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I. Introduction
In 2004, eighty percent of the labor force of the Lao PDR is engaged in agnculture :
(World Bank 2004). As in most developing countries, no other industries are more -
important than the agriculture in Laoc PDR.  Both for economic development and
poverty reduction, it is indispensable to improve agricultural productivities without
degrading natural environment. ‘Rural household survey is the basic method to detect
and analyze the problems in agricuitural sector. ' Popular topics tackled by rural
household surveys are the determinants of farm productivity, investment in education by
rural households, investment in sustainable use of local natural resources such as forest,
impacts of agricultural extension programs (Godtland et al. 2004), etc. Furthermore,
the method of rural household survey is often applied to the sectors other than
agriculture.  An example is family income and expenditure survey in the urban area.
The purpose of this short field course is to present the basic procedures of rural
household survey to the lectures of FEM and the students of GSICS. As a practice, we
will investigate a general topic in a village in the slash-and-burn agricultural area in
Luang Phabang province in LaoPDR.  The general topic is “how to reduce the



dependence on slash-and-burn farming”. In the field, we need to find out concrete
working hypotheses to tackle this general topic. ‘

H. Framework of Doctoral Dissertation (and any academic paper)
Usually, an academic research is organized as follows. In our case, the research
method is already given: field survey on rural households.




III. Procedure of Rural HouSéhold Survey
The followings consist of a regular procedure to implement a field survey.

- 1 Literature Review

2. Select the foésible Fiei_d Sites

3 . Preliminary Visits to Possible Field Sites (Locate the Possible Counterpart)
4. Determine thé Field Site and Local Counterpart.

5. Design the Survey Scheme (census, extensive survey, intensive household survey,
etc.) - |

6. List ti;e Related Questions -

7. Preiiminary Field Survey (not.necessarily equél to Rapid Rural Appraisal)
8. Draft the Questionnaire

.9, Prétest the Questionnaire

10. Revisions of the Questionnaire

11. = Final Version of the Questionnaire

12. Train the Enumerators

13, Smpling of Interviewee Households

14. Implement the Main Survey

. 15. Check the Consistency of the Entries on the completed questionnéires

16. Resurvey on Inconsistencies



17. Enter into Excel (or SPSS) sheets
18. Check the Entries in the Excel Files
19. Begin the Analysis!!!

In this short field course, we plan to experience from procedure 1) to 11). Inour
case, however, the procedure 2)to 5) of the above are‘already settled. Namely, the
field site 1s set at a village in Luang Phaban province, and the members of a JICA
project kindly provide us local support.  Given one village, the only applicable survey
scheme is a detailed household survey. Please note that in rural field surveys, to select
the field site and the local counterpart are usually the most tedious and difficult
procedures. We are lucky! -

Our main goal in the course is to draw up a questionnaire, A well-designed
questionnaire is the core of any successful field surveys. We will spend much time to
implement preliminary field survey. In the evening, we will draft and revise the
questionnaire. In case we have enough time, we can try sampling and initiate the main

survey.

IV. Why Is It Difficult to Design a Questionnaire?

The essential part of any field surveys is to design a good questionnaire.
Each area and each theme has some specifics. We usually cannot apply the
same questionnaire to different surveys.

Let us consider an example. Suppose that we are investigating impacts of market
access on farmers’ crop choice. 'We thus need to investigate traveling time to market
from farmers’ fields or house (here there is the first complication, should we ask the
traveling time from the house or from the field?). To obtain useful data, you must
explicitly tell the respondents several conditions. Otherwise, the answers are not

consistent. Examples of the conditions are:

1) One way or a round trip (usually one way is better) _

2) Which season? There usually is a big difference in traveling time between dry and
rainy season. .

3) Which media do they use, bicycle, bus, or on foot?



While doing preliminary surveys, we should specify the details of each question.
In general, conditions of a good questionnaire are:

1) SHORT |

It should be as short as possible. Suppose that you are interviewed by someone about
the issue you are not so interested in. If the interview lasts more than an hour, I am
sure that you will be bored. It also applies fo the farmers.

2) Easy to Fill Out
Try not to use separated code books. - List all the possible choice of answers on the
questionnaire itself.

3) No Ambiguous Questions

Avoid any ambiguous questions. Do not ask, for example, “what is the average wage
rate of agricultural work in this village?” Rather, ask the daily wage rate of female
(male) workers in harvesting (weeding), etc. Note that the latter provides the specifics
(male or female, etc.) of the question. '

4) No Obvious Questions _

Do not ask the obvious. For example, do not ask “Is it good that the government
provides more agricultural extension program?” Usual answer is obviously “yes”. If
you are interested in the farmers’ demand for the agricultural extension programs, ask
which extension program they applied, and which program they did not apply. .

| 5) Past May Matter _
If you are investigating the number of livestock as a part of household wealth, you need
to ask the number of pigs (buffaloes) sold last year as well as the current number of

pigs.

6) Make Appropriate Choices to Each Question

This is similar to 2). TRY to list all the possible choices as answers for each question.
One of the important tasks in the preliminafy field survey is to list these possible
choices. As a last option, do not forget listing: Others (please

specify - ). ' - '



V. Equipments
Laptop computer

Mobile Printer

One of the major tasks in the field is to revise draft of questionnaires. - Every night you
need to revise the questionnaire and need to make pretesting.  So you need a printer
(and electricity!) at your hand.  Or you should check whether there are printers
dvailable in internet café, etc. nearby the field.

Wine for Farmers

V1. Interview
There are two types of interview. One is household interview, and the other is the

group interview.

The principle is to ask questions to the respondent. This sounds obvious. Butin
rural household surveys, it is sometimes difficult to ask questions to the respondent.
Due to curiosity or some local administrative caution, Viliage leaders and the people
from the neighboring households often come to see our interviews. While
interviewing, they may begin to answer to our questions instead of the respondent.i In
many cases, village leaders can give us clearer answers than the respondents, so the
* interpreter of the interviewer often begin to ask to the people around the respondent.
This is a not a good household interview.

The other case is that interpreter herself begins to answer to the questions of
interviewers. This is often the case when the question is a regular one raised in all the
households. :

* Recall that you need to get answers from the respondents, not from the village leaders

not your interpreters..

| VIL. Common Sense in Field Survey
Please keep in mind that
Farmers are BUSY.

Be Polite!" It is we who are learning from the farmers.



One of the main works in rural household survey is WAITING.

The last note may need more clarification. Suppose that you visit a village in the noon
time without any appointment. Then you interviewed any villagers you encounter.
Although it depends on the season and the main activities in the village, the data
you collected in this interview is likely to be biased seriously. In the .
daytime, farmers are usually in the field. Those who stay in the village are
traders, goldsmiths, etc. They are not the typical villagers. :
The other example is that at the start of preliminary survey, we usually

cannot meet common farmers. At first, we are often introduced to -
distinguished farmers (the most successful farmer in the village, who is
excellent in the past agricultural extension programs, etc)._ Interviews to
these distinguished farmers, obviously, will provide imbortant information.
But we should not consider that this is “the” typical voice of farmers in the
village. Usually it is valuable but not common voice in the village. We
have to wait a few days until we reach common farmers.!

VIII. Enumerators
Keep in mind that the enumerators are not necessarily (in fact usually “not”) interested
in the research. For them, the interview with a questionnaire is tedious work for
money. In the field, they often fill out the questionnaire without much care.
Although I myself have not encountered (or did not notice), there are cases that the
enumerators.do not go to field and make up their own answers on the questionnaire.
You must request the enumerators to keep their own names on the questionnaire. I
made such space on the questionnaire. In my survey in Nepal, however, they often did
not fill it out.  After you collected the completed questionnaires, check the entire
entries as soon as possible. 'When you find out the inconsistent entries, you should
request the enumerators to correct them by revisiting the field (Do not ask just correct,
they simply change the entries). '

The best way is not to use any enumerator. Do every interview by your self. The

t In fact, in this field survey in Luang Phabang province, the three out of five
respondents on the first day were: a retired local government officer, a nurse in the local
hospital, and a local government officer. -All the three were not engaged in upland
cultivation. ' ' '



second best is to use graduate students trying to finish master’s degree. - They are
interested in research because they need data to complete their master’s thesis. If you
cannot use these better methods, consider the way to reduce the biases from using the

enumerators.

a) Train the enumerator as much as possible.
b) At first, make a contract that the payment is reduced along with the inconsistent

questionnaires

IX. Sampling .
In any survey, random sampling is the required procedure. In the field, however, it is
sometimes difficult to implement an “honest” random sampling. For example, there

are cases such as

1) No name list of the village households. That is, you have no population
from which you make random sampling.

X. Data Entry
1 should say that type in the entries on questionnaire into files is the procedure which is

much more important than the statistical analysis. It is time consuming. How you
typed in the data, however decides how easily you can handle the data, and how quickly
you can provide empirical knowledge. You should refer to several HOW TO books of
Excel or SPSS.

It is better to type in the data by yourself. 1f you do not have time and need to ask
some research assistant, you should explicitly indicate how to enter the data into
spreadsheet, etc. First of all and obviously, you must give them format to be typed in.
Second, you should indicate the order of data entry. It seems stupid to say such as
thing, but sometimes, they type in the data randomly. In the Nepal data, the order of
data entry is almost random from my point of view. ENR-323 came first, then 325,

then 336, then 333, and finally 322!

To make a useful data, you should keep the principle of “one entry for one column.” For
example, suppose that we are interested in the reason why farm households do not

adopt new rice variety. To facilitate the analysis, we provided choices in the



que stionnaire: 1) require investment in irrigation facilities, 2) seed itself is expensive, 3)
..., 5) Others {specify) ete. 'If an answer.is 1) and 2), how do you type in.

Rsason

i, 2

is terrible way fo enter the data. You must enter as

Reason
1,2 8
1, 1,0,

You should , _

1 Type in as a table. Leave one column and raw blank around the data.

2 One raw consists of the information of the unit of investigation (household, village,
etf:.). For each column, you should put title: name of respondents, village name, etc.
' In the case pf Excel, what is important is that title of the columns must be deferent each

other. ' A terrible example is as follows:
Respondent, Village, Landdwnei-, Village

In this example, there are two “village” as the title. This may cause a problem when
_you process the data, for example, sort, filter, etc. Excel might confuse these two
columns. See the example of advanced sort in Figure 1. With the same reason, I
recommend. that you should not leave any title column as Blan}_i. In the field data set,
it is not uncommon we have more than 100 columns, So I recommend that put number
"at the beginning of the title column. It is also common you will add columns while

typing in the data: Youcan do 1-a-, ete

References: ' : .
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Output 6 Rural Household Survey

RecordNo. ______ (Filled out later)
Rural Household Survey
in Village P, District P, Laos

Version 1.1 (on April 3, 2005)

FEBM/GSICS
Vientiane/Kobe

0.1 | Name of Enumerator:

0.2 'Date of Interview: ., Time:

0.3 _ Unit Number: , Household Number

0.4 Location of the House:

A= along the main road B = in the forest C = Others:

SECTIONI. GENERAL INFORMATION

On the respondent (Interview Head of Family)

12 First Name: , Family Name
1.3 Age:
14 Sex: A=Male B =Female

1.5 Ethnic Group: A=LaoLoum B=LaoTheung C=LaoSung D=Others
(e.g., Hmong, Thai Neua, Thai Dam, Thai Deng, Thai Poua, Thai Dai, Thai Porong, Yao, etc.)
1.6 Household Head? Yes No | ‘
17.1  Where did you born?
A) In this village (village P) =
B) In other village in districtP o
- Specify: |
C) In other distlict.in provinceL a
Specify:
D) In anothér province or in foreign country D
Specify:
172 Forthe case of B)-D)

In which year did you move in this village?
Year 19
If you can not answer precisely, was it before 1994 [ or after 1994 ]



1.8

1.9

1.10

111

In which year did you settle as independent family in this village?
Year 19 '
If you can not answer precisely, was it before 1994 0 or after 1994 o

Do you have any motorbikes? Yes No

What construction material is used for the majority of the exterior walls of your
house? . :

A) Brick / concrete/ cement o

B} Wood o

C) Cane/ straw/ sticks - W

D) Others specify

What is the construction material of the most of the roof of your house?
A) Concrete/ cement o

B) Metal (zinc, aluminum, etc) - ’ o
C)Wood - ‘ o

D) Straw/ thatch O

E) Others specify



SECTION II: HOUSEHOLD COl\f[POSITiON: List all household members living with the__respbndent. In addition, please include the
followings: 1) students staying in the dormitory in weekdays, 2) Non-family workers living in the house.
Table 1: Family member who live with household head

I?:ulasteiﬁgfdhib?:a:io Age | sex Education Completed Health Status Main Qocupation _ Secondary Occupation
Husband ) : C‘ - - -
Household Head " |M/F |N-P-S-H-V-U-O___Years C /D
Wife /Husband M/ F |N-P-S-H-V-U-0___Years C /D
Son/Daughter M/ F |[N-P-S-H-V-U-0___Years C /D
Son/Daughter - M/ F [N-P-S~H-VY-U-O___Years C /D
Son/Daughter M/ F |N-P-S-H-v-U-0__Years C /D
|Son/Daughter M/ F |N-P-S-H-V-U-0___Years C /D
Son/Daughter M/F |[N-P-S-H-V-U-0O___Years C /D -
Other members (specify)
S-H-V-U-0___Years C /D
M/F |[N-P-S-H-V-U-0O___Years C /D
M/ F |JN-P-S-H-V-U-O___Years C /D
Father of HHH N-P-8-H-V-U-0__ Years C /D
Mother of HHH {N-P-5-H-V-U-0___Years C /D
Father of his wife N-P-5-H-V-U-0___Years C /D
Mother of his wife N-P-S-H-V-U-O___Years C /D
Code for Education Godesfcor Health _ Code for Main and Second Occupation
N: no education a) Able bodied a) Farming : h} Central Government officer
P: primary school b} Partly disabled . [b) Military official (Specify the rank) [i} Teachers
S: secondary school : ¢) Fully disabled ¢} Housewife 1) Not possible to work {sick ete)
JH: high school ‘ d) Aged d) Student kiwork for a private company
V: vocational school e) Sick e) Student in dormitery in weekdays ||) Weaving
U: university . - ) Self-employed (e.g. Trader) m) agricultural wage labor
Q: others Jg) Local Government officer n} Others (speficy)
= A}if you completed primary 2 year  ---P (primary} 2 vear C (completed)

B) if you drop up secondary 1 year -+ S (secondary) 1 year D (drop out)



SECTIONIIL. HOW TO USE THE LAND

1.1. How many plots in upland (Din Phou and Din Boum) do you have? o0 ol o2 a3 o4 o5 or more
1.2. How many plots along the main stream (Din Kam Num) do you have? o0 ol o2 3 o4 05 or more
1.3. How many plots usable only in dry season (Din Suan Park) do you have? ol ol o2 a3 o4 05 or more

2. Please draw where your plots are in Figure 1 and give some number to each plot. Answer the following questions in table 2 about each plot. (See
the example.} '

Figure-l: Location of the plots

<Example>




Table 2: Land Usage Pattern

3. In which area is the plot located ?
A Upland (Din Phou)
B. Along the stream (Din Boum)
C. Along the main river (Din Kam Num)
D. Usable only in rainy season (Din Suan Pa

4 How meny Hectares is each plot?

5. How many hours does it take for youto go
to sach plot? (on foot,
rind‘yseason, one way)

6. What kind of soil quality do you have?
A Black Soit (Din Dum)
B. Sand mixed with mud (Din Sai Pon Toum)
C. Din Hin Kamb
D. Red Sail (Din Dark)

7.1. Did you utilize this plot for paddy
cultivation in last rainy season?

7.2. 1 yes, How much Portion of the plot was
used for paddy cultivation
A A

B. More than half

C. Less than half

8. Please d‘aw how you use this plot,
Especially, please specify if you use it for

following purposes. :
A Fallow B Paddy G Sesame
D, Maize E. Sovbean F.Vegetables

G Teak Tree  HFruite Tree LGrow Posa
J. Collect Natural Posa
K. Others (specify )

8. How often do you cultivate the same plot?

Plot 2

Plot 1 Plot 3 Plot.4 Plot 5 Plotb
ABCD|ABGC D AecpolaBcblaBcecpolaBc D
hal hal . hal hal hal
hours| hou'sT hour&T hours _-hours hours
ABCD|ABCD[|ABC D|ABCD|ABCD{ABCD
Yes No Yes No Yes No Yes No Yes No Yes No
ABC ABCGC ABGC ABGC ABGC ABGC
O every year 7 O every two year o every three year D every four year

o every five year and more



SECTIONIV. DETERMINANTS OF STICKING TO RICE

1. Income Source
Please fill in the blank in the Table3.1-Table3. 6. And please answer the following

questions.

Table3.1.1 Main Crops

Local variety or New variety

produce or not Y/N

paddy Y/N tons, Y/N Local / New
sesari - ¥/N : kg Y/N Local / New

1.1.1  Have you sold paddy since last harvest? | Yes No

1.1.2  Ifyes, How many times have you sold paddy since last harvest? ' times

1.13 In which month did you sell paddy and how much did you get for each sale?
(Please fill in the table 3.1.2)
Table 3.1.2 Sales of paddy

amount of money vou got for one sale
00 ki




121 In which way do yon sow the seeds of sesame?

A. Make holes and put the seeds in

B. Throw the seeds and replant seedling

C. Throw the seeds and let them lie
1.2.2  Have you sold paddy since last harvest? Yes No
123 Ifyes, How many times have you sold paddy since last harvest? times
1.2.4 In which month did you sell paddy and how much did you get.for each sale?

‘ (Please fill in the table 3.13) _ il

Table 3.1.3 Sales of sesame

amount of money you got for one sale
(1000 kip)




Table 3.2 Livestock

: money you gt last vear(from April
passess of not Y/N number of five stodk sold or not Y/N in 2004 to March in 2005)
(1000kip)
bxffalo Y/N YN
cow YN Y/N
goat Y/N Y/N
piE YN YN
chicken Y/NV YN
duick YN Y/N
others (specify_ ) Y/N YN
Table 3.3 Tree
nCney Vo g:tlad:yeé(ﬁ'an
lredpearngy | ovmeytesdyl o A in 208 toMrchin206)
hawe? (1000k)

berera YN YN
q;ireqﬂe YN YA
adbers(specfy ) ‘ YN YN




Table 3.4 NTFPs

collect or not Y/N

. sold or not Y/N

_money you got last
year{from April in 2004
_to March in 2005}

{1000k;

posa { collecting) Y/N Y/N

troe barks Y/N Y/N
fham Y/ .N Y/N

mushroom ,Y‘/ N Y/N

bamboo shoot Y/N - Y/N
Ivegetable from forest’ Y/ N‘ - Y/N

others (specify_ . ) Y/N. Y/N
Talﬂe 3.5 Other Crops

produce or not Y/N

sold or not Y/N -

money you got last
vear{from April in 2004

to March in 2005)
{1000kip)

vegetables Y/N Y/N
maize Y/N Y/N
soybean Y/N Y/N
1job,'s tear Y/N Y/N
others( specify ) Y/N Y/N




Table 3.6.1 Off Farm Income

money you got last
. \ year(from April in 2004
did/do or not X/N to March in 2005)
{1000kip)
fishing Y/N
agricultural hired labor Y/N
remi!:ance (money from family Y/N
outside)
small business Y/N
weaving Y/N -
Others (specify______________ )} Y/N
13.1 Do you get any kind of pension? Yes No

132 If yes, what kind of pensions do you get and how much do you get per month?

(Please fill in the table 3.6.
Table 3.6.2; Pension

2)

kind or source of
pension

amount of money (per
month, 1000kip)




2. Access to Credit
2.1. Have you ever borrowed money? - Yes , No
2.2, If'yes, who did you borrow from? (Multiple answers are allowed)
A. Microfinance conducted by village head ' o
B. Saving group (more than two persons) '
C. Relatives / Friends (between only two persons)

D. Others

O g o

3. Information
3.1. Did you attend any extension service? = Yes , No ‘
3.2. If yes, which program did you attend? (Multiple answers arc allowed)
A. FORCOM u]

B.LEAP o
C. Souphanimith (NGO) o
D. Others i

3.3. How often do you go to Luang Prabang?
A. Once a week or more often
B. Two or three times in a month
C. Once a month
D. Once a two month or less often

g- 0 O @

~ 3.4.Do you beIong to any organization? (Multiple answers are allowed)
A, Women’s Union o
B. Youth Union
. C. Farmers Cooperatives
D Party |
E. Others

0O o o o




Output 7 List of FEM Textbook

Final Revision Subject No. 51: Investment was deleted and Taxation is resttmed as ID No. 51
2005.7.22
Group/Column | Grou{ ID. Name of Texthook Departme | New or| Personin Charge &
No. ‘p_1 Ne. nt E or | Revise| Inputs from FEBM
a b [ d f h i m
A 1 |Agricultural Ecopomnics E Bounteng
A 2 |Asian Economies E Manisoth
A 4 |Comparative Economics 1 E Sengchanh
A 5 |Econometrics E Thanh
A 6 __|Environmental Economics E Lavanh
A 7 |Industrial Policy E Manisoih
Group A A 8 _ |International Economics 1 E Bounthone
Published A 10 (Infroductory Economics _ E Lavanh
A 12 |Mistoeconomics 1 E Lavanh
A 14 {Population Econemics E Bounthan
A | 101 Jinternational Finance E )
A | 3 [Case Studies in Lao Business em{ M Thongvanh
A 9 |Introduction to Managernent M Phosy T
A 11 [Logistics Management M Phosy C
A 13 lOffice Management M Thongsavanh
Group B B 15 lApplicd Econimetrics E New Phouphet
Will be published B 16 |Developtnent Economics 1 E New Boumhan
within l; e period B 20 Econontio Policy i E New Phoup%aet
of the project B 22 [Intermational Economics 2 E New Somchit S
B 25 [Labor Econoinics E Somchit §
C 32 |Public Economics and Finance E New - Khamnikon/Sengchant
C 21 |Economics of International Investment E New Vasana
C 24 _ |International Trade and Policy E New Bounthon
Group C [o] 102 |Comparative Economics 2 E New Bounthon
Will be completed C 34  |Research Method E New Bounteng
within the FU C 36 |World Economy i E New | Bounthon/Somchit S
. . [ 37 _|Advance Financial Management M New Boonheng
period with the - T :
support from JICA c 38 Arhtam:e Accounting M New K ampevi
[ 44 |Busincss Law M Revise Bouavieng
C 40 )Auditing M New Khampeyi
c 43 |Business Finance M Revise Boonheng
C_{ 61 [Small Business Management M___| Revise Thongvanh
D 18 [Economic of Poverty and inequality E | New Bounthanh
D 33 [Regional Development Plantting E New Bounteng
D 17_ |Development Economics 2 E New Bounthanh
D 19 |[Economic Planning E New Thatniyom
D | 23 [|Intemational Monetary Economics E New Bounthon
D 26 croeconomics 1 E New | Sengchanh/Khamnik
D | 27 [Macroeconomics 2 E New | Khamnikon/Sengcha
D 28  |Mathemnatic for Economics E Revise Khamnikon
D | 29 [Microcconomics 2 E New | Lavanh/Bounthon
D 30  |Money and Banking E Revise Khamniken
D | 31 [Project Planninig and Appraisal E New
D 35 [Rural and Urban Economics E New
D 39 |Agri-business Management M Revise }
Group D D 41 Bank‘Accounﬁng M Nefv
Will be proceeded D 42  |Banking Manage%‘ncnt M Revise
within and after |2 45 |Consumer Behavior M New
the FU period D 46 | Enm:prcneutshig_ M New
witont the support D 47 |General .:\ccountmg M Revise
from JICA D 48 |Information Ma; : ement System M Revise
D 49  |International Business Finance M New
D 50 |International Marketing M New
D | 51 |[Taxation M New
D 52  |Managerial Acconnting M Revise
D 53 __|Marketing Management M Revise | Bonavieng + Phosy
D 54 |Marketing Research M New Thengvanh
D $5  |Organization Behavior M Revise | Phosy + Bouavies
D 56 |Principles of Matketing M Revise Thongvanh
D $7_ |Production and Operation Management M Revise Manysot
D 58 [Project Management M Revise Boonheng
D 59 [Promotion and Advertising M New Phonephet
D 60  [Quantitative Analysis M New Manysot
D 62 |Strategic Management M Revise Khamlusa
. D 63 |Tourism Management M Revise Thongsavanh




Output_ 8 (Qbservations in Exams in FEBM

1 2005.7.15
Towa' Tachibana

Observations in Exams at FEBM

As an advisor, I observed several final examinations in FEBM implemented from July 4
to 15. Please find below my observations. Please recall that I had demanded FEBM
to take serious measures against the cheatings in the exams. Unfortunately, my
observations cast doubts to the operation of exam in FEBM. I need to include these

observations in my report to JICA.

1)

2)

3)

4)

5)

6)

While supervising an exam, a lecturer talked over the mobile-phone out of the room.
When I entered the room, there was.no proctor there. This is an act of default of
the main responsibilities of lecturers. This kind of act would be severely
disciplined in any international-standard universities.

Some lecturers concentrated on checking attendance sheet, and paid little attention
to the classroom. In one exam, when I entered the room, there were two lecturers.
Both of them were, however, just checking the attendance sheets for each of the
students. Several students walked around the classroom without getting any
permission, and picking up something form their baggage in front of the blackboard.
This was the most unthinkable scene I saw in the exams in FEBM. How can
students walk around the room and pick up something without getting any
permission from proctors?

While supervising an exam, a lecturer wrote a mail with the mobile-phone (or
played some game?) at the back of the room. He/she did not pay any attention to
the students. Although I stared him/her, he/she did not notice me for -(about) 5
minutes. This is an act of default of the main responsibilities of lecturers.

1 saw three occasions that there was only one proctor in the exams in the lecture
hall. In exams in such a large room, there should be at least two proctors
constantly. - |
Throughout the exam period, I saw many (more than 20) occasions that students
looked into the answer-sheet of those who sat behind him/her. Some of these
students repeated this kind of cheating, but no lecturers of FEBM noticed. Why?
Throughout the exam period, T saw many (more than 20} occasions that students
talked to other students. Some of these students repeated this kind of cheating, but
no lecturers of FEBM noticed. _Why‘? '
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1. How the Asian countries developed

1.1 Asian Miracle

East Asia has a remarkable r.ecord of high and sustained economic growth. D
High*berforming Asian countries: Japan, Four Tigers(Hong Kong_, the Republic of Korea (South
Korea), Singapore, and Taiwan), China and the three newly industrializiﬁg economies (NIEs) of

Southeast Asia (Indonesia, Malaysia and Thailand)
Fig 1 of Asian Miracle, p.2.

HPAEs have also been usually successful at sharing the fruits of growth.

Fig 2 and 3 of Asian Miracle, pp.3-4.

1.2 The Flying Geese Pattern
East Asian development pattern looks like a catch-up process in which all four groups have been
moving up the Market. -
1) Japan
2) Four Tigers
3) Asian NIEs
4) Socialist Economies
Four Tigers try to catch up with Japan. Asian NIEs try to catch up with the Four Tigers.

Former Socialist economies in East Asia try to catch up with Asian NIEs.
Fig 3.1 and Table 2 of Ichimura, pp.26-27. .

Although East Asian countries could catch-up Japanese economic growth process, their

industrialization patterns are a little bit different.

1) Resource-poor country type of industrialization
fdevelopment of light industries,
fexport of light industrial products ~ foreign exchange carnings,
{import of capital goods,
/domestic investment in infrastructure and export industries,
‘fexport expansion — foreign exchange earnings,
/import of capital goods and intermediate products,

/development of intermediate stage of heavy-chemical industries.



2) Resource-rich country type of industrialization
/resource exploration of development of agriculture and other primary indusiries,
/export of natural resources, primary products or processed raw materials — foreign
exchange earnings, ' '
/import of capital goods,
/domestic investment in infrastructure, resource exploration, agro-industry,
resource-related industries or light industry, '
/investment in human resources,
/gradual shift to higher degree of industrializatio:{,
3) Large country type of economic development
/resources exploration and agricultural development,
/forced domestic savings and less reliance on foreign loans,
/gradual development of consumption goods industries,
/export of primary and light industrial products — earning of foreign exchange,
fimport of minimum essentials for industrialization,
/simultaneous development of capital goods industry with restriction on the import of

capital goods.

1.3 Factors for fast Asian development
fthe high rate of capital accumulation,
/the high saving ratio, '
/transfer to technology in agriculture and industrialization,
/highly qualified human resonrces with declining fertility rate,
/virtuous circles of export-led growth in the open economies,
/the locomotive roles of the United States and Japan,
/relatively sound fiscal and monetary ﬁolicies,
/tolerable distribution of income,
/fairly reliable public and private institutions,

/infrequency of social unrest and political instability.
(Ichimura, pp.33-45)

2, Views to Asian miracle

2.1 neoclassical view

They argue that the successful Asian economies have been betier than others at providing a stable
macroe¢conomic environment and a reliable framework to promote domestic and international
competition. '

They also stress that the orientation of the HAPEs toward international trade and the absence of
' price controls and other.distortionary policies have led to low relative price distortions.

Investments in people, education and health are legitimate roles for government in the



neoclassical framework.

22 revisio_n-alist view

East Asia does not wholly conform to the neoclassical view.

Industrial policy and‘i.nterven'tioxi in financial markets as well as state-led development policies
are used. '
Markets congistently fail to guide investment to industries that would generate the highest growth

for the overall economy.

2.3 market-friendhly view

World Bank Development Report 1991

The appropriate role of government is to ensure adequate investments in people, provide a
competitive climate for private enterprise, keep the economy open to international trade, and

maintain a stable macroeconomy.
{Asian miracle, pp.9-10)

2.4 market-enhancing view ) _
The government’s role is to facilitate the development of private-sector institutions that can
overcome the coordination problems.
/information asymmetry and cooperation within private-erder organizations .
(Role of Government, pp.8-9)

3. Role of Government
3.1 Stable macroeconomy
Macroeconomic stability means that inflati.on is kept under control, international and external
debt remains manageable, and macroeconomic crises that emerges are resolved quickly.
(Asian miracle, p.105)

. Adhering to macroeconomic fundamentals

-keeping budget deficits manageable

Table 3.1 of Asian miracle, p.109
<== macroeconomic consequences of public sector deficits depend on ho how they are

financed.

-maintaining moderate to low inflation
inflation below 20 percent, a level not breached by any of the HPAEs during their rapid

"growth periods, can be maintained for long periods without generating macroeconomic

instability.



Fig 3.1 of Asian miracle, p.111
-keeping external debt under control

Table 3.3 of Asian miracle, p.113
-keeping the exchange rate in line

Table 3.4 of Asian miracle, p.114
-responding quickly to macroeconomic shocks

How macroeconomic stability contributed to growth
- economies that are not fully adjusted to a given rate of inflation usually suffer from relative

price distortions caused by inflation.
-real tax collections lag inflation, because collections are based on nominal incomes of an earlier

year (the Tanzi effect)
-uncertainty about future rates of inflation reduces the efficiency of investment and discourages

it.
-high and variable inflation imposes substantial institutional costs, and scarce managerial
resources in the economy with price volatility are drawn into financial sector.

(Asian miracle, pp.105-13)

3.2 Export-oriented policy

The governments of the HAPEs have encouraged exports by fostering a supportive
macroeconomic climate and by providing suitable microeconomic incentives.

The former was facilitated by easing the liberalization of restraints on trade and by realistic or
undervalued exchange rates. The latter was put into effect by various methods.

(Asian Miracle, pp.123-127)

3.3 Other governmental policies
-industr_ial policy

-R&D

(Role of Government)

4. Japanese Economic Development
4.1 Attainments before the modernization

-education



In 1868, 43% of men and about 10% of women could read and writc in Japan.

-development of agriculture '

productivity of rice cultivation in Japan around the end of Edo period was twice as those of
" South-Eastern Asian countries in the second half of 20th century. |

-production of merchandisable agricultural products already began (cotton, cole seed, indigo,
tabacco, tea, sweet potato and so on). '

-in-house manufacturing wa.;;‘ popular.

-trade system was established.

4.2 Modernization after Meiji Revolution -
In 1867 Edo Shogun government ended, and Meiji restoration began in 1863.

-democratization
/status system was. abolished in 1869
/selling agricultural fields became permitted in 1872
/feudal lord system was abolished in 1869
{conscription (draft) began in 1873

-establishment of modern government
/land tax system in 1877
/banking system in 1872
/corporation system in 1881
fconvertible currency system in 1886

-Shokusan-Kogyo policy _
/New Meiji government tried to start many industries
mining, ship building, filature, cement, and so on

/In 1881 the government changed the policy and began to sell these enterprises.
/Yahata steel making factory was established in 1897

4.3 Japanese economic development after WW2

-three D’s: Demilitarization, Democratization, De-monopolization
-impressive economic recovery as the German reconstruction
-rapid economic growth period: 1960-70

-the shock period: 1970-80

-the internationalization period: 1930-90

(Ichimura, pp.1-9)



4.4 Japanese Economic System
-Long-term, repeated and bilateral transactions
(Tsuru, p.140)

/corporate governance
/main banks
/femployment
/keiretsu
/government
indusirial policy
(Role of Government, pp.74-100)
5 Economic Developments of the Four Dragons
5.1 South Korea
South Korea had been devastated by the Korean War (1950-53). Over one million civilians and

320,000 soldiers in the South lost their lives. Of the twenty million people in South Korea,

about a fourth were refugees with no home, almost no assets, and little hope of finding secure

employment.

When the country was divided, all the facilities buili up under the Japanese occupation went to

North Korea. South Korea had little electric power and little industry aside from textiles.

After the Korean War, economic aids by the United States contributed a lot to her economic
recovery. Aids provided between 1953 and 1961 summed up to 2.28 billion dollars. These aids
enabled South Korea to construct such light industries as spinning, milling and sugar refining,

and such social capitals as education and medical treatment.

In its efforts to industrialize, South Korea possessed several advantages: a highly disciplined



population, a sharper national consciousness, and a stronger national vitality. During South
Korea’s rapid growth, the work week approached 60 hours a week, and in the late 1980s it

continued to average about 55 hour's, 10 hours more per week than in any other country,

The Korean push toward industrialization began in 1961, when Park Chung Hee seized power.

He ]auﬁched export-oriented industrial development when import substitution was still in its

carly stages. The government used single and lower 'exchange rate system, export subsidies,

. cutting interest rates for export.and so on. Share of industrial products to total export rose from
. 27.7% in 1961 to 88.9% in 1971. ) '

South Korea adopted organizations strikingly similar to Japan’s. The Korean Finance Ministry
and Ministry of Trade and Industry looked very much like Japan’s Ministry of Finance and MITL
To promdte forcign trade South Korea established KOTRA (JETRO in Japan), and to manage
technology it established KIST (AIST in Japan). South Korea had a Reconstruction Bank that
was later renamed the Korean Development Bank (Japan Development Bank). South Korean

mdustrial policy was tightly centralized.

As soon as it was able to borrow the necessary capital in the late 1960s, South Korea decided to
expand into heavy and chemical industries. It pursued the program throughout the 1970s,

Record of economic development and industrialization of South Korea

|policy targets main economic perfemance
1962-71 —redress the absolute poverty vicious circles —per capita GNP
(1st and 2nd Economic |-shift from import substitution te export-oriented 82UsSD(1961) ~>289USD(1972)
Development 5 vears industrialization {-export of 1biflion USD {1971)
Plans —const basci industries and social indirect capitals |-share of manufacturing industries to GDP: 17.0%
. -selffeeding of crop {1966) :
| . S —CPI 7.0%(1968)
1972~81 —export orientation of heavy and chemical industried—per capita GNP
2nd and 3rd plans —~advance the ihdustrial structure 1000USD(1977)
—-construct basis for self~development —export of 10billion USD (1977)
—attain equilibrium of balance of payments —share of manufacturing industries to GDP 27.6%
, ~develop agricultura) villages (1976) - : :
‘ —share of heavy and chemical industries 51.2%
(1980}
1982-91 . —construct basis for economic. stability —per capita GNP
5th and 6th plans ~facilitate private sel~support and competition 5000USD(1990)
" |-national welfare and equal distribution —trade volume: 150 billion USD(1991)
—-open to outside and internationalization -saving ratio 38.1%(1988) :
=import liberalization ratio (manufacturing products
99.9% {1991}

3.2 Taiwan
5.2.1 Economic history of Taiwan

Taiwan was the first dragon to achicve an industrial breakthrough. But in 1949, when Chian



Kai-shek reireated to Taiwan along with over one million méinlanders, the economic prospects
did not seem bright. Its GNP was approaching pre-war levels, but its average per capita income
was still below 100 USD a yecar. Except for some small textile factories, a few modern sugar

refineries and other food-processing plants, Taiwan had no industrial base.

In 1549, the Kuomintang (Nationalist Party) leaders established import restrictions, and pursued
an import substitution policy, the production locally of goods formerly imported, to make Taiwan
a more self-sufficient economy.  Of the consumer goods in short supply in Taiwan, textiles

were most critical. Economic planners concentrated on textile production.

Also in 1949, land reform was conducted. Rents were reduced, followed by the division of
public land and the purchase of land owned by large landldrds, and then division to the tillers, all
completed by 1953. The land reform gave farmers incentives to increase production, leading to
stable foods supply and contributing to industrialization through foreign exchange earnings by

exports of proceséed agricultural products.

By mid-1950s the building blocks were in place and industry had made a good start in producing
for local consumption. By 1958 voices for more industrial investment and export promotion
policies began to prevail. Early in 1960, a Nineteen Point Program for Economic and Financial
Reform was announced. It included and expanded four-year economic plan for 1961-1964 and a

program of incentives for private businesses that produced and marketed for export.

The policy instruments used to increase export were:

-reform of foreign exchange system
Six exchange rates to US dollar were used in 1950s, but they were unified in July 1960, ..

The unified exchange rate of 40 New Taiwan dollars to US dollar was used for a long time,
contributing to export promotion,

-refund of custom duties
In 1954 refunding system of custom duties for raw materials used for export purposes began.

The system enabled exporters to acquire raw materials for export processing at the international
market prices. '
-export processing zones

Thfee export processing zones, including the first one in the World, Kaohsiung in 1966, were
established (the total area was 192 ha). Enterprises located in the zones were admitted to import
equipments and tools, and raw materials without custom duties, with a restriction that all the
products should be exported.

-investment promotion incentives
Law promulgating investment promotion incentives was passed in 1960. Especially for

certain manufacturing industries, exemption of corporate income tax, and exemption or

progressive payment of import duties to production machines were widely used.



- -promotion for inviting foreign direct investment

Along with world economy’s high economic growth, Taiwan economy could develop, with an
average annual econo_mic growth of 9.5% in 1960s. Despite of two oil crisis in 1970s, the
economic growth rate exceed 10%. Economic growth in Taiwan was led by export. Share of
export to GDP was more than 20% in 1966, more than 30% in 1970, more than 40% in 1972, and
more than 50% in 1978, reaching a peck of 58% in 1986,

To level up the econoﬁic structure, various methods were used. Import restrictions were lifted
step by step in the end of 1980s, import duty rates were reduced, FDI was liberalized, and so on.
In order to maintain export poteilti.als, R&D is definitely important.  To promote high-tech
development Taiwan developed the Hsinchu Science and Industry Park in the 1970s. However,
the major government activities were directed toward facilitating the growth of private companies,
“providing the infrastructure, technology, low-cost capital, and Aexp(.)rt incentives. that private

enterprise could take advantage of.

5.3 Hong Kong

5.4 Singapore _

5.4.1 Economic history of Singapore

Singapore is a small town couniry with the population of 3 million (1990 census), but income per
capita is 13,058 USD (1992), the second highest level in Asia after Japan.

Initial conditions of Singapore were inadequate to industrialization, because Singapore developed
as a port for transit trade. The industrial structure was concentrated on trade and service, with

manufacturing being infant.

Industrialization in Singapore began as the import-substitution strategy. = For promoting
industrialization, Economic Development Bureau was established, and infrastructures such as
Jalan industrial district, were constructed. Despite of these efforts, average economic growth

rate between 1960 and 1965 was only 5.7%.

Singapore became independent in August 1965, and started struggles to survive as an independent
country. The development strategy adopted at that time was 'export-oriented industrialization.
The government totally reformed the governmental organization to promotc smooth development,

and revised laws related with labor problems and with promoting investment.



In 1960s many foreign companies such as electric and electronic part§ industry invested in
Singapore and take-off of industrialization started. An average economic growth rate in
1968-88 was 10.2%. Leading. industries were heavy ind'ustries, such as ship building, oil
refinery, electric an electronic parts, and not light industries. Owing to industrialization led by

foreign capitals, Singapore became an international processing base from a port for transit trade.

In the end of 1970s, Singapore’s labor market became tight, and neighbor countries caught up
with using cheaper labors. Singapore t'ried to change its industrial structure from labor
intensive one to capital and technical intensive one. In 1980s financial and service sectors grew

to be leading industries along with manufacturing industries.

5.4.2 Reasons of high economic growth
Reasons of high economic growth in Singapore were:

-Government invested industrial infrastructures, such as ports, electricity, manufacturing areas
and so on, and, using political and social stability, established a framework for development.
-Foreign capitals brought capitals, technologies and export market that were short in Singapore.

-Products were sold to overseas markets.

Singapore could not have grown without an active role of the government. Government played a
big role in drawing up economic development plans, implementing industrial policies,
establishing governmental development organizations, investing infrastructures, and so on.
However, only one Five Years Economic Plan was drawn up for 1960-64. After that, short term
targets were set in annual budgets, or long term targets for several decades were set. For
promoting foreign investments Economic Development Bureau (EDB) established in 1961 played
a big role. Alsor, in financial sector Development Bank of Singapore (DBS) and in providing

manufacturing areas Jurong Town Corporation (JTC) played important roles.

5.5 Common factors of the Four Dragons A
Among East Asia’s situational advantages for industrializing after World War II were following:

-U.8. aid,

-Destruction of the old order, and new leaders’ freer policy making without considering their
interests,

-Sense of political and economic urgency,

-Eager and plentiful labor force,

-The Japanese model.

Furthermore, Four Dragons had their own social capabilities that made advantages of followers
' realized:

-Meritocratic elite,



-Hard entrance exam system,
-The importance of the group,

-Self-cultivation.

6 Eco.nomi«_': De{e_:lopments of thé countries in transition
6.1 _Chin‘a

/Town Village Enterprises

{Fareign Dvirect Investiment |
6.2 Vietnam

/Doi Moi
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International Monetary Economics

[ . External Payments and Foreign Exchange
1. Domestic Payments System
(1)Means of Payments : data percent of cash payments and non-cash payments
cash(legal tender),
banknotes : issued by central bank Central Banking Act
coins : mint by MOF but no coins in Lao
bank deposit(private money)
(2)Inter-bank Settlements System
We need well-equipped inter-bank settlements system so that deposit can be
means of payments through check or credit card.

(3)Roles of Central Bank , 7
Lender of last resort: central bank can lend to the commercial bank short or

. over-night in order for the inter-bank settlements system to work well.

2. Foreign Exchange as a Means of External Payments
(1DForeign Exchange: means of payments for cross-border payments
(2two way of paying
Demand draft : advanced payment :
Bill of collection : The example of the Bill is to be mailed from Japan.
(3)Export Draft with Letter of Credit (L/C)
See attached figure

The example of the L/C is to be mailed from Japan. _
It is to note that issuing banks deal with the documents, not the product, so even
if importer can't get the proper products it must pay. In this sense the importer

cant be guaranteed about the products by L/C,
3. Difference between Domestic Payments and External Payments

(DForeign Exchange Market .
We have two different moneys so we need to exchange them at forex market
(2)Correspondence Account
We have no central bank between two countries so the settlement is done through
crediting(#) or debiting(-) bank account holding at the bank of other countries.

Il.  Foreign Exchange Markets
1. Structures of Foreign Exchange Markets
(D)Customers’ Market : retail market
(@Inter-bank Market : wholesale market



(3)Interrelationship of both markets: inter-bank rate is the basic rate in determining

the list of customer’s rates. About, the list of customer’s rates see the table mailed
from Japan. : :

2. Actors of Foreign Exchange Markets ~ Crosg Book Chap .4
(1)Dealers(banks) : sell or buy the dollar '
(2)Brokers :don’t hold their own account,
(3)Direct Dealing and electronic broking
~ Incase of direct dealjng-bank must offer both selling price and buying price
such as 10,010-10,000
In'case of dealing through broker bank can offer only sell or buy

3. Foreign Exchange Transactions Cross’ Book Chap.5
(1)Spot transaction '
(2Forward transaction (outright forward)
‘Contract of buying or selling the dollar in the future at the pre-determined price
Exporter can hedge the exchange risk by selling dollar in forward market
Importer can hedge the exchange risk by buying dollar in forward market
(8)Foreign exchange swap - Cross Book pp.40-44
‘Buy dollar at spot and at the same time sell them at forward or
Sell dolar at spot and at the same time buy them at forward
(4)Covered interest parity
Interest difference is to be equal to the spread of forward and spot rate
£<s: forward discount of the dollar
f>>s : forward premium of the dollar
(5)Foreign exchange operation
exchange position
- long position: buy more dollars than sell

short position: sell more dollars than buy

square position’ sell is equal to buy

Dealers try to make the over-all position(spot + forward) into square.

In inter-bank market outright transactions are very rear and banks can't make
the position into square even if they have the long or short position in forward
transaction, then they must sell or buy dollar in spot market, which will change
the liquidity positions of banks and need to deal with foreign exchange swap.

liquidity position’ shortage or overage of dollar fund

About position and liquidity operation see the attached figure

Foreign exchange swap is very useful because banks can adjust their shortage or
overage of dollar fund without changing the over-all exchange position.



4. Intervention by Central Bank
(Dexchange equalization policy(intervention) ,
Central Banks intervene in the forex market to keep the fixed exchange rate or to
Stabilize the movements of exchange rate
(2)foreign reserves and base money
In case of buying dollar foreign reserve and base money increase
In case of selling dollar foreign reserve and base money decrease
(3)sterilization ‘ _
In order to.hold base money unch-anged the central bank buy or sell domestic

securities at open market

5. Global Foreign Exchange Market and the Roles of the dollar
(1)BIS Survey of Foreign Exchange Market
Every three years the data are available see BIS website
(2)Role of the dollar: vehicle currency
Most of the forex transactions in inter-bank market is with the dollar so in case
Kip is exchanged into the yen the transaction is done through the dollar that is by
selling kip' to the dollar and then selling the dollar to the yen. In this transaction
the dollar is the vehicle currency. '

II. International Currency
1. Roles of International Currency
(1)Bank deposit as international currency
International currency is the means of payment between the banks, and as in the
domestic transaction funetions as a unit of account, means of payment and a store
of value in international dimension.
(2)Private use ,
invoice, : cross-border transactions need some unit of account
payment, : payments will be done by invoicing currency
vehicle, : dollar is the vehicle in inter-bank forex market
: dollar is the vehicle also in case two non-US countries trade in dollar
About these date see attached file about yen by MOF Japan
investment : private sector(bank or financial institution) hold foreign balance by
investing in securities invoiced in the currency
(8)Official use
peg ! in case a country peg its currency to the dollar, dollar is peg currency
intervention ° central bank intervene in the forex market by buying or selling
dollar
reserve : monetary authorities hold dollar or euro as foreign reserves

About the data of each international currency roles see IMF or BIS website.




2. Choice of International currency .
(1)Tradable I and tradableII : choice of invoicing currency
Tradable I industrial products such as cars
mainly invoiced in currency of the expoi‘ber because exporter has
stronger bargaining power than the importer
Tradable I - raw materials such as oil or crops
mainly invoiced in the dollar because such prices is determined in
world markets and invoiced in the dollar, both exporter and
importer can not hedge exchange risks by using its currency
* About this discussion see the book by McKinnon to be mailed from Japan
‘(2Interaction of private and official roles
The government has an incentive to peg to the currency in which many parts of
trade or financial flow is invoiced. _
If the government-peg its currency to any single foreign currency the
government must hold foreign reserves in that currency, and private sector is
going to invoice in that currency because they can avoid exchange risk.

IV. Economics of Exchange Rate
1. Exchange Rate
(1)Nominal Exchange Rate _
Usually the exchange rate means the nominal bilateral exchange rate.
$1=10,000kips $1=¥122 :
(2)Real Exchange Rate
Real exchange rate is the rate ad]usted by inflation rate of both countries.
-useful in ecalculating the real competitiveness.
(8)Effective Exchange Rate
Effective exchange rate shows the trade weighted movements of the currency
useful in understanding the movement of the currency in global perspective
About the weight of effective exchange rate of the dollar and the earo see the

attached website information,
About the data of effective exchange rate see IFS of IMF

2. Exchange Rate under Restricted Capital Movements
(DFlow approach of exchange rate )
Fundamentally exchange rate is determined as the demand for dollar is equal to
the supply of dollar. In the flow approach the demand and supply for dollar comes
from current account transactions.

(2Purchasing power parity(PPP) ~ Krugm an-Obgstfeld Textbook, Levi Textnook
~ In equilibrium current account balance should be equal to zero, and PPP shows



an example of equilibrium exchange rate.
PPP says that one good can be bought at the same price all around the world.
This is Law of One Price. If eP*<P, then home country will import from abroad
which make exchange rate depreciate until the level of PPP.
PPP exchange rate =P/P* P : domestic price P*: foreign price
(8)BigMac index o
BigMac index shows very simple example of PPP.
- See attached data. The Economist shows the index every yeaf.
(4)Relative PPP
Absolute PPP holds for general price level only ‘when the basket of goods for
price index is the same for both countries.
Even when the basket of goods are different for countries, if the basket of goods
in each countries is the same for long and relative prices between them don’t
change, we can use the relative version of PPP.

Rate of change in relative PPP = = — =z *
= ! rate of inflation of home country
* : rate inflation of foreign country
Relative version of PPP differs depending on the price index (CPI, WPI, Export
Price) See attached figure.

3. Exchange Rate under Free Capital Movements Krugman Obstfeld Textbook.
(1)Asset approach of exchange rate :
Demand for and supply of dollar comes mainly from financial transaction. If

the domestic interest rate, foreign interest rate or expectation of future
exchange rate change the investors will their portfolio between domestic bond
and foreign bond. This will change demand and supply of dollar and moves
exchange rate, '
(2)Uncovered interest parity
If most of the investors are risk neutral that means they care only about the
expected earnings of both assets and don't care about the difference of
risk( domestic asset has no risk, while foreign asset has exchange rate risk). In
this case both assets are perfect substitute,
The exchange rate is determined by the following equation
=i*+(Ee—ede  Ee ' expected future exchange rate
(3)Overshootmg of exchange rate (This part can be omitted)
In case domestic money supply increases,
In the short run domestic interest rate decreases and expected exchange
rate depreciate so the exchange rate depreciate rapidly.
In the long run price level moves upward and make the real money supply



decrease and interest rate increases gradually, and exchange rate starts to
appreciate toward the level of PPP.
(4)Roles of risk premium (This part can be omitted)

If the most investors are risk averter and request thher expected
earnings to rlsky asset (foreign asset with exchange risk) , this difference
in expécted eafnjngs is called risk premium. Risk premium depends on,
‘net international asset levels of both countries, government bond balance
of both cb_untries. E . o

i =i* + (Be —e)e—-rp or rp=i*+E-e)e-i

V. Economics of Balance of Payments
1. Balance of Payments ‘ : :
(1)Principles of balance of payments See Balance of Payments Manual
Balance of payments statistics have the principle of Double Entry (both in credit
and debit) and make the sum of credit is to be equal to the sum of debit.
Current account balance + Capital account balance =0
(2)Current account .
Goods and service balance
Income balance
Current transfer
(3)Capital account
Fiancial balance
Foreign direct investment
~ Portfolio balance
Bank account balance
Increase of official reserves
Capital transfer
(dInternational investment position
International investment position(stock) is the cumulative balance of balance of
payments(flow). If a country has current account deficit(surplus) its investment
position becomes worse (better)by the same amount (theoretically).
International Investment position has a close relationship with current account. If
a country7s investment position is plus(minus) the income balance is

2. Theories of Current Account Imbalance

M(ep*/P, Y) — X(eP*/P, Y*) - Elasticity approach
= (CH+Q) - Y |
=A-Y Absorption Approach
=(1-8)+G-1D

= AR=M-kY(=1) Monetary Approach k: Marshalliank .



(1)E1asti_c_ity approach
Overvaluation of exchange rate causes deficit so the recommended policy is
devaluation. In case Marshall-Lerner condition is met, the devaluation can improve
deficit into equilibrium.
Marshall-Lerner condition
price elasticity of export + price elasticity > 1
{2)Absorption approach .

Over consumption, over investment or government deficits can make absorption to
be greater than production(Y), and make the current account deficit, In order to
improve the deficit we need to cut absorption.

(8)Monetary approach  See Polak’s paper
If the central bank supply too much money over money demand, the excess money
will be used in importing goods from abroad and have current account deficit under
the fixed exchange rate system. In order to improve the deficit we need to contract .
money supply. '
(4)IMF conditionality
Usually IMF conditionality contains devaluation, government spending cut and
monetary contraction. these conditionality comes theoretically from the above

approaches,

VI. International Capital Market and Capital Movements
1. Roles of International Capital Flow )
(1)Current account as IS balance
Current account reflects its domestic IS balance.
S>I Current account surplus
S<I Current account defcit
(2)Capital movements and utility maximization
Capital movements can link these imbalances of domestic shortage and overage of
funds through capital account surplus and deficit, Without capital movement deficit
country must cut spending and surplus country must spend more domestically, this

is no optimum choice.

2. Categories of Capital Movements See Qkina et al article
(1)ODA and official flow -
Borrower can borrow fund at a concessional basis or no cost(in case of AID)
(2)Foreign direct investment
Borrower need not refund, FDI is non-hability fund and also it transfer
technological and management skill,

(3)International bank loan
Long-term bank loan and short-term bank loan. Short-term loan sometimes can



be extended through roll-over.
(4)Portfolio investments -
Portfolio investments (bond equity) have been growing since 1980’s. These funds
are liquid and fast to flow in but fast to flow out.

3. International Money and Capital Markets
(DInternational money market ~ See Dufey-Giddy Book
Traditional market . ' : .
The short-term fund is traded at cross-borde-r basis. For example Lao company can
borrow dollar from the bank in NY. ' o
Euro currency market
The currency traded outside its home countries is ca}led eurg-currency market -
and the largest market is euro-dollar market in London. Euro-currency market is
fundamentally inter-bank market and its interest rate LIBOR (London Inter-Bank
Offered Rate) is the basis for international finance. A bank in Lao can borrow dollar
from the bank in London, but maybe at the rate of LIBOR + premmm
(®)International bond market See BIS QR
Traditional bond market ,
Bond can be issued cross- border basis. For example Lao company can issue
dollar denominated bond in NY.
Euro bond market,
- The bond issued outside the couiltry denominated in its currency is called
euro-bond. The international bond consists of euro-bond and bond issued by
" non-residents. Lao company can issue dollar denominated bond in London.

VII. Foreign Exchange Rate Policy

1. Categories of Foreign Exchange Rate System See categories by IMF
- (DExchange rate system without legal tender

(2Currency board arrangement

(8)Peg to a single currency

(4)Peg to a composite of currencies

(5)Peg system within horizontal bands

(6)Crawling peg ' .

(DCrawling bands

{8Managed floating

(9)Independently floating

2. Impossible Trinity :
(1)Mundell-Fleming model ~ See Pentecost Textbook
If we assume perfect capital mobility



Monetary policy is ineffective under fixed exchange rate .
Monetary policy is effective under floating exchange rate
(DImpossible trinity .
We cannot have the folldwing three goals at the same time
To have a stable or fixed exchange rate
To have free capital movements
To have an independent monetary policy
Optionl Freely floating system
‘Optionz Monetary union, full dollarization- currenciz board
Option3 Capital control
(3)Two-corner solutions
Under free capital movements we have only two extreme sclutions,
Freely floating exchange rate system '
Full dollarization, Moneray union
(4)More flexible system |
For small open developing countries free floating system is not a proper solution,
They need to have stable exchange rate but the peg system has the risk of
speclation. They need to have more flexble exchange rate system such as BBC
approach.
BBC approach .
Basket peg : peg not to single currency but to basket of currency
effective in stabilizing effective exchange rate
Band : wider band allows the rate move relatively large _
Crawl : adjust the parity periodically alongside with inflation difference
effective in stabilizing real exchange rate

3. Economics of Dollarization
(DConcept of dollarization
~ Dollar circulate exclusively or alongside with domestic currency.
(2)Official dollarization
Monetary authority abolishes its own currency and accept dollars
In this case dollar is legal tender
Official dollarization is effective in curving domestic inflation or in avoiding

currency mismatch.

" {8)Unofficial dollarization

Private sector hold dollar cash or dollar deposit alongside with domestic cash and

deposit.
Private sector prefer dollar than domestic currency because of high inflation in
home country or lack of confidence in monetary authority.
(©Dollarization and monetary policy ee IMF Occasional Papers



Loss of Seigniorage

Law level of foreign reserves

Loss of effective monetary policy

Loss of effective foreign exchange rate policy

VI. Lessons of Asian Currency and Financial Crisis
1. Asian Currency and Financial Crisis See attached Economist's-table -
Stylized facts (In case of Thailand compared with Mexico before cr1s1s)
‘Large current account deficit
Government sector had surplus
‘Large amount of reserves
De fact dollar peg system

2. Financial Factors of the Crisis ~ See Reports of World Bank and ADB
De facto dollar peg exchange rate system and over-borrowing
The horrowers mainly the banks feel little exchange risk in borrowmg in dollar
Over-lending and boom and burst
Huge inflow of cap:tal can’t be sterilized and flow into domestic market, mamly
asset market or property market and make it booming.
Bad-loan of banks and sndden capital outflow

3. Relatidnship between Currgncy Crisis and Financial Crisis
Banks had two mismatches - ' '
Currency mismatch : ‘borrow in dollar and lend in domestic currency
Maturity mismatch : borrow short and lend long
The depreciation of domestic currency worsens balance-sheet of banks

4. Lessons from Asian Crisis
More flexible exchange rate system
Sequences of financial liberalization
Sound domestic banking system and supervision
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Chapter 1. Introduction
1.1 Progress of Globalization in Marketing Activities
1.2 Difference between Intemational Marketing and Marketing

1.3 Problems for Discuséion

Chapter 2. Iﬁtefnational Marketing Process
2.1 Choice to Globalize or not to
2.2 Selection Problem in Entry Market
2.3 Determination of Entry Mode

2.4  Problems for Discussion

Chapter 3. Entry by Japanese Firms to Chinesec Market: Case Studies
3.1 Case of House Food Manufacturing Company
3.2 Case of Wacor

3.3 Problems for Discussion
Chapter 4. Entry of Foreign Firms to Japanese Market: Case Studies
4.1 Case of Hall Mark, Japan |
4.2 Nestle: The Case of Kitkat
4.3 Probiem of Discussion

Chapter 5. Coming up of Born Global Company

Chapter 6. The Future of Interational Marketing
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TABLE OF CONTENTS -
(Revised Proposai as of August 15, 2005 prepared by Yuka KANEKO)

1. Introduction to Business Law :
1.1 Laos Legal System: History and Now
1.1.1  Pre Independence History
1.1.2  After Independence before the New Policy
1.1.3  Law Reform in the New Policy
1.2 Sources of Law
'1.2.1 Hierarchy and Classification of Legal Sources
1.2.2 Constitution: Fundamental Principles of Economic Law
1.2.3 The List of Major Economic Laws/Decrees '
1.3 Mechanisms of Commercial Dispute Resolution
1.3.1 Arbitration Office under Ministry of Justice
(note: Dispute Settlement Law was newly adopted in May 2005 at
National Assembly but not yet promulgated...we need to get it!!)
1.3.2 Litigation/Conciliation at Court
1.3.2.1 Judicial System in General
1.3.2.2 Litigation at Court
1.3.2.3 Conciliation at Court
1.3.3 Recognition and Enforcement of Foreign Judgment/
Foreign Arbitrations

2. Enterprise Law: as Rule of Market Entry
(note: subject to change accordihg to the final version of the Enterprise Law!!)
- 2.1 Types of Enterprises
2.1.1 Sole Trade Enterprise
2.1.2 Partnership (General Partnership/Limited Partnershrp)
2.1.3 Limited Liability Company
2.1.4 Public Company
2.1.5 State Owned Enterprises
2.1.6 Cooperatives
2.1.7 Foreign Enterprises (??)
2.2 Corporate Governance



2.2.1 What is Corporate Governance?

2.2.2 Variation among Developed Economies

2.2.3 International Comparison (ASEAN/Transition...)
2.3  Partnership in Detail -

2.3.1 General Partnership

2.3.2 Limited Partnership
2.4 Limited Liability Company in Detail
© 2.5 Public Company in Detail

3. Foreign Investment Law: Response to the Globalization .
3.1 OQutlines of 2004 Foreign Investment Law (note: Implementing
Regulations under the Law is in the process of preparation...we need to get it!!)
3.2 Trend of International Investment Rules
3.2.1 Multilateral Rule-makings: WTO-TRIM; GATS; Draft MAL... |
3.2.2 Regional Rule-makings: NAFTA; US-Jordan; EU-Mexico...
3.2.3 Regional Rule-makings in Asia: :
-AIA (ASEAN Investment Area)
-US-led Enterprise for ASEAN Initiative: e.g. US-Singapore FTA
-Japan-led FTA: e.g. Japan-Singapore FTA; Japan-Thailand FTA...
3.3 International Comparison of Foreign Investment Laws
3.3.1 Definition of ‘Investment’
3.3.2 Treatment of Investors
3.3.3 Performance Requirements

4, Bankruptcy Law
4.1 Basics of Bankruptcy Law
4.1.1 Liquidation vs. Rehabilitation
4.1.2  Roles of Bankruptcy Law
-Market Disciplines/ Corporate Governance
-Debtor’s Rescue in Economic Crisis
4.2 International Trend
4.2.1 . World Bank Guidelines and ADB Standards: Rescue Model
4.2.2 International Comparison:
-Choices on Market Disciplines: Japan; Korea; Indonesia
-Rescue Model under Debtor’s Initiative: Thailand
-Rescue Model under State Control: Vietnam; China



4.3 Procedurai Outlines.of Bankruptcy Law in Laos
4.3.1 Conditions and Initiatives of Bankruptcy Procedure
4.3.2 Mediation . . : -
4.3.3 Assets Control Committee
4.3.4 Meeting of Creditors R
4.3.5 Rehabilitation /Sales of Business
4.3.6 Liquidation

5. Laws on Property

5.1 Property Law -

5.2 Land Law |

5.3 Intellectual Property Law \

5.4  Secured Transaction Law (note: newly amended in May 2005 at

National Assembly but not yet promulgated...we need to get it!!)

5.4.1 Securities on Movable Properties
5.4.2 Mortgages on Immovable Properties
5.4.3 Guarantees

6. Contract Law ,
6.1 Civil Contract and Economic Contract
6.2 General Aspects of Contract
6.2.1 General Principles of Contract
6.2.2 Formation of Contract
6.2.3 Fulfillment of Contract
6.2.4 Cancellation of Contract
6.3 Typical Contracts
6.3.1 Sales Contract
6.3.2 Bargains

-----

7. Torts/Economic Crimes |

7.1 Law on Torts (Law on non-contractual responsibility)

7.2 Product Liability (note: no such law area in Laos??)

7.3 Economic Crimes under the Penal Law

7.4 Crimes under Anti-Corruption Law (newly adopted in May 2005
at National Assembly but not yet promuigated...we need to get it!!)



8. Labor Law
8.1 General Introduction
8.2 Basic Labor Standards
8.2.1 Basic Standards in Laos
8.2.2 International Comparison
8.3 Labor Dispute Settlement
8.3.1 Labor Dispute Settlement in Laos
8.3.2 International Comparison

9. Competition Law
9.1 Decree on Competition (adopted in May 2005 but not yet
promulgated...we need to get iti!) '

9.2 International Trend

10. International Commercial Transactions
5.7.1 UNCITRAL Models: UNCCISG/ Model Arbitration Law/...

5.7.2 1ICC Models: UCP/ INCOTERMS/...
- End.
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Basic Structure of
Law and Judicial System

Sources of Law and the Priority

1. Constitution: ultimate source of legitimacy in the constitutional
democracy.

2. Law/Statutes: legislations in the democratic process among people’s
representatives (National Assembly). (Art.39)

2’, Orders of Council?

2", Local Ordinances? (Chapter-VII; No local assemblies?)

2", Social Custom?

3. Administrative Regulations: Presidential Decrees (Art 53 No.2};
Government Decrees (Art. 57 No.4), Government DCCISIOI]S (ditto);
various implementing regulations.

4, Court Precedence? (established inferpretation of law/t:ustom developed
in the cumulated cases) <> Law interpretation authority of NASC
{Art.48 No.2)? (Companson Civil Law/Common Law/Socialist)




1991 ConStifutidn: |
Basic Strategy of Transition

* Shock Therapy? vs. Gradualism?
* Dualistic Reform Strategy:

-Politics: Socialist System Preserved

(1991 Constitution Art.2,3,5,7)
-Economy: Ownership, Freedom of Trade

Guaranteed (1991 Constitution Art.13,14,15), but

- under state adjustment (Art.16)

—more need of clear and detailed Economic Laws to

protect predictability in the market transactions!

Different Policy Goals of Transition

2005~draft Civil Code

China Vietnam Russia
2 stage Gradualism toward Gradual Liberalism vs. Civil Law School vs.

P y X E ‘- 1 aw Schoot
1978~80E Management 1991 Constitution 1991 Constitution
Reform 1993 Land Law 1991 Competition Law
1986 Basic Civil Principles | 1995 Civil Code 1995 Civil Code
1993 Company Law (state- 1995 Joint Stock Co. Law
solely owned LLC)
1998 Uniform Contract Law | 1994 Procedural Rules for 1995 Arbitration Court Law
1999~Company Law Reform | Economic Disputes 1998 Limited Liability Co.
2003 Constitution Change | 1997 Commercial Law Law
2005 draft Competition Law | 1998 Enterprise Law 1998 Administrative System

2003 amended SOE Law Reform including

5004 ot

Cogpetition Policjes




Clasmﬁcatwn of Law by Regulated
Subjects/Area

* Public Law/ Private Law
* Public Law/Civil & Commercial Law/

Criminal Law/Social Law/Industrlal

" Law/Treaties
« Substantial Law/ Procedural Law
* Domestic Law/ International Law

Classification of Law by
Implementation Approaches

argets | Market Transaction | Market Institutional
Means Entry Rules | Rules Conditions | Bases
Administrativ | Interventionist | Interventionist |Interventionist | Governance
e Law Process | Company Law | Consumer Law; | Competition Reform
+Insolvency | Economic Law -Transparency
Law Contract -Disciplines
| “Monitoring
Criminal Law | -Economic -Economic -Economic -Judicial reform
Process Crimes Law Crimes Law Crimes Law -Prosecution
-enforcement | -enforcement | -enforcement | _Cyjminal
of admin. laws | of admin. laws | of admin.laws | procedure Law
Civil Law - Transparent Civil & Competition -Judicial reform
Process Company Law, | Commercial Law enforced | _Cjvil Procedure
+ Insolvency Law by civil process

Law

~trainings




Law Development Process

=Pre colonial period:
~French Colonial Period: law as basis of control
(1908 Penal Code, Procedure Code, and Civil Code;
1922 Code Reform, Law on Court)

*Internal War Period (1953-75): less progress (customary law for
civil disputes; French codes continued for commercial disputes??)
* Transition Period (late 1980s~): Legal Assistance Programs
-UNDP —WB succeeded leadership + ADB/Australia
(basic law reform: transplantation of international standards)
-France (aiming at Re-transplantation of French Law)
-81DA; Japan (technical assistances)

Problems of Legal Assistance

+ Short term reform (48 laws during 1989~2000)

» Compulisory pature —passive attitudes of counterparts

* Less respect on local legal order (French Code/ customs)/
Promotion of US model

Random line-up of single statutes/ orderly design of law
system disregarded <«—common law tradition

< limited Federal jurisdiction
*Less concern on judicial trainings <—non-career system

—Difficulty of systematic law applications by the Court
—Difficulty of coordination among Donors




List of Major Economic Law

Laos (since 1986) VN (since 1986) Meiji-JPN (sincel868)
Property Law (1990) Civil Code (1995} Civil Code (1898)
Contract Law (1990) ditto ditto
Law on Torts (1990) ditto ditto
Civil Procedure Law(90) expected in 2005 Civil P, Code (1890}

" | Constitution {1991) Constitution (1992) Constitution (1890)
Foreign Investment (94) FIL (1987—1996) - ‘
Labor Law {1954) Labor Code (1993) tabot laws (1910s-)
Business Law (1994) Enterprise Law (98) Commeicial Code{1893)
" | Bankruptcy Law (1994) Bankruptoy Law (04) Bankruptey Law (1893)
Forestry Law (1996) Land Code (1993) Civil Code
Land Law (1997) Ditto Civil Code
Law on Agriculture (98) - -
| Manufacturing Law (99) - -

Outlines of Legal Assistance

‘ Backgrouhd:

-1960s: Law & Development Movement during cold wa

—Criticism: Transplantation of single model without
studying local conditions (see Trubek & Galanter, 1974)

-1990s: Transition Economies; Asian Crisis.
-—Criticism: Repeated mistake? (see Rose 1998)
+ Donors: WB-IMF; EBRD; ADB; bilateral donors.
+ Recipients: Transition economies; ASEAN countries...
+ Major Target Area: Law and Institutional buildings for:
-Human Right promotion (though smaller budget)
-Economic Law (especially Financial Law) (see ADB 04)




Problem-1: Compelléd Law Models

*Major Law Models:
-European Bank for Reconstruction and Development ( 1994), EBRD
Model Law on Secured Transactions ‘
-OECD (1998), OECD Principles of Corporate Govemance
-World Bank - OECD (1999), A Framework for the Designand -
Implementation of Competition Law and Policy
-World Bank (1999), Draft World Bank Principles and Guidelines for
Effective Insolvency Systems
-IMF (1999), Orderly & Effective Insolvency Procedures: Key Issues
-World Bank (1999), Draft World Bank Principles and Gmdelmes for
Effective Insolvency Systems
-ADB (2000), ‘Good Practice Standard’, in ADB (2000) “Report
No.5795:Insolvency Law Reforms in the Asian and Pacific Reglon
-ADB(2000), ‘Base Model' and ‘Alternative Approach’ in ADB
(2000)*Secured Transaction Reform in Asia: Unleashing the Potential

of Collateral,”

Problem-2: Justification
given by ‘Law and Economics’

 Controversies of Econometrical Method in
Economic Studies on Financial Laws

= De Fact Standards promotion?

e.g. -EBRD New Legal Indicator Survey (Insolvency;

Secured Transaction, CG)
-WB ROSC (Report on the Observation of Standards

and Codes)

-WB Legal and Judical Indicators (LJI)

-La Porta, et al. 1997; Shleifer et al. 2003

(Law Group— economic advantage of Common Law)




'Problem-3
- Miss-matches in Judicial Reform

* WB/ADB
-Independence of Judicial Administration

-Promotion of ADR/ Special Courts for commercial
disputes (<—int’l standards)

(see World Bank Legal Presidency 2002, etc.) '
* Japan:
-unified Civil Procedure Law ‘
-systematic knowledge and application skill

Problem-4: Limitations of
Planning & Evaluation Method

* Method on Loglcal Framework for Pro;ect
Evaluation’ :

e.g. WB ‘Annual Review of Development Effectiveness',
ADB 2000 ‘Guidelines for the Preparation of Project Performance
Audit Reporis’ —applied also to ‘Program’ Performance Audits

=evaluation of ‘Project’ for Model Transplantation.
unable to assess the Programs’ and/or ‘Project
Objectives’ —Need of ‘Program Assessment’

Method of ‘Program Assessment’: not yet
developed.




Judicial System and other Diépute
Resolution Mechanisms

* Role of Judiciary
-Law Implementation:

(a) literal application of law (Socialist model)
(b) +lexible interpretation of law (Civil Law model)
(c) +ereation of law (Common Law model)

-Judicial Review on Constitutionality of Statute Laws/Administration (US Model)
=*in Laos by NA (Art.40), NASC (Art.48) and by Prosecutors (Art.72)

Structure of Judiciary (1989 Law on Court)
Independence of Judiciary ?7(Art.40 No.7)
Independence of Judges (guaranteed salary, protection from removal)}??
Monitoring over Judgments (Art.66: Scrutiny by SC; Art.70 by social

organizations) ¢ (cf. Japan: disclosure and social critigues)
* Litigation (formal law; by career judges)/ Arbitration (quickness, secrecy)/

Mediation (flexible setttement based on informal law)

Laws of Dispute Resolution

Civil Procedure Criminal Administrative
Procedure Procedure
Government | Arbitration (local/ Local Administrative
international/ trade Complaints or Suites
agreements)
Litigation (local/intT)
J/V Partner Atbitration (local/ Local Police/ Administrative Action
international} Prosecution by law-implementing
Litigation (local/int1) agency
Local Local Litigation Local Police/ Administrative Action
Transaction Local Arbitration Prosecution by law-implementing
Counterparts agency

Implication: @ Institutional Reform (court/police/government)

# Substantial Law Reform
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Response j_to the Global Standards

Interaction between International
Rules and Domestic Legal Policy




Policy Dilemma of Law Makers

* Domestic Policy Issues
-Economic Development (technology transfer/export promotion...)
-Social Weifare (redlsmbuUOn/employment/taxauon )

~_ * International Pressures (WTO/FTA/WB -IMF...)

-Pro Globalization: developed countries (pro investors’ interests?)
-Anti Globalization: developing countries (pro domestic policy)

» Interests of Investors
-Portfolio Investors (Libertarian=integration to mtematlonal standard)
-FDI (Liberalists =fair and stable domestic law system)

Diversity of Pdlicy Stance in
International Rule-makings

(a) Pro-Liberalization but with less Rules (Libertarian)

—promotion of deregulation-type De Facto
Standards (e.g. US-led FTAs; WB ROSC)

(b) Pro-Liberalization and Pro-Rules (Liberalist)

—Pro-WTO: multilateral efforts for global
consensus (e.g. EU, Japan, Korea)

(c) Anti-Globalization & Anti-Rules (Interventlomst)
(e.g. ASEAN core countries) :

=>typical picture at WTO: (a)+(c) against (b)




- Recent Rule-making Progress at
| WTO .
« Rules to promote Liberalization: in progress.

e.g. Trade in Services (GATS); Intellectual Properties
(TRIPS); E-Commerce, etc...

« Rules to ensure fair competition bases for
Liberalization: in delay (see 2001 Doha
Agenda; 2004 July Package)

. e.g. Non Trade-Related Matters. ..

Non Trade-Related Matters

* Investment Rules ...coordination of among FILs
* Competition Rules ...basis of the global market
* Environmental Issues ...otherwise eco-dumping
» Labor Issues ...otherwise social-dumping

—Since 1993 WTO Singapore conference
~Postponed in 2001 Doha Agenda

—Failed in 2003 Cancun '
~Omitted from Doha Round in 2004 ‘July Package’
—De Facto Standards Makings: FTA/ Legal Models




Battle of De Facto Standard Makings
--- FTA (Free Trade Agreement)

» US:
-NAFTA (base model) “FTAA?
-US-Jordan FTA (amended US-led global model for-
developing countries)
+ EU:
-EU expansion strategy through FTA
-EU-Mexico FTA etc. (EU-led Amencan model)
* Asian Integration Plan:
-East Asian FTA (China’s initiative)?
~EAI: Enterprise for ASEAN Initiative (US-led FTA)?

Politics of East Asian Integration

o East Asian FTA _
-Since 2000 ASEAN plas Three {(APT) Summit
-China’s leadership towards integrated FTA by 2010
e Enterprise for ASEAN Initiative (EAI)
-2002 US leadership towards bilaieral FTA network
¢ Economic Community of East Asia (ECEA)
-2003 Proposal by Japan's Business Circle.
-Japan-Korea-Singapore initiative for integrated FTA by 2007;
Economic integration (fiscally and monetary) by 2025.
¢ ASEAN Economic Community (AEC)
-2003 Proposal by ASEAN on ASEAN+2 First initiative for economic
integration by 2025.




Laws in Economic Integration

Harmonization among  —  Integration of
Individual domestic laws domestic laws
Harmonization _ _ . ' :
among individual | ASEAN-AEC? US-EAI?
markets
1
Economic
Integration China-East Asian FTA —9 ECEA?
(unified market) | T ) '

Battle of De Facto Standard Makings

---Legal Assistance Programs

=Promotion of Libertarian Model Laws

Secured Transaction Law;
-European Bank for Rect ion and Development (1994), EBRD Model Law on Secured Transactions

-Wotd Bank {1999}, Draft World Bank Principles and Guidelines for Effective Insolvency Systemns
-ADB(ZDOOJ ‘Base Model' and" “Alternative Approach’ in ADB (2000) “Secured Transaction Reform in Asia:

Unleashing the Potential of Collateral

bmlmyl.aw:

-IMF (1999), Orderly & Effective Isolvenoy Procedures: Key Issues
“Wotld Bank {1999, Draft World Bank Principles and Guidetines for Effective Insolvency Systems
-ADB 2000), ‘Good Practice Standard', in ADB (2000) “Report No,5795: Insolvency Law Reforms in the Asian and

c Region™
Corporate Governance:

-OECD (1998), QECD Princigles of Cofporate Govemance

Competition Law:

-World Bank - OECD (1999}, A Framewotk for the Design and 1mplementation of Competition Law and Policy




Interaction between
International Investment Rules
“and Domestic Investment Laws

Policy Choices of FIL

(a) FIL to Restrict Foreign Investments

e.g. Pre-1970 Central/South American countries
(investment area restriction; foreign share restriction)

(b) FIL to promote Foreign Investments
e.g. 1960s ASEAN FILs on Import Substitution Policy
(restrictions + monopolistic privileges)
e.g. 1980s ASEAN FILs on Export Promotion Policy
{Incentives + Performance Requirements)

(¢) FIL to guarantee Freedom of Investments
e.g. 1990s new FILs under Globalization pressures




- Sources of Investment Rules

Binding rules ‘Non-binding rules
Multi- |-1961 OECD Code of Liberalization | -1990 draft UNCCTC -
lateral | -1976 OECD Guidelines for ~1992 WB Guidelines on the
Multinational Enterprises (2000) Treatment of Foreign Investors
-1995 WTO-TRIM (Trade Related -1998 OECD Dreaft-Multilateral
Investment Measures) Agreement on Investment (MAIT)
-1995 WTO-GATS (Trade in Services) .
Regional | .1994 Energy Charter Treaty -1994 APEC Non-binding
Bilateral ' Investment Principles

-Bilateral Investment Treaties (BIT)
-Free Trade Agreements (FTA)
(e.g. NAFTA; US-Jordan; d-FTAA)

-1998 Framework Agreement on
ASEAN Investment Area (ATA)

Harmonizing Policy Conflicts:

Investment Rules vs. FDI Law

* Debated Issues:
-Definitions
-Treatment of Foreign Investors
-Performance Requirements (PRs)
-Investment Incentives |

-Dispute Resolution




Policy Choices on ‘Treatment’
in Major Investment Rules

(1) National Treatment (NT)
(e.g. WTO-TRIM)
(2) Most Favored Nation Treatment (I\/IFN)- Only
(e.g. BITs in Asia)
(3) MFN + Positive-List Approach for NT
(e.g. GATS)
(4) The Better of NT and MFN + discretions
(e.g. NAFTA; OECD-MAI; 1994Energy Charter)

Policy Choice Picture: Treatment

Less equality Stricter equality
in MFN - in MFN
Less <interventionist> NAFTA GATS?
c.zquallty Asian BITs MALI main-text
mlNT Sibertarian>
Stricter ‘ | TRJlVI
equality .
in NT MAI m'monty
<liberalist>




Policy Choices on ‘PRs’
in Major Investment Rules

(1) Limited liberalization only for FDI promotion
(e.g. WTO-TRIM)
-limited target (FDI only; GATT 3 & 11)
-strict prohibition (including Incentives)

(2) Liberalization + discretionary exceptions

(e.g. NAFTA; OECD-MAI main text)

-comprehensive target (definition; items of PRs})
-various exceptions (Incentives; etc.)

(3) Liberalization under clear rules

~ (e.g. MAI Incentive clause Alt.-2)

Policy Choice Picture: PRs

Less PRs Stricter PRs
Regulation — Regulation
Less <interventionist> ° NAFTA
Incentives MAI maintext
Regulation <libertarian>
l ,
Stricter TRIM  MAI minority
Incentives : iberalist>
Regulation 1beralis




Asian Context:
Choice of Investment Rules

* Forecasting US-EAI by US-Singapore F TA

Singapore EPA
* Forecasting AEC by ASEAN Investment
Area (AIA) |

recent law-makings

Forecasting J apan’s approach by Japan-

Forecasting East Asian FTA by China’s

Choices of Investment Rules

US-Singapore FTA | Ipn-Singapore EPA ATA
Definition | =NAFTA/MAI (wide) | =NAFTA/MAI (wide) =TRIM(FDI only)
Treatment | Better of NT+MFN. NT only. Immediate MFN +
. | =Various exceptions: | —Limited exceptiors: NT on unilateral
negative list; Local G; | Minimum negative list; Negative List tiil
Aid; Environment, GATT-XX. 2010/2020.
PRs TRIM+2 (narrow} =MAT (wide) No obligation
—*Various exceptions: | —Limited exceptions: (uncompelled
‘TRIM Minus’ on Incentive on non-TRIM, endeavor only)
Incentives, GATT-XX, { Minimum negative list,
Export & Aid, Positive | GATT-XX.
List, and Local G. .
Dispute Strict legality: Special | Free option: litigation, Less legality: G to
Resolution | arbitration procedure. | others, special process. G process only.




Policy Choice Forecast

. US-EA_I: Libertarian interests of MNC
* Jpn-ECEA: Liberalism as cooperation base
» ASEAN-AEC: continued Interventionism?

—Lessons from Development Economics:
-1960s-style Import Substitution: failure
-1980s-style FDI Utilization Policy: another

failure? (preconditions for graduation: social
ability to accept technology transfer) -

China’s Recent Law-makings

FDI Law: planed consolidation in 2005
substantially equal to company law.

Company Law: on-going reform as general base
including FDI and SOE. '

SOE Law: decreasing importance.

Civil and Commercial Law: consolidated by 1998
Contract Law. Draft Civil Code.

Competition Law: Pro-competitive draft.
¢ Dispute Resolution: on-going judicial reform.

|




Foreign Investment Law in Laos

» 1989 FIL: Interventionist
» 1994 FIL: more liberal (equal treatment; -
uniform advantages without discretion; less
. PRs)
2004 FIL: Interventionist again? (Promoted
area to be set by administrative discretion;
Zoning to be changed occasional discretion)

Company Law
as Market Entry Rule




Basic Policy of Company Law

» Concession System (=Interventionist)

* Rule System (=Libezalist)

* Laissez Faire/ Freedom of Contract (=Libertatian)

—1994 Business Law of Laos = Intérventionist )

(a) large and vague coverage (no substantial definition of Businessmen/Business
in Art.9; no clarification of unlawful acts which are mandated to subsidiary
regulations according to Art.12...)

(b) strict & diseretionary control at Enterprise Registration (Art.16: preconditions
are to be discretionary decided by competent sector offices) =almost a
concession. i

(c) variety of state contral sectors, and unclear extent of ‘control’ (Art.13)

(d) Limited number of provisions: 97 articles

—*see. Japan's company law in the Conimercial Code (tnore than 500
provisions including additionally inserted ones)

Types of Enterprises in
1994 Business Law

-Sole Trader (unlimited responsibility)
-Partnership {unlimited responsibility)
-Limited Company (limited responsibility)
-Public Company (limited responsibility)
-SOE:

-100% SOE
-Corporatized SOE (LC/PC? AnL77)
-Joint Venhure

-Cooperatives

-Joint Venture

<Some Characteristics in Comparative View>

-Limited Company: smaller closed circle of less than 20 persons (cf. Jpn 50 persons); Abuse risk of the
One-person Limited Company (=meant for SOE Corporatization?)

-SOE Policy: meaningful difference and policy of classification between 100% SOE and Carporatized
. SORBs. .

-Application of Business Law on Foreign Investors? (equal level playing field?)




- Business Registration
in 1994 Business Law

<two different implications> |
-named Registration, but a discretionary ‘Permission .
of License” in actual (Art.16): ‘

—Risk of intervention, less predictability...

-Chance of a rigorous and comprehensive Disclosure
System (Art.17: All corporate information,
18:Financial Registration System)

—Actuality in corporate practice...

- Corporate Governance

A Comparative View




‘Basics of Corporate Governance

What is CG™: Mechanism to oversight the gorporate management
Types of CG:
(1) Security Market-based CG
(2) CG by the Company Organs
-General Meetings of Shareholders
-Auditors/ Executive Council/ Audit Committees
* =Minarity Shareholders in GMS
-Stakeholders: Creditors/ Workers/ Consumers. ..

WVariation by Countties:

-US Model: Matket-based CG centered + Self-check by BOD
{Outside Directors)

' -Gefman Model (Twe-tier): GMS —Executive Council #BOD
(Workers' Participation}
-Japan Model: GMS ~+BOD ' :
It
Auditor

- Law Models on
Corporate Governance

(1) Reference Base for individual reform:
-OECD "Principles of Corporate Governance’ in 1998
(revised in 2004)

-OECD ‘White Paper on Corporate Governance in Asia’ in
2003: special concern on ‘non-listed companies’

(2) Base Model meant for Transplantation:
-EBRD ‘Corporate Governance Checklist’ in 2000
(consolidated into 2003 New Legal Indicator Survey)
-World Bank ‘Template for Country Assessment of
Corporate Governance’ 2003 (ROSK= Report on the
Observance of Standards and Codes)




Essence of Base Model

<F6r Listed Companies>
* CG in the Security Market (Market for Corporate Control).

int'] accounting standard; external auditor; disclosure...
—*usaless in the premature Security Market
—deregulation (e.g. anti-takeover devices)

<For Non-listed Companies™>

« Internal Monitoring depend on US Model— Independent
Directors/ Audit Committee. ..

—nominated by BOD =hardly independent
* Less concern on Monitoring by Stakeholders

Non Market-type CG Compared'

Transition Economies
A A VLI LI CES AN A J W COTINS LI L L L4 N .
Basic systemn of Internal Monitoring Monitoring by
Management Stakeholders
1995 JSC | GAS has basic -GAS nominates -Minority Shareholders: 234
Law of decision making Auditor Committee Praposal of Agends;1%
: i i Derivative Suites etc.
Russia authority (ex. large | _Monitoring by BOD o
scale transaction) ~Creditors: Disclosure;
Director's duty on Inselvency
1997 LLC | Separation of Auditor not ~less provision on Mianil)L
Law of Ownership and compulsory ?:;ag‘:"swm other than 10% Call
Russia Control BOD no compulsory | -limitatien of Creditors’ access to
information
1993 GAS has basic -GAS nominates ~less on Minority Sharcholders
Company | decision naking Board of Auditors -Creditors: Disclosure;
. hori f Director's duty on Insolvency
Law of authority (legality+substance) Work
. s -Workers: participation to
China -Monitoring by BOD | 5o 5o :
-Administrative Control




Continued (Vietnam) :

Basic system of Internal Monitoring Monitoring by
. Management Stakeholders
Joint Stock | Separation of -BOD nominated by | -Minority Shereholders: 10% for
Co. in Ownership/ Control + | GAS under PVRS | PAtieipatelo BODBOS
jetnam Prefe : . L. i ~less provision on itors
i le:t;;l’gr:;?lcsvo‘tlng -llg‘:ted authority of -no Workers' Participation
B -Administrative Control
Limited GAS (Owner= State | -BOD nominated by | -Minority Shareholders: 35%
Lla";"’ty Co. | controlling share) has | Owner (ia" for GAS °“ly(': it
in Vietnam . ot . . -less provision on Creditors
:;s:;gg“smn making | -less provisions on | n Workers' Participation
: BOA -Administrative Control
2004Law | State (=Owner) has | -BOD nominated by | -Creditors: Director's duty on
on SOE basic decision making | Owner Insolvency
authority -BOA only for large | “Workers: representation by
SOE orie person to BOA
~Administrative Control

Non Market-type CG Compared:

ASE

ANC

P e oy gt i

Basic system of

| Internal Monitoring

Morhl-i’toring by Stakeholders

Directors)

Management

Thailand: Freedom of Contract | -Audit Committee in | -Minority Sharcholders’ right:20%
1992 Public ’ BOD (on Listed Co.) | -less provision on Creditors
Company -Auditor: Accounting | -no Workers’ Participation
Act check on B/S only. -limited Administrative Control
Thailand: Freedom of Contract | -Auditor: Accounting | -less provision on Creditors
Limited check on B/S only.
Company
(Civil&Com.
Code)
Indonesia -GAS Almighty ~Commissioner -Minority Shareholders' right: 10%
1995 -Two-tier - BOD monitored and | -Creditors: Director's duty on
Company | Management System | removed by Insolvency )

{ Law (CGAS— Commissioner -No workers representation

Commissjoner—" . -Administrative Control {permission

by MOJ)




Co'ntinuéd (Laos)

Basic system of Internal Monitoring Monitoring by
Management Stakeholders
Public Two-tier System centering | -Self Monitoring in actual: | -Almost ne Minority
Company the Executive Council (GAS | Directors nominated by EC; | Sharcholders’ rights :2/3 veto
—EC—Directors) but EC members can be only.
- Directors -less provision for Creditors
-Auditor: Accounting check | _} or 2 Workers' participation to
on B/S only EConly.
. -Administrative Control
Limited -Less provisions; Freedom | -Auditor: Accounting check | -Minority Sharehelders: 50%
Company of Contract . on B/S only call for G%S only .
~GAS remove Directors by : -no provision on Creditors/
simple majority Workers
-Administrative Control
100% SOE | ~Public Company-like Two- | -NO mention to Auditor -Creditors: subordinates to
tier Systemn featuring Wages/public credits upon
Executive Council, but less Insolvency '
Separation of Power (MOF -Almost no Workers'
withholds authority) participation

Bankruptcy Law




Basics of Bankruptcy Law

«  Liquidation vs. Rehabilitation

+ Role of Bankruptcy Law
(1) Market Disciplines/ Corporate Governance
-Creditors’ Initiative
-Strict Equality among Creditors (e.g. pro rata distribution...)

~Strict Asset Recovery (c.g. Annulment of Unfair/Insider Transactions, Damage
Claims agamst Directors, etc )

(2) Debtor's Rescue in Economic Crisis
-Debtor’s Initiative (2.g. Automatic Stay; Debtor-in-Possession)

-Denial of Equal Treatment (e.g. Classification of Creditors; Decision-making by
Cram-Down; Super Priority)

-Overwriting of substantial law (¢.g. Suspension of Sccurcd Credits and/or
Preferential Rights; Super Priority)

Legal Aspects of Asian Crisis

<Causes> Fore;gn Capital Overflow —'R;sky Investment —Financial Crisis —Curmrency
Crisis— Ecortomic Crisis

<Why Capital Overflow?>
-External Cause?: Herding Effect of Intemational Capital
-Internal Cause?: Excessive Promotion of Capital Inflow

{Macro economic management +—Currenit Account Deficit)

-Laws to deregulate investments in Security Market/Real Estate

<Why Risky Investment?>

-Extemal Cause?

-Internal Cause?: Closed and Protected Oligopoly of Bankers

~+inefficient Financial Intermediation

—insufficient Financial Law (Secured Transaction/Bankruptcy)
<Cures> '

-Foreign Capital Control?
-Financial Reform?: -Prudential Regulation {re: escape by financial companies)
~Financial Law Reform (re-establishing Marlket Disciplines)




Essence of Law Models

<Materials>
~-World Bank (1999) “Principles and Guidelines for Effective
Insolvency Systems”
-IMF (1999) “Orderly & Effective Imsolvency Procedures”
-ADB (2000) ‘Good Practice Standards’ in “Report on RETA 5795:
Insolvency Law Reforms in the Asia and Pacific Region”

<Essence of Law Models>

1. Imtegration of Insolvency Procedures

2. Design for Debtor's Rescue

3. Negative on Recovering of Escaped Assets

Integration of Legal Procedures

1. Integrated ‘One-law, Two-systems’ approach recommended:
=Rational: market-base negotiation {autonomy) is most efficient
-unified autonomy procedure: Yes (German 1994 Insolvency Law)
-several procedures for autonomous choice: Yes (Japan; Korea)
-umnified compelled procedure: No (US-FBC Chapter-7 < Chapter-11)

2. Rehabilitation process given priority over Liquidation:
-eased burden of proof at the filing of Rehabilitation
-Automatic Stay (Liquidation stopped) )
-shift from Liquidation to Rehabilitation guaranteed
-Liquidation only meant for an 'Anchnr role’
—Waeak rational.
(No empirical proof that Rehabilitation always maximizes Assets)




Design for Debtor’s Rescue

1. Debtor-in possession
2. Becured Creditors treated with disadvantages (Zero-Sum Game among creditors)
(a) Automatic Stay (Long-term) of Secured Credit recommended
_ (b) Disadvantages in approval process of Rehabilitation Plan
~'Class’ of creditors; Simple Majority vote in each Class
-‘Cram-down’ clause
(c) Rule by Law/Court denied
-Rational: ‘benefi¢ of creditors as a whole’?
-no mention even to Best Interest Rule (US-FBC Chap.-11 Sec.1129 (a)-7(ii))

and/or ‘Cram-down’ conditions {¢f. US-FBC Chap.-11 Sec.1129 (bX2) Absolute
Priority Rule)

3. Preferential Rights to be Minimized
-Rational; Equal treatment of all creditors?
4. ‘Super Priority’ to New Money :

— Erosion of Substantial Law system. No predictability.

Negative Stance on Recovering
- Escaped Assets

1. Annulment of Preceding Transactions: discouraged
(a) all transactions to be annulled within limited short
~ period (denying preferential treatment and achieving
equality)

(b) fraudulent act/ unduly cheap bargain to be annulled
retroactive for longer time (recovering against unfair
escape)

2. Stricter Annulment of Ins:der s Transaction

(longer period; shift of burden of proof) : discouraged

3. ‘Equitable Subordination’ of Insider’s Loans in Under-

Capital situation: discouraged




Laos 1994 Bankruptcy Law

Integrated process by Creditors’ initiative (Art.24~25)
+Model Law=Debtor's initiative

Reorganization within 2 years (rehabilitation in early stage)
< ~Model Law (Rescue even in serious insolvency) ;
Priority of Labor Rights/Public Rights to
Secured/Unsecured Credits (Art.44) < Model Law
=Super Priority/Creditors Priority

Limited chances of Assets Recovery: Annulment of
fraudulence transactions without time-limit (Art.40)
rigorously implemented? —c¢f. Model Law's negative
stance.

Application of Model Law:
A Case of Law Thailand

1. Integration of Procedures

=Before Law Reform: Autonomy of creditors to select Liguidation/Composition
=After 1998 Amendment of “Bankruptcy Law":

-Rehabilitation given chance of earlier filing than Liquidation (Art.90/3)
-Automatic Stay to stop already filed Liquidation (Art.90/12, No.4); only
already started Receivership cannot be stopped (90/5).

-Compulsory Liquidation as Final sanction at major procedural deadlock (90/48,
90/54;90/58;90/68, etc.)

-Creditors' filing of Liquidation admitted only after expiration of Plan (9¢/70)

2. nature of Business Rehabilitation: Rescue of Management.
(1) Debtor-in-Possession (almost)

' -filing by Debtor (90/4) + Automatic Stay
-Management resigns in principle, but continues actual control (90/20);
-Debtor’s proposal at selection of Plan Preparer (80/17);
-Debtor’'s right for Move to adjust Plan (90/45, 90/49, etc.)




Continued. ..

(2) eased approval procedure of the Rehabilitation of Flan
=in1998 Amendment: special resolution as a whole
=in 1999 Amendment: : :
-Class distortion: rmnall secured creditors compelled to form onw Class (9W42-2): -
-Simple Majority compelled as approval condition at each Class, which binds all descending creditors
limited Cram-Down conditions (90/46-2): approval by more than one Class + simple majority as a whole.
(cf. US-FBC, Sec. : Approval by more than one adversely affected class + “Cram-Down Conditlons™)
(3) Limited sapervisory role of Court
= in 1998 Amendment; substantial check of falrness (30/58)
=in 1999 Amendement:
-Best Interest Rule (amended V58 Sec.3)
-Absolute Priority Rule (amended 90/58 Sec.2) for unsecured creditors only.
-protection of Secured Property Value only for farge secured creditors (30/42-2)
(#4) eased treatment for New Money
=before Reform: New Money Providers with knowiedge subordinate to general creditors (Art.94 Sec.Z)
=after lsaaﬁon?:dmnt no subordisation for Rescue purposes (even room of ‘Suger Priority’ asa resat of
ne;

Continued. ..

3. Recovery of Escaped Aswmts
(1) Eased Annulment
=Before Reform:
-Annulment of Preferential Acts: 3 months perlod (Art.115); but 3rd Party n good falth and conslderation
prevalls (Art.116)
-Annulient of Fraudulent Acts/ Cheap Transactions: oo titne limit on Creditors’ Ctvil Cancellation Right
of Frandulent Acts (Art.113); 3 Years limitation for Eased Annulment with Burden Shift on both Parties”
good fatth and consideration (Art.114); But 3rd Party In geod faith and conslderation prevails (Art.116)
=Afler 1999 Amendment:
for Annulment of Fraudulent Acts/Cheap Transactions: Deletion of former 3 Years' Burden Shift; Instead
only One Year Burden Shift but without 3rd Party exemptions (new Art.114, 116).

(2)Treatment of Insiders’ Transaction
Anrralment of hasiders’ Transaction (new):
However: new definition of *Insiders’ with large room for evasion

(&} Equthl;le Subordination Clause abandoned (Art. %, Sec.2 above)

(4) Insufficient basts of Management Liability
-Insolvency Law: no basis of special iabillty .
-Company Law:

_Direclory Liability against 3rd Party (94: Mistepresentation only. imited Disclorure)
-No procedural basis of Creditors' Derivative Suite,




~ Consequences

* Against the need of tightening Insolvency Law as a Market
Discipline ' : -
~ » Introduction of Integrated Rescue Package:

Public Money Injection to Banks (=Bank Rescue)

i
Structured Informal Process (=Corporate Sector Rescue)
!
Reorganization Law to give a legal sanction for the Pre-packaged
informal rehabilitation plan :
i

Liquidation procedure merely as a final resort

Labor Law and
Environmental Law

Social Policy Considerations in
-the Commercial Transaction




Labor Law

- Laos 1994 Labor Law:
‘(a) Basjc Labor Standards:
-fairly high protection on wages/hourstholidays
-fairly strict restriction of dismissal (Art,15~18)
-unclear image of social insurance system (Art.48;Art.54)
{b} Industriat Relations
-Procedures for Legal Rights (Art.57: Litigation) and Further Interests (Art.58; ADR)
~Strikes admitted in principle (Art.59)

* NIES:
(2)  Diversified (Singapore: easy dismissal+ Social security protection) ( Korea: higher protection)
- (b) Dwerstﬁed (Singapore: government control) {Korea: wider bested rights including Stnkﬁ)

. ASEAN core countries:
(a) LessProtections: Easer dismissal, munplemented social security systems. ..
(b}  Restrained Labar Relations

Environmental Law

= 1999 Environmental Protection Law

-unclear Quality Standards set by dlscretlon in the locality
(Art.23)

-unclear administrative control measures/procedures (e.g.
Art.8:EIA; Art.36~40: monitoring by various levels but
without direct authority to control.)

-budgetary limitation? (Art.31-32)

—against the ‘Predictability’ in the Market transaction: Need
of clear and detailed Statute Laws rather than dlscretlonary
Implementing Regulations...




~ International Standards for
" Labor and Environmental Issues

ssues

termation ules

(a) Domestic Environmental Law
v§. Free Trade

~Protectionist trade barricr?
-domestic policy choice?

(b) Domestic Environmental Law
as Political Tool

-disguised unilateral sanction?
-Civil Society activism?

{c) Eco-Dumping to induce
foreign investment

-hypothetical fiction?

-actnality in place?

—WTO-CTE: flexible
application of current
GATT ruies (Art.3;
Art.11; Art.20 etc.)

—WTO-CTE.: ditto

"-proposéd new clause
by U.S.

—WTO talk suspended

+-proposed clauses

«~Unsatisfied.
Call for further
WTO rules
(Liberalist
NGO)

«— Libertarian

—Ant-
Globalization
—Liberalist




- Flexible Application of Current
GATT Clauses

- WTO D1spute Resolution Panel (e.g. US 1mport
prohibition of shrimps case - DS58)

-application of Art.3 (National Treatment)

- -application of Art.20 (general exceptions)
~ =Interpretation of chapeau clause:
-arbitrary/unjustifiable discrimination
-disguised restriction on trade

—U.S. proposal of new clause: NAFTA :Investment
Rule Art.1114 (1), OECD-MALI footnote 129

Choice of Environmental Rule

OECD NAFTA= |US-Jordan |OECD
MAILAlt-1 | MAT AlL- |FTA Guidelines .
2,3, 4 of MNEs

Basis of Intemational | Domestic Domestic Corporate
Regulation Minimum Standard Standard Standard

Standard 1 -
Legality Dispute Non - Binding effort Légally non-
and En- resolution binding (shall strive binding but

‘ panel (shall) | (should) to...) social

forcement —sanction pressure

Liberalist Libertarian | Compromise | Liberalist

NGO NGO of Libertarian | NGO on CSR

& Anti-GNGO




Environmental/ Social Clauses in

- Asian Economic Agreements

Japan- US- Singapore | ATA China
Singapore EPA |FTA
Basis of No clause: E: Domestic No ?
Regulation respecting multi- | Standard clause
nule negotiation?_ L: narrowed
(cf. Jpn-Vietnam | ‘International
o - Habor-Standard”
Legality (cf. Jpn-Vietmam | ‘shall strive t0..."” [No - |?
and En- BIT: free choice binding under own | clause
among threce dispute resolution
forcement options) procedure

Competition Law and
Trend of International Models




"Policy Objectives of

Competition Law

*Mother Laws:

-1890 US Sharman Act; Creyton Act amended in 1950
-1947 Japan's Anti Monopoly Act
-1957 German Competition Law

-1957 EC Convention

. Pur]:-mse:

(a) Equat Opportunity for Competition (Harvard school, Germany, Japan?)

(b) Economic Efficiency (E{J, US-Chicago school)

{c) National Development (Asia)

(d) Barrier against Foreign Economic Evasion (Asia?)

«Trend of domestic competition laws in Asia

-Negative Group: Malaysia; Philippines...

-Compromise: Indonesia; Thailand; VN; China?; Singapore?
-Pasitive Group: Korea since 1990s.

General Comparisoh of Competition
Law Design

Substantial | Application | Level of Choice of
Provisions | of Law Sanctions Remedies
EU | Abstract law | Economic | severe’ Administrative;
vs |+ analysis on Criminal (US);
_ guidelines/ | ‘Efficiency’ Civil (US)
cases . ' .
Japan | Detailed law | Exception | Less severe; Administrative
! (c.g. unfair | by laws More depend on | Procedures
Asia competition) | (decreasing | Administrative | centered: weak
inJapan) | directives Civil cases




Substance of Restrictions

Anti-competitive agreements | Monopoly Concentration Unfair competition

Us -Horizontal: Perseillegal/ | Monopolization -Safe Harbor

: Rule of Reason. .(=Markel Power -Index on the applied in
~Vertical /Price; Per se +Willful conducts) | concentration . | deregulated
illegal (82) (not the share) economic base
-Vertical /non-price: Rule of —rexception on
Reason ‘| Efficiency

EU Illegal in general Market Dominant | General assess General assess on
—exceptions according to | Position + Abuse | on Market Power | Market Power
policy considerations of EC | (EC86) +effect +effect

(ECS6)

Japan | -Horizontal: core cartels Monopoly 3) Detailed
Implemented as Per se (=Market Power+ | pfarket categories;
—*exception laws positive acts) Structural -Severe base:
(decreasing) Restriction (11) | Potentiality of anti-
-Vertical: see Unfair : © | competition
Competition clauses

Indonesian 1999 Competition Law:
A Case of Post-Asian Crisis Reform

* MITI 1993 Draft < USAID
» MITI 1# Bill of ‘Competition Law’(1998.9):
(Monopoly is only illegal when abused =Monopolization).

* Parliament 1% Bill of ‘Anti-Monopoly Law’ {1998.10)
“—German/ OECD: (detailed definitions; structural regulations
on market shares...)

» MITI 224 Bill (1999.2): (deregulated substance in the structuraI
regulation-like frameworks)

* Final Law titled ‘Anti-Monopoly and Unfair Competition
Law’(1999.3)




Characteristics of the Indonesian
1999 Comipetition La
ompetition Law

“Horizontal anti-competitive agreements: Loose,

-per se illegal: price fixing (Art.5); boycott (Art.10)

-rule of reason: market division(7); re-sail price restriction (8), production co.ntro]( 1 3).
*Vertical anti-competitive agreements (Inter-Brand Competition): Strict but wide exceptions.

-vertical tying sales/ exclusive sales with rebate (15): per se illegal '
~General exceptions (Art.50; 51)

-exception by laws {50-a)

-technology transfer agreements/ franchising agreéments (50-b)

-concessions (50-f)

-SMBs (50-)

-products for National/social interests (51)
‘*Monopoly {17) + Market Dominant Position (25): Strict share base but with large discretion
«Concentration(26~29): Loose )
~Unfait Competition: dealt in anti-competitive agreements & Market Dominant Position
- Independence of Competition Cornmittee?
*Efficiency of Administrative Implementation?

—Doubt on discrelionar{ implementation (strict on FDIs; protection of domestic large businesses;
diseriminating local SMEs considering new eniry...?}

"Trend _Of recent 'Mo.del LaWs

*WTOQ/ draft MAIL: compromise between negative US and positive EU
(minimum Core Cartels; Monopoly is admitted unless abused...)

*Regional FTAs: deregulation

*World Bank/OECD (1999) "A Framework for the De51g11 and
Implementation of Competition Law and Policy,” WB

<Characteristics>

(a) narrowed target (explicit listing of ‘Black’ area; enlarging ‘White’ area
by safe-harboring)

'(b) eased “rule of reason” for ‘Gray’ area (balancing between untl-
competitive effect vs competitive effect)

(¢) enlarged chances of exception based on “Efficiency”:

-Consumer surplus
-Social surplus (consumer merits +corporate profits)




International Comparison

Indonesia WB Guidelines
Anti-competitive | -per se: vertical non price | -6 per se illegal
contracts transactions (15).. “20% Safe-harbor
~exceptions (50) -exception on efficiency: social
- welfare ’
Market -uniform Market Share -no definition of ‘market control’ nor
Controlling standards ‘abuse’
Position (25 eto)) ~35% Safe-harbor
-large exceptions (50;51) ~exception on efficiency: social
’ welfare
Company -after notice ~prior notice
Concentration? | _ynofear basis of exception | -exception on efficiency: social
by discretion (26/29) welfare ’
Administration ~independence? -Independence
-integration with industrial | -integration with industrial policy
policies? implied
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