in resource allocation aﬁd less harmful to the cultural identity and self-respect.

We can review from various documents what is suitable for the functioning to be achieved. For example,
poor health is resulted from “laék of clean water, unsanitary conditions, malnutrition and lack of basic supplies,

such as mosquito nets and warm clothes” (World Bank et al. [1999], p.33). From this sentence pcople may
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learn what functionings are lacking in their life and what should be done to achieve them. It is important for

people to think their situation and choose functionings according to it by themselves. This is a way to assure

the diversity in the way of development.
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Appendix I. Viet Nam’s development goal for the period 1996-2000
(1) Economic well-being
- Economic growth
- Eradicate hunger
- Reduce below 10% the pércentage of the population fed with less than 2,100 calories per day.
- Reduce by one-half the proportion of people living in extreme poverty from 20% to 10%.
(2) Social development
- Population, health and nutrition
- Bring the population growth rate down to below 1.8 %.
- Reduce the rate of malnutrition among the under-fives from 42% to 30%.
- Reduce the infant mortﬁlity rate of under-one to less than 30 per thousand and of under-five to less
than 55 per thousand live birth.
- Reduce the niatemal mortality rate to under 50 per 100,000 births.
(3) Education -
- Eradicate illiteracy for those aged between 15-35 years.
- Ensure universal primary education.
(4) Labor market | |
- Providé employment for the 6.5-7 million new cnﬁanm into the labor force.
- Reduce urban unemployment rate to below 5%.
- Increase employment in rural areas to over 75% of available labor time.
- Increase the ratio of trained labor from 10% to 22.25% of the workforce.
{5) Gender equity
- Raise the educational and professional standards of women.
- Foster more women officials.
(6) Infrastructure
- Provide access to safe water for all urban residents and 80% of rural residents.
- Provide electricity to 100% of districts and 80% of communes.
- Improve access to knowledge infrastructure by ensuring that 80% of households are able to watch
TV and 95% are able to listen to the radio.
(7N Envﬁdnment sustainability
- Check environment pollution.

: S.ource: VIlith National Congress Documents (1996) cited in World Bank et al. [1999].
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Appéndix II. Hunger Eradication and Poverty Reduction (HEPR)
- Department of Social Protection, MOLISA
- Established in1998 |
- MOLISA uses a rice-equivalent poverty line; 15 Kg for mountainous areas.
- Four essential sections for poverty reduction
i) ~ Health
ii}  Education
iii)  Infrastructure
iv)  Agriculture
- Started as subsidized credit and later expanded-to free health care and free education for the poor.
However, free health care is limited to free check-up and medicine for malaria.
- 9 projects
i)  Construction of infrastructure (small scale project,'u'anspo:tatiqn) -
ii)  Assistance to the absolute poverty (54 out of 57 are for ethnic minorities)
tii) New economic zone for resettlement
iv) - Training
v)  Business guideline (forestry, fishery, extension services)
vi)  Credit assistance
vii)  Health care assistance
viii) Education assistance for the poor

ix)  Production instruments for the poor

Appendix IIL. 135 Program _

- CEMMA (Committee for Ethnic Minorities and Mountain Areas)

- 1715 absolute poor communes

-5 main criteria _

i)  More than 60% of the households in a commune is péor. '
ii)  More than 20 km away from developing centers. .
iii)  Illiteracy rate is higher than 60%. _
iv)  Infrastructure (clean water supply, eiectricity, road, irrigation, school, hospital) is missing or
temporary. '

v)  Exploiting forest, practicing shifting cultivation.
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Strategy

Build concentrated residence zone.

Promote forestry.

Construct basic infrastructure such as transportation, electricity, clinic, school, etc.
Establish about 500 Commune Cluster Center for 4000 communes. ‘
Management training emphasizing the role of leadership.

Scholarship for students.

'Appendix IV. Recommendation of MPI and UNDP [2000]

This paper points out six measures as highest priority as follows:

(1) Continuing reform and momentum for economic growth: Economic growth is a necessary condition

for poverty alleviation.

(2) Reforming macro-economic and investment policy substantively towards rural development.

(3) Prioritizing basic social services within the state budget through increased allocation and intra-sectoral

reallocations.

Health:

i) - Expanding village health worker program

ii) .Training subsidy for nurses, midwives and pharmacists
iii)  Free or subsidized essential drugs

Education:

i)  Refocusing onto basic education

ii)  Curriculum reform
iii)  Raising teacher quality
iv)  Expansion of Alternative Basic Education (ABE)

v)  Expanding program of adult literacy

.(4) Ensuring access of poor to basic services through a concerted multi-pronged effort.

(5) Reform intergovernmental finance and boost weak capacity in poor areas.

Fiscal transfér_s to poor pfovinces

(6) Adjusting relationship between state and non-state actors in service and welfare provision.
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Appendix V. International development goals

()

(2}

(3

" Source:

Note:
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Economic well-being

A reduction by one-half in the proportion of people living in extreme poverty” by the year 2015.
Social development

Universal primary education in all countries by 2015.

Demonstrated progress toward gender equality and the empowerment of women by eliminating
gender disparity in primary and secondary education by 2015.

A reduction by two-thirds in the mortality rate for infant and children under the age of 5 years and
a reduction by three-fourths in maternal mortality by 2015. .

Access through the primary health-care system to reproductive health services for all individuals of
appropriate ages as soon as possible and no later than the year 2015,

Eﬁvironmcntal sustainability and regeneration _

The current implementation of national strategy for sustainable dcvelépmcnt in all countries by
2015 so as to ensure that current trends in the loss of environmental resources are effectively reversed
at both global and national levels by 2015.

Shaping the 21* Century: The Contribution of Development Cooperation (OECD, 1996),
The IDG defined extreme poverty in terms of the proportion of people with incomes of less. than USDI1 per day

{(in 1985 Purchasing Power Parity terms.)
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