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CHAPTER 1 – INTRODUCTION

Integration involves the combination of parts into a whole. Embedded is the idea of increasing the size and coverage of the entities involved. The concept of economic integration denotes the amalgamation of separate economies into larger single markets: usually by the removal of barriers or resistances to exchange of goods, services or investments between economies. Accession of an economy to a regional ‘free trade area’ (such as ASEAN) brings about some degree of integration with the regional economy; accession to WTO advances integration with the global market. Economic integration is likely to bring changes in prices for tradeable goods and services, changes in plans by both consumers and producers (to take account of new consumption and production opportunities), access to higher levels of foreign direct investment and to technology, commercial pressures for the and harmonization of commercial regulations, standards and practices and demand for greater movement of persons associated with the delivery or consumption of services.

The changes associated with the economic integration of one economy with another are, in principle, likely to improve the specialization of production throughout the region and consequently the productivity of the region as a whole (including the ‘global’ region in the case of integration with the world economy). Ignoring the costs of economic adjustment to new prices and conditions of production, consumption and investment, these improvements in productivity, in turn, should lead to greater wealth for reasons that were described by Adam Smith.

But the costs of adjustment cannot be responsibly ignored. Rapid changes in prices and the conditions of production as well as changes in the expectations of consumers, workers and investors, will always be disruptive. Even in the most flexible economies, frictions (‘transaction costs’) will hinder adjustment and raise the social and economic costs of change. In less flexible economies where labor is not highly mobile, where property rights are not well defined or easily liquidated (to allow exchange, amalgamation or distribution of rights) or where financial or product markets are not fully developed, the costs of adjustment could well turn out to be very large relative to the present value of benefits promised by integration. Furthermore, the costs are likely to be distributed in a way that is socially unacceptable: having a disproportionate impact on unskilled and relatively immobile labor, on small landowners and on rural populations that rely on subsistence farming. 

Also, experience tells us that even if the costs – such as losses to the beneficiaries of current trade protection, for example, including state revenues and enterprises – turn out to be smaller than the present value of the benefits of integration, the disruption caused by rapid or unplanned adjustment can defeat attempts to distribute the benefits in a way that would offset the unacceptable social costs.

The past decade has seen considerable attention devoted throughout the world to the processes of globalization as more than ever countries have been integrated fully into the world economic system. The World Bank has pointed out that:

“… at the end of the 20th century, globalization has already demonstrated that economic decisions, wherever they are made in the world, must take international factors into account. While the movement of goods, services, ideas, and capital across national borders is not new, its acceleration in the last decade makes a qualitative break with the past. The world is no longer a collection of relatively autonomous neighborhoods that are only marginally connected (by trade for example) and are generally immune to events in other neighborhoods. Information and ideas can be accessed in all corners of the globe at the push of a button. The international economic order is evolving into highly integrated and electronically networked system” (World Bank 1999. World Development Report 1999/2000. Entering the 21st Century, Washington, D.C.)

Recognizing the imperatives of participating in the global economic system, the Government of Vietnam has committed itself to achieving deeper integration with the regional and world economies. Globalization and trade integration are at the center of Viet Nam’s recent economic development strategy. Since Viet Nam’s economic reform started nearly 20 years ago, the country has become progressively more involved in the regional and global economy. Tariffs and non-tariff trade barriers have been dropping steadily with the negotiation and implementation of the following major trade agreements: i) Bilateral Trade Agreement with the US (US BTA) ratified in 2002; ii) ASEAN Free Trade Agreement (AFTA) to reduce all tariffs to five percent or less and remove many non-tariff barriers by 2006; iii) APEC, with its vision for a free and open trade and investment in the Asia-Pacific by 2010 for industrialized economies and by 2020 for developing countries; iv) negotiations for accession to the WTO which the Government of Vietnam aims to conclude in 2005. All of these point to a period of intensive trade liberalization in the next decade. In the last few years, Vietnam has developed an action plan to amend and draft its essential legislation of more than 265 laws for compliance with WTO obligations and standards. 

The commitment to international integration has been further reaffirmed by the Resolution No. 07-NQ/TW of the Vietnam’s Communist Party released on November 27, 2001, which strongly emphasized that the objectives of international economic integration is “to actively integrate globally, expand the markets, mobilize investments, technologies, [and] management know-how in order to carry out the industrialization and modernization of the country…”

The accession of Vietnam to WTO is a concrete expression of this determination to achieve greater international economic integration. It will bring about the removal of trade barriers and will change the regulation of production, consumption, investment and other exchanges in a way that will lead to greater integration of Vietnam’s economy with the global economy. The precise details of the scale and timeframe of these changes is not yet known. But the adjustment risks for the Agriculture sector can be foreseen: they are preeminently the risk that production, employment, investment and consumption in this sector will not adjust smoothly or rapidly to new prices, greater competitive pressures (and opportunities), new conditions of production (standards compliance, technology) and investment options in the economy as a whole. These risks can be seen in the high levels of protection in some areas of agricultural production due to barriers to competition or due to subsidies; in the regulatory barriers to the development of a market for agricultural land; in the weak markets for private finance (mortgages); in the undeveloped markets for wholesale produce; in the unskilled and immobile pool of rural labor etc. etc.

The management of these risks and the minimization of the costs of adjustment demands an active approach to economic integration. “Active” integration refers to the modification of existing institutions and instruments and to the introduction of new ones to advance and facilitate the functioning of the integrated market. Many studies have confirmed that only with active integration, can a country accomplish its ultimate objective of economic integration, which is sustainable and healthy economic growth. 

Joining WTO (or AFTA) may precipitate greater international economic integration, but the WTO does not provide a recipe for the active management of economic reform or integration. The most signification actions taken by Vietnam so far to further integration have been made outside of any trade agreements. And there is still great scope for actions to be made on a unilateral basis that will benefit the Vietnamese economy.

It is important to remember that the big gains from international economic integration come from letting international prices and international suppliers provide the benchmark against which local consumption and production decisions are made. International trade and investment agreements help economic development if they contribute towards this objective: their values lies in being as a means to this end, rather than as an end in themselves.

Vietnam is still by and large a rural society with about 67 percent of the total labor force engaging in the agricultural sector. Approximately one fourth of the total GDP and one third of total export earnings come from agriculture. The agricultural sector, therefore, has been a crucial sector for the Vietnam’s economy in terms of employment and food security. In addition, Vietnam is considered as a developing country at a low level of economic development in comparison with other more advanced countries in the South East Asia region as well as in the whole world. Nevertheless, as one of great achievements in the last decade, the agricultural sector has been successfully shifted from self-sufficient to a market – oriented and further more to export orientation, a direction which would benefit in the context of deepening globalization. These successes have been placing the country in a better position to fully integrate into the world economic system but at the same time weighing more pressure on the country during the negotiation process to the World Trade Organization. Since Vietnam is considered as a country with high potential to become a significant exporter of farm products in the world market, the country will be likely to be asked to achieve a higher standard of compliance with WTO rules and procedures more quickly than otherwise should be if only based on the current level of its development status.

What matters to Vietnam’s economy in general, and the agricultural sector in particular, is that higher levels of external trade and investment should lead to sustained growth and higher productivity, both of which are the sources of wealth for Vietnam’s farmers with the distribution of the net costs of adjustment being equitable and not disproportionately borne by the poor. As Vietnam continues the transition to a market economy under socialist orientation, the Government will focus more on setting policies and laws that shape decentralized decision making by enterprises and households, rather than directly controlling outcomes. 

There are three broad tasks that governments face in the active management of economic integration. 

1. The first is to continue the process of changing laws and policies to enable greater access to international markets and foreign investments by enterprises

2. The second is to foster the development of markets and institutions that underpin trade and investment by facilitating the movement and pricing of factors of production and outputs; that improve labor skills (and therefore mobility), and; that facilitate the uptake of investment and new technologies by enterprises 

3. The third is to reinforce social ‘security nets’ to ‘ catch’ those for whom a share in the benefits of growth will not come soon enough to offset the private costs of adjustment (loss of jobs, security, land-values etc).

By expediting economic growth, creating jobs and raising incomes, globalization has the potential to advance human development. But globalization can also lead to vulnerability and inequality if appropriate policies and adjustments are not adopted early on. To facilitate economic integration of the agricultural sector, Vietnam should improve environment for investment and increase export, competitiveness, reduce vulnerability and adjustment costs. 

In order to make all stakeholders of the agricultural sector to be aware of needs for successful economic integration and to make the sector itself to be better prepared for deeper international integration, it is necessary to work out a feasibly roadmap for the sector to join in the international economic integration. The roadmap is a broad schedule to remove barriers to increases access to international markets as well as the investment flows for the country’s agricultural sector. 

In this study the focus will be on the notion of international economic integration of Vietnam’s agricultural sector. With this regards, this study will have to answer several questions such as: i)What are current policies/situations and their constraints to further international integration of the farm sector; ii) What will change in rules (or the system) over the time period to 2010 and how will these changes affect to the domestic agriculture; iii) What changes must be made to achieve compliance (rules, negotiations) with WTO as well as to promote successful integration of the farm sector into the global system.

Chapter 2. International rules and regulations on economic integration

The World Trade Organization (WTO) is an international organization with 146 members
 by early 2004 with about 97 percent of total world’s trade. WTO has been formed to minimize conflicts between member governments and provide a reciprocal, contractual basis on which governments can secure market access (‘bindings’). Policies that open the economy to the global market can contribute to the economic development of each nation in the world. In return, each member economy benefits from fair trade guarantee from other member. The organization has been formed and developed on the basis of certain principles and regulations.

WTO was formed by the members of the General Agreement on Tariff and Trade (GATT) in 1995. It includes the GATT and more than twenty other agreements such as Agreement on Agriculture (AoA), Agreement on Textiles and Clothing (ATC), Agreement on Technical Barriers to Trade (TBT), Agreement on the Application of Sanitary and Phytosanitary Measures (SPS). Only governments can be member of WTO, but every government as a member has the same rights in the management of WTO trading system. One of the most important characteristics of WTO is the reciprocal character of agreements: the right of any member to fair treatment of its trade depends on how it treats the exports of other countries. Moreover, the reciprocity is contractual. Each country that would like to join the WTO and take advantages of these benefits must make commitments about their own policies before they join the Organization. This can be called the “price of entry”. There is a tendency for this price to rise over time as the complexity of the Agreements and the number of obligations that they impose on members increases. Finally, the WTO is a ‘single undertaking” comprising agreements to which every member must be a party, accepting all of the obligations without exception.

The WTO Agreements provide certain preferential and differential treatment for developing countries, mostly in a form of longer implementation periods and lower thresholds fir compliance.

These provisions:

i) require countries to take measures to facilitate the trade of developing and least developed countries
 (LDCs):

ii) Permit members to offer preferential import barriers to developing country import;

iii) Give priority in trade negotiations to the reduction and elimination of MFN tariffs on products of interest to developing countries and LDCs;

iv) Permit members to extend S&D treatment to developing and least developed countries in the application of quota restrictions, import licensing procedures and contingency protection measures such as safeguard actions, anti-dumping and countervailing measures;

v) Offer flexibility to developing countries and least developed countries in implementing the obligations imposed by the WTO Agreements; for example by:

· providing increased protection for temporary periods to encourage the development of new industries, and for taking restrictive measures when in balance-of-payments difficulties

· extending longer implementation periods for accepting the obligations which the agreements impose

· exempting developing countries from certain specified obligations

vi) Encourage members to provide technical assistance to developing and least developed countries in building their capacity to implement the agreements and in developing the institutional and legal framework and capacities for implementing the agreements.



These “special and differential” treatments as permitted under the current WTO agreements provides an opportunity for developing countries to spread the costs of adjustment to trade liberalization over a longer period while taking advantage of the wider benefits to their economies from more open markets. The slower pace of liberalization also provides time for these countries to implement the types of domestic programs and policy reforms that will improve the overall efficiency, competitiveness and flexibility of their economies.

It is important to note, however, that the reduced compliance burdens, longer implementation periods, lower compliance thresholds and technical assistance offered by the S&D provisions of the WTO Agreements are available to economies that are already members of WTO. They are not necessarily available to countries that have not yet acceded to WTO and may not be relied in the accession negotiations.

The WTO Agreements implement certain basic rules and procedures:

1.
Most Favored Nation treatment, provides that trade policies must not be discriminatory. Each member has to treat goods and services of other Members equally without any discrimination. Specially, if a member country grants to another country any tariff or other benefit on any product, it must immediately and unconditionally extend the same benefit to the like products of other member countries. In addition, the MFN rule applies to charges of any kind imposed in connection of importation and exportation, methods of levying tariffs and any charges (laws, regulations, administration, rules and formalities).

2.
National Treatment: According to Article III, “The contracting parties recognize that internal taxes and other internal charges, and laws, regulations and requirements affecting the internal sale, offering for sale, purchase, transportation, distribution or use of products, and internal quantitative regulations requiring the mixture, processing or use of products in specified amounts or proportions, should not be applied to imported or domestic products so as to afford protection to domestic production” and the each member should “be accorded treatment no less favorable than that accorded to like products of national origin in respects of all laws, regulations and requirements affecting their internal sale, offering for sale, purchase, transportation, distribution or use”. This rule, which complements the MFN principle, requires that an imported product which has crossed the border after payment of customs duties and other charges should not receive treatment that is less favorable than that extended to the like product produce domestically. In other words, it requires the imported products to be treated on the same footing as similar to domestically produced goods (same internal tax, value-added tax, etc.).

3.
Protecting the domestic industry by tariff only: While recognizing that it is important for member countries to follow open and liberal trade policies, the WTO does not prohibit protection of domestic production from foreign competition. However, such protection, as it applies to merchandise trade, should be made available only through tariffs.  Quantitative restrictions on imports are, in general, prohibited. For example, the Agreement on Agriculture required the countries that formerly applied non-tariff measures (such as quantitative restrictions, discretionary licensing and variable levies) to abolish them, replacing them by equivalent protective tariffs and then reducing them in accordance with a formula adopted in the Agreement.

4.
Tariffs and other negotiated concession are bound against further increases: The rates of tariffs agreed in the negotiations as well as the other commitments assumed by member countries such as its negotiated concessions on Services imports and its obligations on export subsidies and on domestic support for agriculture are listed in schedules of concessions that are “bound” against increase. Each member country is under an obligation not to impose tariffs or other duties or charges which “are in excess of those set forth” in its schedule. The rates of tariffs listed in the schedule are known as bound rate of tar tariffs

Moreover, the basis and method for determining the value of products subject to duties or other charges or restrictions based upon or regulated in any manner by value “should be stable and should be given sufficient publicity...”

Each country is obliged to administer its trade policies in a uniform, impartial and reasonable manner and to ensure that all its laws, regulations, decisions and rulings are published widely. In other words, it requires transparency of law, regulations and policies of each country member. Furthermore, most WTO Agreements contain detailed requirements for governments to notify WTO of changes to legislation and policies and to report regularly on the implementation of certain obligations such as the reduction of domestic supports and export subsidies. Some Agreements (e.g. SPS and TBT – see below) also require Members to establish “enquiry points” where questions about the administration of their laws and policies can be answered.

Within the World Trade Organization, there are several Agreements as well as regulations that are relevant to the agricultural sector such as: General Agreement on Tariffs and Trade (GATT 1947, GATT 1994), Agreement on Agriculture (AoA), the Agreement on the Application of Sanitary and Phytosanitary Measures (SPS), the Agreement on Technical Barriers to Trade (TBT), Agreement on Import Licensing Procedures, Agreement on Trade-Related Aspect of Intellectual Property Rights (TRIPS), etc.

The Agreement on Agriculture: Establishes “a fair and equitable market-oriented agricultural trading system” by requiring countries to adopt new disciplines governing: i) the use of border measures to control imports; ii) the use of export subsidies and iii) other subsidies that governments grant to support the price of agricultural products or the incomes of farmers.
Market Access: According to article 4 of the Agreement these countries which applied non-tariff measures (such as quantitative restrictions, discretionary licensing and variable levies) are required to abolish them, replacing them with bound tariffs of equal or lesser protective effect. Transferring the non-tariff measures to a tariff is known as “tariffication”
. Member countries have agreed to cut tariffs by fixed percentages. Developed and transition countries have to reduce tariffs 36 percent on average in the period of 6 years from 1995 to 2000, at least 15 percent for each product. This number for the developing countries is 24 percent in the period of 10 years from 1995 to 2004 and at least 10 percent for each product.

 However, non-tariff barriers were not entirely eliminated. Members are permitted to use non-tariff restrictions such as sanitary and phytosanitary measures to protect human or animal life from food-borne risks which arise from the use of additives, contaminants, toxins or disease-causing organisms and to protect animal and plants from pests and diseases that may affect agricultural production.

Binding of all agricultural tariffs has been agreed among all the countries (developed, developing, least developed and transition) against increases above the levels indicated in their schedules of concessions. Developing and least developed countries were given the flexibility to bind their tariffs at ceiling rates, which could be higher than their applied rates or those resulting from reductions agreed in the negotiations.

Domestic supports: 

Commitments to reduce the level of trade-distorting domestic supports are expressed in terms of the Total Aggregate Measurement of Support and “Annual and Final Bound Commitment Levels”. The Total Aggregate Measurement of Support” (“Total AMS”) is the sum of all domestic support provided in favor of agricultural producers. It is calculated as the sum of support for basic agricultural products, all non-product-specific measurements of support and all “equivalent measures” (a proxy for product-specific aggregate support in cases where it is not possible to make the necessary measurements). 

The Agreement on Agriculture has set a maximum level of domestic supports estimated in so-called Aggregate Measure of Supports (AMS) for which each country has to calculate and report by the designed form (ACC/4) and have to commit to cut down if it exceeds the limit.

Amber box: This kind of subsidy is considered as trading distorting: they are the only domestic supports that WTO Members are required to reduce under the Agreement on Agriculture. Amber box subsidies may take many forms but are all of a kind that provides direct support for agricultural production, due to government regulation (it is not essential that the government directly fund the payments from its own revenues). They include regulations that maintain or increase the price of outputs or reduce the price of inputs to production or fix the prices of storage or distribution of products. They include any direct payments to farmers related to production decisions (‘coupled’ payment).

The twenty-eight WTO members whose domestic agricultural supports included trade-distorting (‘amber box’) measures were obliged to reduce their Total AMS. Developed economies were obliged to cut their Total AMS by 20 percent over 6 years from 1985 and developing economies by 13.3 percent over 10 year.

There are four classes of exceptions to the measurement of the AMS, however. They are the ‘green’ and ‘blue’ box supports (see below), de minimis levels of product and general support and specific exceptions for developing countries. These are explained in detail below. These payments do not count toward the calculation of the Total AMS and therefore provide the most obvious areas for continuation or even growth in (non-production-related) farm supports.

Green box: It includes supports which do not or less create distortion on trade or production of agricultural goods and do not have the “effect of providing price support to producers” and are exempt from reduction commitments. According to annex 2 of the Agreement on Agriculture, green subsidies granted to producers are following:

· Government expenditure on agricultural research, pest control, inspection and grading of particular products, marketing and promotion services.

· Financial participation by governments in income insurance and income safety-net programmes.

· Payments for natural disaster.

· Structural adjustment assistance provided through:

· Producer retirement programmes designed to facilitate the retirement of persons engaged in marketable agricultural production;

· Resource retirement programmes designed to remove land and other resources, including livestock, from agricultural production;

· Investment aids designed to assist the financial or physical restructuring of a producer’s operations.

· Payments under environmental programmes.

· Payments under regional assistance programmes.

Several development programmes in the developing countries have been exempted from the reduction commitments such as investment supports, investment supports for the poor and the low-income or farmers in the less-favourable areas, supports for farmers to shift from opium to other crops.

Blue box: It includes direct payments under production limiting programs based on fixed area and yields or livestock numbers (a proposal in the Doha Round may bring further expansion in the ‘blue box’ definition). The Agreement on Agriculture allows Members to leave out of their AMS calculations payments under these ‘production limiting’ programs.
De minimis: For the developed countries, support payments of any kind up to 5 percent of total value of agriculture production and 5 percent of the value of production of a basic agriculture product may be omitted from the AMS calculation. This number for developing countries is higher, 10%.

Developing countries are further permitted, in order to encourage their agricultural and rural development, to exclude from the AMS calculation and thus from reduction commitments the following:

· Investment subsidies generally available to agriculture

· Input subsidies generally available to low-income resource-poor producers; and

· Subsidies to encourage diversification from narcotic crops.

Export Subsidies: This kind of supports is considered as the most trade distorting measures granted by governments. These subsidies are given to enable farmers to sell their products in international markets. They include:

· The provision of direct subsidies by governments that are contingent on export performance;

· The sale of non-commercial (publicly owned) stocks of agricultural products by governments at a price lower than the comparable price charged for the like products to buyers in the domestic market;

· Payments on the export of an agricultural product that are financed by virtue of government action whether or not a charge on the public account is involved, including payments financed from the proceeds of a levy imposed on the product concerned or on an agricultural product from which the export product is derived;

· The provision of subsidies to reduce the costs of marketing exports of agricultural products (other than widely available export promotion and advisory services), including handling, upgrading and other processing costs, and the cost of international transport and freight;

· International transport and freight charges on export shipments on terms more favorable than for domestic shipments; and

· Subsidies on agricultural products contingent upon their incorporation in exported products.

According to the Agreement on Agriculture members of WTO are not permitted to introduce new export subsidies on agricultural commodities and have to commit to reduce both the value and quantity of existing export subsidies. The developed countries have to cut down 36 per cent on value and 21 per cent on quantity in the period of 6 years. These numbers for developing countries are 24 per cent; 14 per cent and 10 years.

The Agreement on Technical Barriers on Trade sets several rules and regulations that relate to non-tariff measures affecting trade in agriculture:.

This agreement seeks to ensure that technical negotiations and standards, as well as testing and certification procedures, do not create unnecessary obstacles to trade. However, it recognizes that countries have the right to establish protection, at levels they consider appropriate. The agreement therefore encourages countries to use international standards where these are appropriate, but it does not require them to change their levels of protection as results of standardization.

The Agreement covers standards that apply to processing and production methods related to the characteristics of the product itself. It provides obligations related to conformity assessment procedures and extensive notification provisions applying to local government and non-government bodies.

A Code of Good Practice for the Preparation, Adoption and Application of Standards by standardizing bodies, which is open to acceptance by private sector bodies as well as the public sector, is included as an annex to the agreement.

In general, the TBT agreement requires countries to ensure that their technical requirements for goods fulfill several conditions such as: non-discrimination and national treatment for imports; no more trade-restrictive than necessary and to be based on sound science.

The agreement also requires the national standard institutions to follow several rules and regulations such as: i) to use international standards as basics for national standards; ii) to undertake fully preparation for national standards to comply with international ones.

The Agreement on the Application of Sanitary and Phytosanitary Measures (SPS) applies to all sanitary and phytosanitary measures which may, directly or indirectly, affect international trade. The term “sanitary regulations” is used to cover types of regulations whose basic objective is to ensure food safety, or to prevent animal-borne diseases from entering a country. Where the objective of the regulations is to ensure that imported plant varieties do not bring into a country plant-borne disease, they are referred to as “phytosanitary regulations”.

The SPS Agreement requires member countries: i) to base their SPS measures on international standards, guidelines or recommendations developed by the world’s institutions (such as Codex Alimentarius Commission, International Office of Epizootics, organizations operating within the framework of the International Plant Protection Convention, or any other international organization that may be designated by the WTO Committee on SPS); ii) to play a full part in the activities to promote the harmonization of SPS measures on an international basis; iii) to provide an opportunity to interested countries to comment on draft standards; and iv) to accept the SPS measures of exporting countries as equivalent if they achieve the same level of SPS protection and to enter into arrangements for the mutual recognition of the equivalence of specified sanitary or phytosanitary measures.

The Agreement on SPS required countries to “ensure that their measures are adapted to the sanitary and phytosanitary characteristics of the area from which the product originated and to which the product is destined” and not to apply them as to cause arbitrary or unjustifiable discrimination among countries and regions where similar conditions prevail or as to constitute a disguised restriction on international trade.

Moreover, the SPS Agreement gives countries the right to introduce sanitary and phytosanitary measures which result in a higher level of protection if there is a scientific justification or where the country determines on the basis of an assessment of risks that a higher level of sanitary and phytosanitary protections would be appropriate (scientific evidence, methods of production and processing, prevalence of specific diseases or pests, ecological and environmental conditions, facilities for sanitary, quarantine and other treatment).

In order to facilitate this Agreement effectively, it is required the member countries to establish enquiry points from which information can be obtained by the governments of other countries and by interested business firms to ensure transparency of SPS regulations (publication of regulation, notification procedures, etc.).

The Agreement on Import Licensing Procedures has requires that licensing procedures are not used in a discriminatory or burdensome manner.

Import licensing is defined as administrative procedures used for the operation of import licensing regimes requiring the submission of an application or other documentation to the relevant administrative body as a prior condition for importation into the customs territory of the importing member. The rules for import licensing procedures must be neutral in application and administered in a fair and equitable manner. The rules and all information concerning procedures for the submission of applications, including the eligibility of persons, firms and institutions to make such application, the administrative body(ies) to be approached, and the lists of products subject to the licensing requirement have to be published, etc.

Licensing systems may be automatic or non-automatic. Under automatic systems, the authorities issue licenses automatically (within a maximum period of 10 working days after the receipt of applications) without using any discretionary powers. Non-automatic licensing systems administer quota restrictions and other measures, and the authorities use their discretion in granting licenses (within a maximum period of 30 days from receipt of application). However, the national licensing authorities must comply with regulations, the basic objective of which is to protect the interests of importers and foreign suppliers. In principle, these licensing procedures: i) are not more burdensome than absolutely necessary to administer the system; ii) are transparent and predictable; and iii) are protected from unnecessary delays and arbitrary actions.

The Agreement on Trade-related Aspects of Intellectual Property Rights (TRIPS): This agreement requires minimum standards for the protection of intellectual property rights aw well as procedures and remedies for their enforcement. Property rights have become more important factor for international trade due to several reasons. Firstly, economic activities in most developed countries are increasingly becoming research- and technology-intensive. The goods and services now contain more technological and creative inputs that are subject to intellectual property rights. Secondly, foreign investment policies of the developing countries, the manufacture in these countries of patented products under license or within joint ventures have been merged and there is a need to protect these patents. Thirdly, with development of technologies reproduction and imitation of products is very simple and cheap. Therefore, the Agreement on Trade-related Aspects of Intellectual Property Rights has been focused mainly on: 

· Basic principles and general obligations: Foreign nationals must be accorded treatment that is no less favourable than that accorded by a country to its own nationals and the countries have to extend MFN treatment to foreign nationals without any discrimination.

· Minimum standards of protection including subject matter, rights, permissible exceptions and minimum duration of protection (patents, copyright, trademarks, industrial designs, etc.)

· Anti-competitive practices in contractual licenses

· Domestic procedures and remedies for the enforcement of intellectual property rights.

· Transitional arrangements for the implementation of the rules at the national level.

In addition, the TRIPS Agreement has emphasized on enforcement by its member countries of its standards and rules by: i) to enable IPR holders to obtain redness under civil law; ii) for the prosecution of counterfeiter and pirates under criminal law; iii) for providing provisions relief; and iv) to prevent release by customs authorities of counterfeit, pirated and other goods that infringe IPRs.

For agricultural development, especially agricultural commodities, the questions of patterns, trade marks or place of origin has been increasing important and becoming burning issues for international disputes recently. There are two types of intellectual property rights related to agriculture: geographical indicators and breeder’s right. Geographical indicators are close to identify the place of origin of goods indicative of the quality or other characteristics associated with the area, meanwhile breeder’s rights are related to new, stable, homogenous and distinctive varieties, which can be protected by Convention for the Protection of New Varieties of Plants.

State Trading

State trading enterprises are broadly defined in the GATT as “governmental and non-governmental enterprises, including marketing boards, which have been granted exclusive or special rights or privileges, including statutory or constitutional powers, in the exercise of which they influence through their purchases or sales the level or direction of imports or exports”. The category includes but it is not limited to entities owned by the state: a private firm or cooperative that benefits from an exclusive commercial right to purchase or market products may by considered a State trading enterprise.

The GATT requires these enterprises to conduct their business on the basis of commercial considerations, including price, quality, availability, marketability, transportation and other conditions of purchase or sale. Member Governments also shall afford all other enterprises, including those of the other contracting parties, adequate opportunity, in accordance with customary business practice, to compete for participation in such purchases or sales. In addition, Members must ensure transparency in the operations of these enterprises where they import or export products.

CHAPTER 3. CURRENT POLICIES AND REGULATIONS ON AGRICULTURAL SECTOR AND THEIR CONSTRAINTS TO INTERNATIONAL ECONOMIC INTEGRATION

1. Agricultural trade policies

Tariff in agriculture

In July 2003, the Ministry of Finance (MOF) released the new MFN tariff schedule under Decision 110/2003/QD-BTC dated 22 July 2003, listing 10,721 items. Table 1 of the new list came into effect on 1 September 2003 with a few select tariff lines in Table 2 coming into effect on 1 January 2004. The tariff schedule is based on version HS 2002 by the World Customs Organization and the ASEAN Harmonized Tariff Nomenclature (AHTN). This is Vietnam’s applied tariff schedule and will be the basis for the classification of export-import categories and national statistics on foreign trade. The schedule was submitted to Vietnam’s Working Party in October 2003 as the basis for market access negotiation.

Of Vietnam’s existing MFN import tariff schedule, there are 3079 tariff lines on farm produce with 11 levels of tariff rates ranging from 0% to 100 percent. The average import tariff rate for the farm produce is 29.37% in comparison with the level of 17.03% for non-agricultural goods. Agricultural tariff lines account for about 28.8% of the total tariff lines of Vietnam. 

Structure of agricultural products in terms of import tariff rates:

· Tariff rates at 0%: This rate is levied on seeds and breeds, all kinds of animal furs, skin used for the industries of leather tanning and garment. These items are mainly inputs for agricultural and industrial production, which are not produced domestically or not enough.

· Tariff rates at 1-10%: Other live animals (excluding for breeds), livestock sub-products (bones, viscera…), maize, wheat, barley, oat, broken cereal, coarse flour, crude vegetable oil, oil seeds (soybean, sesame, cotton seek, castor oil), sugar beet, sugar cane, soybean cakes, distiller’s grain, animal feed, material used to braid, silk, dry latex. 

· Tariff rates at 15-30%: Fresh and frozen meat, milk, all kinds of fresh vegetables, raw sugar, spice (garlic, onion, ginger, basil, pepper…), tobacco leaves, tea, semi-processed coffee. This group can be domestically produced and has comparative advantages for export and is not required to import.

· Tariff rates at 40-50%: Fresh fruits of all kinds, rice, refined vegetable oil, refined sugar, processed products (tea, coffee, vegetables, meat, confectionery), products from cereal (breads of all kinds, cakes). Since these products bring about high added value, the Government of Vietnam wishes to apply higher tariff levels to shield domestic processing industries from international competition.  It is widely recognized in Vietnam that the country’s agro-processing industries are not competitive and in the early stage of establishment. Under the theory of “infant industries”, it is the government’s job to protect these industries adequately until they mature.

· Tariff rates at 100%: Wine, beer, soft drink and tobacco products. These products are classified as luxurious goods, which are not encouraged to use as well as import. Even some of them, particularly tobacco products, are considered as not good for public health.

Tariff rates policies Vietnam  serve numerous objectives, including:

· to mobilize an appropriate contribution to State budget; 

· to give guidance on domestic consumption;

· to protect domestic production of “infant” industries and potential sectors; and

· to give guidance on restructuring of the national economy.

The current tariff schedule has highlighted some positive changes in the Government’s tariff policies. It is obvious to see that the number of tariff levels have been cut quite significantly over years to 11 currently from 16 in a couple of years ago. Vietnam also has been trying to make the tariff structure simpler as the country impose tariff rate on a chapter level. More specifically, only one tariff rate is imposed on all tariff lines of a certain chapter of the HS system, such as the level of 50 percent on all tariff lines of chapter 16 and 20, the level of 5 percent on chapter 13 (except one line at 3 percent) and chapter 14. . Through simplification of tariff structure by chapter level, it is very likely to reduce administration cost of custom procedures as well as the level of confusion for tariff-payers.

The WTO’s regulations contain no requirement for acceding countries to adopt particular tariff levels. Since the adoption of the AOA, however, acceding countries have been asked to bind the whole of their agricultural tariff against future increase.  In the Uruguay Round negotiations, developing countries Generally, there are 3 levels of binding tariff rates:

· Binding tariff lines at lower levels than the current applied rates, showing Member’s great willing to reduce tariff rates and further open their domestic market.

· Binding tariff rates at the applied rates; and

· Binding tariff rates at higher levels than the applied rates. Many developing countries have made commitments by this way to give their governments some flexibility to raise the duty in future should they consider it necessary. Albeit, it will make their governments more vulnerable to domestic producers’ lobby for higher tariff rates when domestic production goes badly.

Vietnam will almost certainly be required by it’s trading partners to reduce the levels of tariffs applied on products of their interest as well as to bind the new tariff rates when it accedes to the WTO.

By looking at the current tariff structure for agricultural commodities in Vietnam, there are several issues that might create constraints for international integration of the farm sector.  First of all, agricultural commodities are protected through higher tariff rates in comparison with industrial products (on average tariff rate in agriculture is 29.37%, while general average is around 20.57%). In addition, there is existence of tariff escalation as the tariff levels tend to be higher on those further processed products than those imposed on raw materials. It is natural that every producer would prefer protection from international competition since this would probably lead to artificially high prices for their products together with premium profit margins. But based on experiences of successful integration stories around the world, by shielding domestic producers from international competition through high level of tariffs governments would do no such good to the protected industries. In fact, the protected industries would grow gradually more dependent on government’s protection and that would lead to inefficient and vulnerable development of the industries.

Special use tax

Regarding to the special use tax, which are imposed on luxurious products and products that the Government of Vietnam does not encourage consumers to spend on, there is differential between the tax rate on domestically produced cigarettes with filter and imported one. More specifically, imported cigarettes with filter will be imposed 65 percent of special use tax while domestic produced cigarettes only are taxed at 45%. This may appear to be a violation of the national treatment clause of the WTO.

Non-tariff measures

Over the last couple of years, Vietnam has made significant progresses to create more favorable trade and investment environment in accordance with international rules and regulations. However, Vietnam still imposes various non-tariff barriers to trade in some farm products.

From May 1, 2001, import-export activities in Vietnam during the 5 years period to 2005 are controlled  by the Decision No. 46/2001/QD-TTg. The Decision provides the management mechanism of the Government for export and import activities in 5 years period. This is regarded as a milestone towards overcoming instability in government’s trade policies since it covers a five years period rather than year by year in the past. It also is considered make the country’s trade regime more transparent.

Nevertheless, under the Decision No. 46, there are still some NTBs applied on farm products:

· Import-export prohibition: Only one agricultural product, namely cigarettes, cigars and other types of tobacco  is a prohibited import. The banning of importation of tobacco products has been explained on the basis of the section (b) of the Article XX of GATT 1994 as this prohibition aims at human health protection for the whole society. However, it may difficult for Vietnam to substantiate this claim in any future WTO dispute since it seems to violate WTO’s principle on national treatment when Vietnam’s existing tobacco enterprises, including some foreign joint-venture, are still be able to produce cigarettes domestically. Thus, WTO’s members may see simply it as one kind of protection of domestic producers. Consequently, member countries of the WTO may require Vietnam to abolish this import banning otherwise it must also shut down operations of domestic factories. Nevertheless, new comers of the WTO after 1995 all have to commit to apply no non-tariff barriers on agricultural products. It would seem very hard for Vietnam to suggest otherwise.

· Import-export quantitative limitation: Under the Article 6 of the Decision, the Government abolishes the export quota system imposed on rice for decades. In the past, quota for rice export was granted annually during the January to September period on the basis of balancing domestic demand and supply, seasonal conditions as well as consideration of international demand and prices. The abolition of rice export quotas clears the way for domestic producers to access directly to the world market. Article 6.4 of the Decision, however, specifies that “the Prime Minister shall consider necessary measures to effectively intervene in rice market” to ensure national food security. Recently in July 2004, under this article the Ministry of Trade has informed the Vietnam’s Food Association to discourage its members from signing new contracts of rice export for the time being until further notice due to fear food shortage within the country. Whether or not it is consistent with WTO’s rules is not clear but it surely will get attention from WTO’s member countries, especially those of net food importing countries.

Meanwhile, importation of sugar is still under the quantitative restriction for the period from 2001 to 2005. In addition, the importers need to obtain discretionary import-license by the Ministry of Trade. This discretionary import-license is likely to attract some adverse comment from Members on it’s conformity with the provisions of WTO  with the WTO’s Agreement on Agriculture. The decision to restrict imports of sugar followed the implementation of the 1 Million Tons of Sugar Programme. As the Programme reached its target of 1 million tons of sugar by 2000, domestic production has not been only able to meet the country’s demand but also creating surplus.  Vietnam has to impose restrictions on imported sugar to ensure a market for domestically produced sugar without the shadow of competitors. It is widely recognized that without protection, many domestic producers will not be strong  enough to compete equally with imported sugar. 

Consequently, the import restrictions on sugar is set with consideration to (i) local production capacity; (ii) annual sugarcane outputs; and (iii) domestic demand for sugar as well as for the purpose of ensuring consumption of entire outputs and covering farmers' production costs. 

It is very likely that Viet Nam will be required to eliminate it’s NTB where these are – at face value -- inconsistent with the WTO provisions and to convert all its remaining non-tariff restrictions on agricultural imports (such as its sugar import restrictions) into equivalent tariffs. 

Another product also comes under the restrictive import-licensing requirement, is refined vegetable oil. Nevertheless, this requirement has been automatic removed by the end of 2001 under the Decision 46, therefore, would not be concerned for WTO’s members.

· Licensing system of line Ministries: Decision No. 46 implies that some groups of import-export commodities are subjects to the licensing system of line Ministries. Nevertheless, this is more or less an automatic licensing system which base on technical criteria and regulate nature of products’ usage. Agricultural products under management of the Ministry of Agriculture and Rural Development are seeds and breeds, insecticides, which require experimenting requirement. Based on results of the experiment, MARD will release the list of products allowed to import and list of products not allowed to import. This may raise concern for WTO’s members but as far as the procedures are transparent Vietnam may be able to maintain this practice. The purpose of this practice is to protect human, the agricultural sector as well as the environment. 

Administrative import price

In the situation of rampant fraudulent trade practices which might lead to unfair competition, market failure, and loss of tax revenue; and due to limited management capacity of government authorities, Vietnam has been using the minimum prices for certain groups of goods for the purpose of customs valuation.  These products typically have significant import volume, high duty rates, and remarkable duty revenue. The list of minimum import prices for customs purpose is formulated pursuant to the provisions of the Law on Export and Import Duty: the price used is in CIF terms and is set on the basis of data such as imported price of the prestigious companies in a representative period, international market price and prices of similar products.   

Consequently, some imported products are subject to duties based not on the CIF import unit value but on reference prices. While the ostensible purpose of this customs practice is to overcome the problem of tax minimization through under-invoicing imports, the high value of some of the reference prices suggests this instrument may also be serving as a means of protection. This too will come under the spotlight during the accession process.

Every year, Ministry of Finance in collaboration with the Ministry of Trade and the General Department of Custom issues state pricing management list and minimum price list to calculate import duty. The customs authorities determine the customs values on the basis of either the contract or the list of minimum import prices. At the moment, Vietnam is planning to apply the Agreement on Customs Valuation upon accession to the WTO. Vietnam is taking preparatory steps in this direction as in 1998 the country reduced the number of groups of products subject to state management in term of minimum prices to 21 from 34. Then, Decision 68/1999/QD-BTC of July 01 1999 stipulated that only 15 groups, which include sugar, confectionery, and beverage, are still under the control of minimum import prices. 

Under the Decision No. 164/2000/QD-BTC dated October 2000, currently only 7 commodity groups belong to this list. Among them, there is only one agricultural product, which is beverage of all kinds. As the result, in comparison with the Decision No. 68/1999/QD-BTC dated July 1, 1999, sugar was moved out from this list. More recently, under the Decision 136/2001/QD-BTC dated 18 December 2001, tobacco has also been added on to the minimum price list.

Use of minimum-buying price list as the base of price determined for calculation of import duty is considered a trade distortion measure. Obviously, it has violated Article VII (regarding custom value of taxation in GATT 1994). The Article VII of GATT 1994 clearly regulates that customs value of imported goods shall be their transaction value or transaction value of similar or identical goods sold for export to the same country of importation. No customs value shall be determined as the basis of the selling price in the country of importation of goods produced in such country or administered price or non-reasonable customs value. Moreover, methods or basis to determine customs value of goods shall be stable and publicly notified. 

2. Domestic support

a. Green box policies

Public spending in agriculture within the framework of green box policies is essential for increasing agricultural growth and productivity.  Expenditures in research/ extension and irrigation, and complementary expenditures in rural infrastructure and human capital have paved the way for rapid growth in Asian agriculture and poverty decline in country after country.  There have been a number of studies of government expenditures and investments in agriculture in Vietnam in particular (e.g. Government of Vietnam- Donor Group, 2000) (Kherallah and Goletti, 2000) and Asia in general (e.g. Fan and Pardey, 1998).  The general consensus is that the benefits of public expenditures in agriculture could be greatly improved if governments would increase expenditure on research and extension, improve the efficiency of investments in irrigation and flood control, avoid subsidies to certain sectors such as sugar, and avoid expenditures in areas where the private sector has a comparative advantage.    

Government expenditures on the farm sector in Vietnam increased all most four-fold over the decade of the 1990s. Agriculture’s share of total government expenditures fluctuated from year to year around an average level of 10 percent.  To improve agricultural infrastructure, government invests around VND 3,000 billion annually on building, upgrading irrigation and drainage system, dams, etc. The largest item of expenditure was for irrigation and flood control, ranging from 50 to 60 percent of total government’s annual budget on agriculture. Of the total for irrigation and flood control, less that 5 percent was current expenditure. 

Limited public spending on agricultural research and development

In the year 2000, a total budget of VND 116 billion is to be provided for agricultural research activities. This compares with amounts of VND 86.5 billion and VND 80.5 billion in 1998 and 1999 respectively. During each year, the proportion of this total amount that is utilized for salaries was 55 percent during 1998 and 1999 but declined to 36.9 in 2000. 

By 2004, the total budget increased to VND 220 billion (around US$ 14 million); in addition, an additional amount of VND 55 billion (US$ 3.5 million) was allocated for seed production. The total spending on science and technology by the Ministry of Science and Technology (MoST) during the last couple of year is estimated at VND 3,000 billion (US$ 214 billion). The contribution to the agricultural research institutes represents only 4 percent of the MST budget, or just over VND 120 billion.

As a share of the agricultural GDP, this is very modest investment in research. If the agricultural GDP is estimated to be approximately VND 107,000 billion (around US$ 7 billion) then the investment in agricultural research amounts to only 0.2-0.25 percent of the agricultural GDP. But this level of funding is still low compared with that for Vietnam’s neighbors and competitors. Vietnam spends less than 0.3% of agricultural GDP on research, compared with 0.6% in the People Republic of China, 1.4% in Thailand, and 1.06% in  Malaysia. Generally, R&D investment, both public and private, as a portion of agricultural GDP in developing countries is only 0.6 percent as compared to 5 percent for developed countries.

In comparison with the 18 percent share of agriculture in the total GDP (not include the share of fisheries), it is clear that the agricultural research is very poorly funded. A recent summary of studies indicate that rates of return to research and extension often exceed 50 percent and have remained high over time.  One needs to be cautious in interpreting these results, since the evaluation is typically of very specific projects rather than programs or research systems.  Nevertheless, there is a general consensus that despite high rates of return, there is a major underinvestment in agricultural research and extension in most developing countries.

Inadequate agricultural extension service

Despite a long history of agricultural extension in Vietnam, the national agricultural extension service was only created in 1993. The current national system consists of central, provincial and district level service organizations. Each province has an extension center with an average staff of 15 to 24 workers. At the district level, district Extension Stations were created to provide training and demonstrations to farmers with an average of 1 to 6 workers per station. At the commune level, village extension agents are hired on a contractual basis for various extension projects. The national extension service suffers from a scarcity of staff (including well-trained extension agents) and limited resources. Only 70 percent of districts have an extension station and 60 percent of communes have an extension unit. A total of over 8,000 extension workers at the province and district level. Given that there are about 10.7 million farm households in the country, the ratio of extension staff to number of farm household is only 1:1,340. 

Other constraints include a top-down approach in dealing with farmers, insufficient knowledge and skills in effective communication, poor technological recommendations, lack of funding for effective operations (despite the fact that provincial governments provide about 50% of annual budgets) and ineffective use of mass media and information technology. Public expenditure on agricultural extension in 2002 was only VND 441 billion (US$29 million) or 0.4% of agricultural GDP. 

The contribution of the MARD to agricultural extension consist mainly of current expenditures to cover the operating and administrative costs at the central level and part of the operating costs at the local level. The salaries of extension officers at the provincial and district level  are paid from the provincial budgets. This means that local spending on agricultural extension is dependent on budget and willing of the province. In fact, most of the expenditures on agricultural extension is done at the province level. 

An analysis of the MARD extension budget in recent years by sub-sector shows that more emphasis of on the dynamic areas of agriculture such as livestock, industrial crops and aquaculture. This allocation is not proportional to the respective share of these sub-sectors in agricultural GDP which points out a strategy that gives priorities to those sub-sectors with higher potential in coming years. Noteworthy, however, is the limited amount of resources devoted to training. And more alarmly, virtually absent is extension to promote marketing of agricultural commodities. 

There is a lack of generalists among extension staff. The staff is mostly specialized along technical lines with little training in communication and marketing skills. The amount of resources devoted to training is insufficient. Extension focuses mostly on technical aspects rather than on providing information on marketing, regulations and credit to different types of beneficiaries. According to various surveys, extension agents were important sources of information on policy and regulations, but were barely mentioned as a source of information on markets and prices. 

The linkage between research and extension is also weak. In addition there is lack of a proper curriculum and facilities for educating and training extension agents. Although the research have become engaged in production of seed and breeding of animals as well as seeking contracts for training activities at provincial level this has not made a major contribution to improving their linkages with either farmers or extension services. One of the difficulties is that the research institutions are very concentrated around the two main cities and two major region in Vietnam (Red River Delta and the Mekong River Delta); and there are many provinces that do not have easy access to any local research institutions. 

One of the major consequences is that their research and development achievements seem to focus on characteristics of the major ecological regions, namely RRD, MRD, and Southeast. There are few research and development results for areas such as South Central coast, Central Highland. In addition, linkages with extension appear to be largely a one way process with the extension workers making the efforts to come to the research institution rather than the researchers visiting the field to interact with extension staff and farmers. Many research themes, therefore, seem to come from top officials rather than reflects demands and needs of farmers and enterprises.

In addition, green box policies also include:

· Training: The Government spent about VND 120-140 billion on training in agricultural sector.

· Public stockholding for food security purposes: national stockholding activities for food security include: rice (about 500,000 tons per year), reservation of some seeds of maize, vegetables, veterinary drugs, pesticide and insecticides, etc.

· Environmental programs: The most notable program on environmental is the 5 million ha program. Each year, the government spends about VND 300 billion for afforestation and greening barrel hills.

· Food aid: supplying food for the poor in difficult mountainous and remote areas or to places hit by natural disasters.

· Payments for relief from natural disasters: To help farmers to relief from natural disasters, for instance support in electricity price for irrigation or drainage, financial aid to buy crop seeds, veterinary drugs and insecticides…. Land use tax exemption was made for some crops in places hit by natural disasters.

· Payments under regional assistance programme: including such activities: programs of resettlement, migration and establishment of new economic zones; support of transportation fees for transporting food, salt, fertilizer and pesticides from plain areas to mountainous areas; programs on economic and social development of the Mekong River Delta, Central Highland, North Mountainous areas. Due to the fact that they are combined programs, the data has not been available.

· Plant protection and veterinary for prevention and fighting against diseases. 

Generally, these supports seem to be in line with the WTO’s regulations on green box measures. But there is possibility that member countries will raise concern about the operation of the country’s public stockholding for food security purposes. Annex 2 of the Agriculture Agreement states that “The volume and accumulation of such stocks shall correspond to predetermined targets related solely to food security. The process of stock accumulation and disposal shall be financially transparent. Food purchases by the government shall be made at current market prices and sales from food security stocks shall be made at no less than the current domestic market price for the product and quality in question.” Therefore, under general WTO rules, Vietnam will have to make the operation of the stock information more transparent. It will also no longer be able to use administrative prices to purchase rice for stock program in order to support its farmers. Vietnam also will not be able to sell stock at prices below current domestic market prices in order to support its exporters.

b. Blue box measures:

Vietnam has been applying several supports for agricultural sector within blue box definitions, including:

· Investment support: Through preferential credit program under the framework of the Development Assistance Fund in accordance with the Law on Promotion of Domestic Investment, the Government support interest rate differentials to enable state-owned commercial banks to charge preferential interest rates for agricultural projects. 

Investment incentives are also provided in the form of exemption or reduction of land rental and land use tax exemption and reduction, preferential tax rates, and exemption of import duties. The Development Assistance Fund was established in 1999 (pursuant to Decree 50/1999/ND-CP of the Government dated July 8 1999 and Decision 231/1999/QD-TTg of the Prime Minister dated 17 December 1999) to assist in the implementation of important economic projects and the development of disadvantaged areas. Benefits granted include preferential investment credits, post-investment interest-rate support, and investment credit guarantees. Corporate income tax reduction are also granted to domestic enterprises engaged in scientific research and technical services related to agriculture. Additionally, the Government may freeze or write-off bad debts by state-owned financial institutions on the agricultural sector. 

· Input subsidies: generally available to low-income or resource-poor producers and those who live in difficult areas. The Government has established Vietnam’s Bank for Social Policies to provide soft loans to the poor households at an interest rate which is normally around half of the prevailing commercial rate. About 90 percent of the poor live in the rural areas and they invest most of their borrowings in agriculture-related activities. In certain circumstances, the Government can go as far as freeze or write-off bad debts owed by the poor.

· Support to encourage diversification from growing illicit narcotic crops. The Government supports people to replace illicit crops to other agricultural activities by supporting crops seeds, breeds, technical assistance, etc.

Like many other developing countries, Vietnam does not have any support for reduction in agricultural production. Nevertheless, its blue box policies seem to be consistent with requirements of the Agreement on Agriculture.

c. Amber box policies

In the late 1990s, majority of the Government’s supports under this box has originated from the Price Stabilization Fund: interest rate assistance to enterprises for purchasing rice, sugar, pork… when the market prices felt too low which spell great difficulties for farmers who totally depend on these major farm products. But from 1999, the Price Stabilization fund has been moved to Export Assistance Fund. Domestic support in the form of payments provided from time to time via the Export Assistance Fund are questionable, since they directly support producer prices when they fall below certain thresholds, and thereby boost the trend level of production above what it otherwise would be. Under the proposals for the elimination of export subsidies in the Doha round of negotiations, Vietnam could be obliged to eliminate any direct subsidies paid on the condition that the product is exported. At the very least, the government may be required to make the operational rules of the Fund explicit and transparent and bind the levels of support that it provides.

From 1999, the Government released some Decisions on solutions to resolve difficulties of the sugar industry. Through that, outlays from the state budget were spent to support enterprises which are in debt and to compensate the difference of exchange rates. Market price supports, consisting of rice export quota, import license of sugar, paddy purchase at a minimum price, are measures felt under the AMS calculation. Among those supports, the most controversial kind which would probably get a scrutiny from WTO member countries is financial support for the sugar sector under the recent Decision No. 28/2004/QD-TTg by the Prime Minister. Under this Decision, sugar mills will receive financial support, such as forgone value-added tax on sugar and sugar by products for the period 2001-2003, restructuring of outstanding loans with government’s compensation of differential in interest rates, compensation for loss due to changes in exchange rates. It is estimated that this package of financial supports would mount to much more than 10% of the sugar production value which is around VND 5,000 billion (or US$315 million). Nevertheless, it is considered as one-time policy that Vietnam is not very likely to repeat it again. 

An assessment of Vietnam’s domestic support policies would provide several points:

· Most of domestic support measures falls under the Green Box (share of which was 91.7 percent of the total value of all domestic support during the period from 1996-1998).

· Blue box supports accounts for about 7.1 percent.

· Supports under the Amber box were around 1 percent of the total domestic support. Obviously, as a percentage of agricultural support the amber box’s measures of Vietnam is quite low at much lower than the 10 percent de minimis level normally allowed on a product-specific basis for developing countries. 

· Nevertheless, there are certain points which would cause concern for WTO’s member countries, including:

· The support measures under the Amber box seem to be very ad-hoc so they are quite unpredictable. Once Vietnam is a member of WTO it will be obliged to monitor its level of amber box expenditure much more closely in order to remain within WTO limits. 

· The Government’s supports also concentrate on a small number of the farm commodities, including rice, sugar, cotton. 

· Target groups of the Amber box measures are mainly state-owned enterprises. This tends to reduce the transparency of the support and make evaluation of support more difficult.

In addition to those supports by the central government, there are also significant supports to agricultural sector by the local governments. The problem is that the central government does not have any reliable data on how much they spend and for what categories.

3. Export subsidy

Before 1998, the Government of Vietnam did not grant any kind of export subsidy for agricultural products. Nevertheless since 1998, due to depressed world prices of farm produce, the Government has been forced to increase its export subsidies on agricultural commodities. Government programs are currently made available to exporters in the form of direct tax reductions or exemptions; tax deductions on interest rates incurred from bank loans; direct financial support (particular to first-time exporters) for exports to new markets, or goods subjects to major price fluctuations; and export bonuses (as stipulated in the Decision 02/2002/QD-BTM dated January 2 2002 promulgating a regime of export awards). The Export Assistance Fund was founded in 1999 in order to provide assist, encourage and promote exportation. There are some kinds of export subsidies through this Fund: 

· Rice: interest rate support for stockholding rice for export (Under this program, enterprises would be asked to buy certain amount of rice at the peak harvesting time, to keep them in stock for certain months and then to export. The Government would provide these enterprises with financial supports to cover cost of interest rates payment for the stockholding period); compensation to cover losses for enterprises exporting rice;

· Vegetables and fruits: support to export canned cucumber, pineapple and plum;

· Coffee: compensation for losses by enterprises in exporting coffee in 1999 and 2000; interest rate support for purchasing for temporary reserve;

· Pork: support to export pork;

· Export rewards for rice, coffee, pork, fruits and vegetables. Under this program, exporters of rice, coffee, pork and vegetables are entitled to claim government’s financial award for any dollar they earn from exporting these commodities. For example, the financial awards in 2001 was VND 180/USD for rice, VND 220/USD for coffee, VND 280/USD for piglet pork, VND 400/USD for canned vegetables, VND 500/USD for canned fruits.

Recently, the Prime Minister approved a strategy to develop the export market in 2004-2005. According to Decision 266/2003/QD-TTg dated 17 December 2003, to raise the competitiveness of exports, various policies on finance, credit, investment, fees and charges are to be amended or expanded, with the focus on long-term credit for investment to raise production capacity, especially for industries turning out raw materials for the production of exports. In addition, commercial credit guarantees are to be expanded with attention being paid to investment projects on new technologies for exports, and to export contracts with high efficiency; credit will also be provided gradually to those importing large amounts of Vietnamese goods regularly for the regional market. According to Decision 266, items entitled to export preferences shall be reduced, along with rewards for focus on highly competitive key commodity lines and those using local raw materials and supplies in large volumes. Direct financial support is also to be limited and replaced with support for suppliers of raw materials, and technological, scientific and technical solutions for improving production of exports.

Nevertheless, the level of export subsidy is very low. However, the volume and coverage of export subsidy tend to increase over the last couple of years. The beneficiaries of export subsidy are mainly SOEs. 

In its very recently notification on export subsidies in agriculture, the Government of Viet Nam stated that the average product-specific export subsidies is VND 1,103 billion (or around US$ 73.5 million) per year during the period from 1999 to 2001. There are four major product groups benefited from these subsidies, including rice, coffee, pork, and vegetables and fruits. But over half of the total notified export subsidies (around 58%) went to support rice export. 

Both the experience of recent accessions and the proposals for the elimination of export subsidies in the Doha round of negotiations suggest that Vietnam will have to eliminate the use of export subsidies (other than subsidies on the export marketing and internal transport of agricultural products) shortly after accession.  Those WTO members who scheduled the use of export subsidies – and undertook to cut them – as a result of the Uruguay Round AoA can subsidize exports, but only for products on which they have commitments to reduce the subsidies. Under the current WTO’s regulations, those without commitments cannot subsidize agricultural exports at all. Some of these countries have decided to greatly reduce their subsidies or drop them completely. Most of the newly acceded WTO members after 1995 with the exception of Bulgaria and Panama have to commit no export subsidy at all.

4. State trading enterprises

The role of state-owned enterprises in the agricultural sector has diminished considerably over the last decade. Today, agricultural production, assembly, wholesaling, small-scale processing, and retailing are overwhelmingly dominated by private farmers, trader, and enterprises. In spite of this progress toward a market-oriented economy, state owned enterprises continue to play an important, and sometimes a dominant role in large-scale agricultural processing and especially export marketing. In rice, until 1998, only state enterprises were allocated export quotas. Since 1999, several private traders have been allowed to export rice directly but their share of the pie never exceeds 5%.

In recent years, the role of SOEs in international trade has been in decline as their share in the total export turnover has fallen quite rapidly. Meanwhile, private firms have proven themselves more agile and efficient. This does not necessarily mean that exports by dominant SOEs have reduced; rather private enterprises have been responsible for much of the dramatic growth in trade in agriculture. Under existing regulations, any enterprise, whether state-owned or private, is allowed to export any farm commodity. 

The main potential conflict with WTO’s regulations on State trading enterprises is the allocation of the rice export quota under the Government – to – Government contracts. Under recent mechanism, the Vietnam Food Association would nominate one enterprise from Vietnam, usually State owned Vinafood I or Vinafood II, to represent it or the Government of Vietnam in negotiating of rice export to other countries. The contract volume then would be divided into smaller parts to numerous rice producing provinces and two big corporations, Vinafood I and Vinafood II. Usually, state-owned enterprises would get big chunk of the total volume. There is a possibility that state-owned enterprises can be used as a policy tool to provide export subsidies to rice industry since profit maximization is not usually their ultimate business goal. If this is the case, then the rules to be developed under the August 2004 ‘Framework’ Agreement on state trading enterprise export subsidies will affect the future operations of the SOEs. 

Anyway, without comprehensive reform SOEs would raise constraints to international economic integration of the agricultural sector due to their inefficient operations. According to the data from the Ministry of Agriculture and Rural Development, 70 percent of its enterprises are making profits or breakeven while the remaining 30% is in red areas. There are 314 state farms over the country which occupy around 636 thousand ha of arable land. The average agricultural production revenue per ha of land under their management is only around VND 10 million in comparison with VND 17 million per ha for the total arable land in average.

Needless to say, SOEs still enjoy more favorable treatment than private enterprises in term of access to credit, receive government support, access to land. Favored treatment of SOEs in rural credit does not bode well for the expansion of credit to rural households as well as to private enterprises. There are still cases in which credit to SOE is allocated on the basis of non-commercial motives, such as directives from government authorities. This has often caused serious loan recovery problems for the commercial banking system as in the case of the sugar industry. Moreover, by giving a preferential treatment to SOE, millions of rural households and small-medium enterprises are restricted in their access to credit. 

In addition to the questionable performance of SOEs, support given to lost-making SOEs results in an uneven playing field between private enterprises and SOEs. This in turn discourages the private sector from investing in areas where SOEs are dominant and reduces the incentives for SOEs to operate efficiently. The most cost-effective means for the Government of Vietnam to increase the level of investment in the rural sector is to provide an environment that is conducive to private sector investment. In general, allocation of public expenditures towards agricultural SOEs crowds out capital to small and medium scale rural enterprises. For example, over three fourths of the Vietnam’s Bank for Agriculture and Rural Development portfolio of medium and long-term outstanding loans to the corporate sector was given to SOEs and only less than one forth to non-SOEs. The state bias in favor of SOEs has therefore indirect negative effects on the investment levels of the private sector.

A common argument in defense of SOEs is that they help generate employment. However, SOEs in the rural sectors do not seem to alleviate rural unemployment to a significant extent.  Small and medium-scale private enterprises (SMEs) are usually more successful at absorbing rural labor and reducing rural-urban migration. According the World Bank, the labor to capital ratio of a private firm is 10 times that of a SOE. In addition, a job created in a SME requires a capital investment of about $800, compared to $18,000 in a SOE. Meanwhile, a job created in state enterprises of sugar processing requires $ 35,000. Despite the healthy growth of the agricultural sector during the last 15 years, the failure to increase off-farm employment through small and medium rural enterprises would surely block rural areas from sustainable development in coming years.
Consequently it is in Vietnam’s interest to reform the operations of SOEs, whatever WTO rules may be developed in the future, in order to make the agricultural sector more competitive in the international markets. Reform could take the form of equitisation of STEs to make them compete with the private sector on a genuinely commercial basis. Within the framework of the WTO, Viet Nam will probably be required to make operations of its state owned enterprises more transparent.

5. Regulations on quarantine

Sanitary measure

Vietnam issued the Ordinance on Veterinary dated 15 February 1993 which is the highest law on sanitary measure. To implement the Ordinance, the Government of Vietnam released the Decree No. 93/CP of 27 November 1993 that stipulated regulations on animal sanitary of Vietnam. Decision 389/NN-TY/QD by the Minister of Agriculture and Rural Development was issued on 15 April 1994 to provide in detail guidelines to implement this decree. 

All control of living animals and meat is based on the Decree 93/CP. This decree includes measures for the prevention and reduction of  epizooses, for sanitary inspection of animals and animal products, for slaughter inspection and veterinary control of goods of animal origin, for the administration of drugs, and for microbial germs for veterinary use.

Animals and animals products will only be moved from one to another locality, exported, imported or transited through Vietnam after being inspected by competent veterinary bodies and thereby their sanitary conditions being certified by a sanitary inspection certificate if the conditions meet with sanitary standards. Provisions on temporary immunity to sanitary inspection in some cases for domestic free sale will be stipulated by MARD. 

The Decree on veterinary health measures also gives guidelines for foreign trade procedures. In the case of importing into or transiting through Vietnam, owners of animals and animal products or assignees will present the sanitary inspection certificate issued by the National Sanitary Inspection body of the country of origin before the beginning of sanitary inspecting operation by Vietnamese veterinary agencies. 

After receiving import declarations, according to the characteristics, quantities and categories of the goods the veterinary body will decide and inform to the owners of the place and the time when and where the sanitary inspection operation will take place. 

The sanitary inspection operation begins after the arrival of goods to places indicated by the body. Regarding the animal products, the inspection time will not be more than seven days. Regarding living animals the inspection time will be provided by MARD. Then veterinary body will issue the sanitary inspection certificate to animals and animal products whose conditions are met with the sanitary standards.  In the case of detecting animals or animal products whose conditions are not met with these standards, the agency will not issue the certificate. The animals and animal products, therefore, can not be imported into Vietnam and they will be returned back to owners or treated in accordance with Vietnamese veterinary laws depending on the quality degree.

Nevertheless, Vietnam’s trading partners may complain that inspections are not necessary in every case where the product is accompanied by an appropriate inspection certificate from the country of origin. In most cases, inspections are random ‘spot’ inspections to verify the certificate and most import clearances are arranged on the basis of the documentation rather than physical inspection. 

In the case of bringing into Vietnam animals and animal products in small quantity, the declaration can be made at the border sanitary inspection stations for the subsequent sanitary inspection on the spot. MARD will provide information about the quantity of animals and animal products, which will be declared before the importation is taking place.

Animals to be exported will be healthy, coming from disease free zones, exempted of any the List A diseases which is provided by the Organization of International Epidemic (OIE) and of diseases that are requested by the importing countries as being free, vaccinated or for them other preventive measures having been applied.  After the inspection carried out the Border Sanitary Inspection Stations at the quarantine zones, animals whose sanitary conditions are met with the export requirements will be moved to the place of shipment by means which are previously disinfected. During transportation, the animals should be moved without stopping and without coming into contact with other susceptible ones.

In case the inspection by Border Sanitary Inspection Stations takes place at raising establishments, the owners should carry out the gathering, loading, transportation of their animals in conformity with the provisions and conditions agreed between exporting and importing countries. Owners should show the sanitary inspection certificates to Sanitary Inspection Posts, which are stationed, on the way of transportation and to Border Sanitary Inspection Stations of where the animals arrive.

The Sanitary Inspections Stations issues the sanitary inspection certificate only for animals and transport means whose conditions meet with the sanitary standards within 24 hours before loading. Customs bodies will base upon the Import-Sanitary Inspection Certificates to proceed customs formalities.

Regarding transport means for animals and animal products or for other objects of sanitary inspection when arrived at the border ports, the sanitary inspection certificates are required to show to the Border Sanitary Inspection Stations. Only with the permission given by the Border Sanitary Inspection Stations, owners will be able to undo their transport means.

The sanitary system is under the state management of the Department of Animal Veterinary (DAV) of the Ministry of Agriculture and Rural Development, which has the overall responsibility to monitor the performance of animal veterinary tasks at the national level and to formulate animal veterinary policies and standards.

Vietnam is an official member of OIE. During the process of building its law and regulations on veterinary, Vietnam referred to OIE's standards and also CODEX’s standards. Therefore, it could be said that Vietnam's regulations on animal quarantine are basically consistent to international standards of animal quarantine. Vietnam' Rule on Animal Quarantine is basically suitable to animal quarantine standards regulated by the Organization of International Epidemic (OIE). Vietnam has recognized certificate of animal quarantine issued by the Federal Republic of Russia, the Republic of Bulgaria, the U.S., etc.

Nevertheless, there still quite numerous problems with Vietnam’s existing veterinary regulations which would certainly hinder the country’s capability to implement the SPS Agreement effectively. At the moment, Vietnam simply does not have the capability to take risk assessment to provide scientific evidences for its animal quarantine regulations. 

Recently, the National Assembly has just passed the Amended Ordinance on Veterinary in order to be more consistent with international standards and regulations. It is expected that a new Decree on the implementation of the Amended Ordinance will be released in coming months to replace the Decree No. 93/CP

Phytosanitary measures

Vietnam's plant protection methods are consistent throughout the country, from central to local levels basing on international standards. In 2001, the National Assembly has passed the Amended Ordinance No. 36/2001/PL-UBTVQH10 on plant protection and quarantine.  Detailed guidance for the implementation of the Amended Ordinance is provided in regulations on plant protection and inspection issued with Decree 58/2002/ND-CP of the Government dated 3 June 2002.  Under these regulations, transportation vehicles, plant-based derivatives and bio-actors that might carry danger to the ecological system when imported into Vietnam are subject to phytosanitary inspection.

The plant quarantine system in Vietnam is under the management of the Plant Protection Department (PPD) of the Ministry of Agriculture and Rural Development, which has the overall responsibility to monitor the performance of plant quarantine tasks at the national level and to formulate plant quarantine policies and standards. Vietnam has about 50 Plant Quarantine Stations at sea ports, airports and along land borders with China, Laos PRR and Cambodia. The National Plant Quarantine Laboratory under the PPD handles technical issues such as pest identification, pest risk assessment and quarantine treatment. 

Plant quarantine activities include inspecting plant commodities for import and export, issuing phytosanitary certificates for the export of commodities, supervising phytosanitary treatments of plant commodities either for import or export, carrying out domestic and post entry quarantine procedures, and conducting research and development activities with regard to plant quarantine.

Vietnam is an official member of Asia and Pacific of Plant Protection Commission (APPPC), and the country recognize phytosanitary certificates from other countries basing on international and national legislation. Vietnam recognizes ASEAN countries' certificate of plan quarantine basing on international law and each country's law. In order to harmonize its phytosanitary regulations with international standards, Vietnam has been reviewing its existing legislation on plant quarantine to make it suitable to the regulations of WTO's, SPS Agreement and International Convention. To supplement existing national standards, the PPD has adopted international standards such as the Glossary of Phytosanitary Terms, Plant Quarantine Principles related to international trade, and Guidelines for Pest Risk Analysis.

Vietnam is also in the process of reviewing and amending its subsidiary legislation to ensure consistency with the amended Ordinance and the new implementing regulations. The review is also focusing on Vietnam’s WTO Accession, in particular legislation on phytosanitary measures in the light of the SPS Agreement, the IPPC and other international standards to harmonize phytosanitary measures.

Nevertheless, in order to carry out successfully the duties, Vietnam still lack of human resources and equipment in this field. In order to apply SPS Agreement, Vietnam, however, faces certain difficulties in technical levels, modern equipment, and enhancing training for technical cadres.

In short, Vietnam’s quarantine methods are only to prevent its human, animal and plant sources from acquiring harmful virus which did not exist before or newly appeared in small scale and to prevent Vietnamese harmful virus from going abroad. Vietnam's standard system and plant and animal quarantine regulation are concluded to be very close to international standards by many researchers and support should focus on technical methods to speed up the process rather than on the adjustment of its legislation. It is the long-term right and benefit for Vietnam to maintain a high and strict standard strategy.

Inspection and quality control of agricultural and fish products as well as international co-operation Vietnam carried out reaches level generally acceptable on Asian markets and fulfills the Vietnamese own demands and export interest. In addition, the basis and background of SPS-legislation in Vietnam seems to be consistent with requirements settled by WTO's Agreement on Application of Sanitary and Phytosanitary Measures. 

Still further resources may be needed mainly in local inspection and in quality assurance. When changing its standards and regulations to be consistent with international standards and regulations, specific scientific risk analysis is demanded, which some certain cases can cause further costs. Basically, international SPS co-operation would thus give further benefits to Vietnam's agricultural exports helping Vietnam to improve the quality of its exports. In addition, Vietnam might get more benefit when its central laboratory can fulfill all high-level quality requirements. Such laboratory might oversee local inspection and quality control, arrange training if necessary and offer high quality research services to Vietnamese companies improving the quality of Vietnamese export products.

Food safety

Issues relating to food safety are regulated by the Ordinance on Food Safety and Hygiene, passed by the National Assembly on 26 July 2003, effective from 1 November 2003. The Ordinance is aimed at ensuring the safety and hygiene of foodstuffs during the process of their manufacture and trading and the prevention and remedy of poisonous foodstuffs and contagion via foodstuffs. All Vietnamese and foreign organizations and individuals must satisfy the business conditions prescribed in the Ordinance for manufacturing and selling fresh and raw foodstuffs, processing foodstuffs, storing and transporting foodstuffs, and importing and exporting foodstuffs in Vietnam. For “high risk” foodstuffs, State certification of satisfaction of business conditions is required. The Ordinance also regulates the proclamation of food standards and the advertising and labeling of foodstuffs.

Thus far, Vietnam has adopted about 60% of CODEX standards relating to food and foodstuff and is planning to adopt all remaining CODEX standards. Vietnam is also currently drafting a decree on safety management of Genetically Modified Organisms (GMO) Labeling designed to formulate compulsory standards for products using GMO technology based on specific evidence or labeling as “products using GMO technology”.

Enquiry Point

The Ministry of Agriculture and Rural Development (MARD) currently serves as a general enquiry point for information on sanitary and phytosanitary requirements. Responsibility for sanitary and phytosanitary control, plant and animal quarantine, health quarantine and fisheries inspection, however, is further assigned to various Ministries and government’s agencies.

To address WTO obligations with regards to the establishment of a single enquiry point, Vietnam is currently focusing on capacity building in preparation for a fully operational enquiry point by the end of 2004. This enquiry point will be established within MARD and will be responsible for notice and comment procedures as required by Annex B of the Agreement on Sanitary and Phytosanitary Measures. 

Standards and Technical Barriers to Trade 

Under the Decision No. 346/QD-BKHCN of the Ministry of Science and Technology, Vietnam is working to ensure that all new technical regulations, standards, and conformity assessment procedures are in full compliance with the international standards. The main Ministries involved in standardization and quality requirements for farm products are the Ministries of Science and Technology; Public Health; Trade and Agriculture & Rural Development.

The Directorate for Standards & Quality (STAMEQ) under the Ministry of Science & Technology is generally responsible for advising the Government on issues relating to standards, measurements and quality and its tasks include: drafting rules and regulations; supervising and controlling implementation of rules and regulations; formulating national standards; performing quality system certification, produce certification and accreditation of testing and calibration laboratories, quality inspection bodies and quality certification bodies; implementing state supervision of quality requirements related to goods; organizing and guiding activities of verification, calibration , and certification of measuring instruments and patterns; participating in international co-operation.

On 25 March 2003, Vietnam’s TBT Enquiry Point was formally established under the Decision 356/QD-BKHCN of the Ministry of Science and Technology in the offices of the STAMEQ under the Ministry of Science & Technology. The TBT Enquiry Point is the national desk that receives enquiries about and gives notification of technical regulations, standards and conformity assessment procedures concerning TBT under the guidance of the WTO’s Agreement on TBT. This Enquiry Point, however, is not expected to be fully operational until the end of 2005.

6. Regulations on intellectual property in agriculture

The overall framework of Vietnam’s law and regulations on intellectual property is vested on the Part VI of the country’s Civil Code and its implementing Decrees, such as:

· Decree 76/CP issued on 24 October 1996  on the copyright; 

· Decree 63/CP issued on 24 October 1996 on industrial property, 

· Decree No. 12/1999/ND-CP issued on 06 March 1999 on punishment of violations on industrial property rights; 

· Decree 54/2000/ND-CP issued on 13 October 2000 on trade secrets, geographical indications, wine and spirits; and

· Ordinance No. 15/2004/PL-UBTVQH11 issued on 24 March 2004 on plant varieties.

In addition, Vietnam’s Criminal Code also covers criminal violations of intellectual property rights. Among those, there are two Decrees, No. 54/2000/ND-CP and No. 13/2001/ND-CP, cover those aspects of intellectual property in agricultural trade, including geographical indications, wine and spirits, and plant varieties. Decree 54 provides for automatic protection of industrial property rights in geographical indications without registration if all prescribed conditions are fully satisfied. According to this Decree, registration of a trademark identical or confusingly similar to protected geographical indications, including appellations of origin, is prohibited.

Under the Ordinance No. 15/2004/PL-UBTVQH11, a plant variety needs to be novel, stable, uniform and useful to obtain protection, and only the creator of a plant variety is entitled to be registered with the so-called Office of Protection on New Plant Varieties for author’s right. Authors are protected by a system of Plant Variety Author Certificates, valid for 20 years from the date of filing of the application. The duration for vine is 25 years from the date of filing of the application. Apart from moral rights, the author of a protected plant variety has the right to remuneration paid by the users. 

In addition, Vietnam has bilateral agreements on the protection of intellectual property right with the EU, Switzerland and the U. S. The Government is now preparing for its accession to the International Convention for the Protection of Plant Varieties (UPOV).

On one hand, there seem to be no clear conflict between Vietnam’s regulations on intellectual property and the TRIPS Agreement regarding to agricultural sector in principle. On the other hand, there has been a great concern about the weak and ambiguous regulations on enforcement of intellectual property rights. It certainly makes Vietnam much less attractive to foreign investors, especially related to high-technologies. It is, therefore, an obstacle for Vietnam’s agricultural sector to fully integrate into the global system.

It should be noted that although Vietnam’s regulations appear to cover all aspects of the TRIPS related to agricultural sector, they are too general and therefore could be interpreted differently. Another big problem is the enforcement of those regulations. The enforcement authorities spread among various agencies and lack competent staffs. It is also widely recognized that the punishment for violators of intellectual property is too minor that rule breakers find it affordable to pay fines and keep infringement activities. In addition, complying with TRIPS requires expertise and resources which at the moment are simply not available in Vietnam. 

7.  Constraints of the current factor markets

Land constraints

Small land holding size and fragmentation

The agricultural land per unit of agricultural population in Vietnam is extremely low at an average of 0.16 ha/capita. Giving the structure of land distribution, it is not surprising that the average agricultural households in the country (with 4.5 persons and 0.74 ha of agricultural land) can generate only a small amount of value added from agricultural. In fact, Vietnam has a high value added per ha of land relative to the rest of the world. Increasing the value added per ha of land from agriculture implies to increase the value added per agricultural unit of labor since in reality agricultural labor materialize only about 76% of their potential labor hours so the limited factor of production is land issue than the labor issue. This will be possible not only by increasing productivity of land, but even more importantly, by diversifying into higher value added production in agriculture, while shifting labor away from agriculture into higher value added non-farm activities, including post-production activities.

The problem of the small size of Vietnamese farm holdings is further compounded by land fragmentation, a situation resulting from population pressure and, particularly in the North, the process of land allocation after the cooperative system was abandoned. With the goal in mind of distributing land equitably, plots of different quality were allocated to households to ensure that no households would be disadvantaged (?) by the land reform. The situation of land fragmentation in the RRD is most troublesome as the average number of plots is 5-7 per farm household. Currently, it is estimated that in the whole country there are 74 million plots of land, and an average of 6.2 plots per rural households. Land fragmentation has costs associated to labor utilization, mechanization, and use of water; therefore, it is could be seen as a constraint to commercialization of agricultural production in Vietnam.

Because lowland areas are already largely exploited and land reclamation in upland areas is greatly constrained by sustainability problems, small land holding size and fragmentation are constraints that will continue to affect Vietnam’s agricultural sector for years to come. 

The problems facing the Vietnamese agriculture have not basically changed in spite of the increase in agricultural production and income with the progress toward a market oriented economy in the 1990s. in respect to agricultural structure in which an overwhelming number of tiny sized agricultural households dominate, since the employment opportunities outside agriculture is limited, farmers tend to maintain their lands thus transfer of land use rights is highly limited, therefore the structure has hardly changed in many parts of the country.

Ceilings 

The Amended Land Law which was passed by the National Assembly in 2003 and came into effect from the 1st July 2004 limits the use rights of agricultural land to 3ha. This has restricted land market transfers. Because households attempt to evade these restrictions, most transactions are unregistered and official information about land distribution becomes unreliable. The Amended Land Law sets ceilings on the amount of land that may be owned by farm households without having to rent. Even though large landholdings are allowed, provided that the excess land is rented, it is very difficult that in the long term the law can control some form of land concentration and accumulation in the hands of the most enterprising or rich households. The current policy on land ceilings hinders the process of land consolidation that could contribute to bigger investment in rural areas and rapid growth. 

In addition, the government also is reluctant to permit land accumulation by non-residential farm workers. Nevertheless, they are those who could come to invest big money into agriculture. By refusal to their involvement in land rent, the government thus give away chances for effective use of agricultural land and further investment.

Restrictions on the conversion of paddy land limit other more profitable uses of land and slow down the rate of crop diversification. Previous policy changes have lifted several of these restrictions. Land use is also strictly regulated, particularly in the case of paddy land that is often not allowed to be converted to alternative, and often more profitable uses. The logic behind these restrictions is to ensure national food security. However, the logic is consistent with a policy of self-sufficiency rather than with a policy of the national food security. If alternative uses of land are more profitable, they may well be more conducive to higher income and improved food security than paddy. If rural households are recognized as economic units, then they should be recognized as the best decision makers in relation to their productive assets. 

Ambiguous markets for land use rights

Under the Amended Land Law, prices of land use right will be set with some government intervention through setting ceiling and floor prices. With that, the government tries to prevent the happen of land speculation. In reality, land speculation will assist the market back to balance. Without the opportunity for land-owners to make normal profits, it would be predicted that the formal market will be under-developed and, to the extent that supply of land meets demand at all, it will probably be by ‘gray market’ means (un-registered sales, pseudo-rent agreements, illegal occupation etc). There will be no stock of property to meet variations in demand or supply and the land-mortgage market will not develop in a way that supports buyers or sellers.

Even though land can be used as collateral in accessing bank credit, in practice this is not yet resulting in an expansion of rural credit. Banks limit the collateral to the amount of land rent already paid, implying that only insignificant amounts can be borrowed against collateral. In the borrower cannot repay the debt, banks find themselves in a very difficult position to auction the land. In fact, banks rarely sell the land directly and since the government does not allow agricultural land being sent to non-residential farmers, which to some extent will impede the development of a health market for land use rights. Only the Peoples Communes or other state agencies are allowed to sell land. This situation greatly limits the link between credit and land markets and slows down the expansion of rural credit. However, using land as collateral for bank credit is problematic because of difficulties in foreclosure. 

Labor constraint

Even though literacy and education level in Vietnam is much higher than in other countries at comparable level of economic development, yet the percentage of rural population that never went to school is almost 11 percent. Education level is inversely related to poverty status and most poor households view educational attainment as a way to escape poverty.

In order to increase productivity in agriculture, adoption of new technology and application of new management methods will increasingly rely upon knowledge systems and communication. Technical skills of rural and agricultural workers could become constraints, especially as related to production and marketing of products suitable for urban and foreign markets. It is estimated that only 15% of farmers have been received any kind of training. 

One reason for the low level of technical skills is the relatively low density of technical and vocational schools in rural areas. Moreover, the ratio of students to teachers in vocational schools varies considerably from as low as 13 in the Central Highlands to more than 23 in the Northwest. 

Majority of Vietnamese farmers, especially those are living in low land areas, have been growing only paddy and few other grain crops for generations. Consequently, their farming knowledge and skills are more or less limited to annual crops. Their limited education and technical training limits the flexibility of paddy farmers to move to other more high-value added crops if opportunities arise.

Capital constraint

Although the agricultural finance sector has gone through rapid development and expansion, farm households and enterprises still face a number of credit-access constraints.  This applies in particular to the households in rural areas with no banking coverage but also to the low- and middle-income households who need medium- or long-term credit for investing in medium-scale processing and marketing facilities, and to farm traders who need quick loans to finance their purchases of stocks.  The issue of insufficient collateral is often involved since the banks take land user rights as collateral but at their official price, which is only a fraction of the market price.  In addition, as being already mentioned before if the borrower cannot repay the debt, banks find themselves in a very difficult position to auction the land since the Government of Vietnam has not recognized of formal market for land as all land ownership still belongs to the State.  

Furthermore, there is reluctance by virtually all institutional credit providers to accept moveable assets as collateral. Since there is not any kind of certified warehouse established in the country, it is impossible for any commercial banks to accept traders’ stocks as collateral. There is not any other practical way for banks to block traders from selling their collateral against their interest. 

Controls of interest rates on loans and deposit prevent the financial system from functioning effectively. When interest rates on deposit are limited, banking institutions find it difficult to mobilize savings. Ceilings on interest rates result in credit rationing, thus making it more difficult for credit to be allocated to the most profitable investments. Recently, the State Bank of Vietnam (SBV) has replaced ceiling interest rates with basic interest rate and a given margin of flexibility. The basic interest rates are based on commercial lending rates to the best customers. Even though these recent measures move in the right direction of liberalizing interest rates, they are still controls that limit the mobilization of savings and allocation of credit in rural and agricultural areas.

Consequently, access to credit is quite limited. Even though the major rural financial institutions in Vietnam, namely the Vietnam Bank for Agriculture and Rural Development (VBARD) and the People’s Credit Funds (PCF) have made considerable progress in outstanding loans growth, the needs of rural households are still largely unmet. The largest rural credit institution, VBARD, reaches about 60 percent of total households, and average loans are limited at VND 6 million and mostly short term of less than one year. The problems described above are not uncommon in developing countries. The formal credit banking system typically encounters difficulty in reaching the poorer households.   

The lack of credit is much more serious to private enterprises in Vietnam who have identified it as the main obstacles to their growth. In one study by the MDPF (Mekong Project Development Facility) funded by the IFC, it was acknowledged by private enterprises that ambiguities about property rights, restrictions on international trade, irrationality in the tax system and excessive bureaucracy and red tape complicate business and carry costs, but virtually every one of the traders interviewed identified these problems as secondary to credit-more precisely the lack of it. A similar finding is reported in every other survey of private firms in Vietnam. In general, the private sector’s share in domestic credit is still well below its share in GDP at about 60 percent. Virtually, most of credit extended to the private sector is of short maturity. 

While private enterprises have virtually no access to long-term credit in the domestic formal financial system, they have hardly any more access to foreign sources of finance. Vietnamese law precludes foreigners from taking equity in Vietnamese private companies, and interest rate ceilings and financial regulations make it relatively unprofitable and risky for foreigners to lend directly to Vietnamese private companies. 

As a consequence the dozen or so foreign investment funds operating in Vietnam have few assets in the private corporate sector in Vietnam. Even financial leasing, which potentially could be of great benefit to private companies most of which have a desperate need for imported processing equipment, has not yet developed and is not likely to be significant until the government begins to grant additional leasing licenses. 

CHAPTER 4. CHANGES IN GLOBAL AGRICULTURAL TRADING SYSTEM IN COMING YEARS

1. DOHA Round

Ministers of all existing member of the WTO meeting in Doha, Qatar agreed on 14 November 2001 to launch a new round of global trade talks across a wide range of issues. At the conclusion of the Ministerial session, WTO Members adopted a Ministerial Declaration which officially started a new round of trade negotiations. The Declaration specifies the scope of the negotiating mandate for a range of issues. Although there will be issue-specific negotiating groups, negotiations in all areas will eventually be drawn together and result in the well-know “single undertaking”. Consequently, all negotiations will be completed as a single package at some time in the future. In this respect, negotiators in this new trade round will follow the same motto adopted by negotiators in earlier round, including the Uruguay Round, as “Nothing is decided until everything is decided.”

It is no surprise that development concerns form an integral part of the Doha Ministerial Declaration.  The General Council rededicates and recommits Members to fulfilling the development dimension of the Doha Development Agenda, which places the needs and interests of developing and least-developed countries at the heart of the Doha Work Programme.  In Doha, WTO member countries reiterated the important role that enhanced market access, balanced rules, and well targeted, sustainably financed technical assistance and capacity building programmes can play in the economic development of these countries. But whether or not this concern can be materialized into concrete words and actions over years of negotiations is everyone’ guest.

As always, agriculture is one of the most important and difficult areas of negotiations for all WTO members, developing and developed countries alike. The Uruguay Round Agreement on Agriculture set up a framework of rules and started reductions in protection and trade-distorting support. But this was only the first phase of the reform. Article 20 of the Agriculture Agreement committed members to start negotiations on continuing the reform at the end of 1999 (or beginning of 2000). Those negotiations are now well underway. They began using Article 20 as their basis. The November 2001 Doha Ministerial Declaration sets a new mandate by making the objectives more explicit, building on the work carried out so far, and setting deadlines.

The aim of the Doha Round is to contribute to further liberalization of agricultural trade. This will benefit those countries which can compete on quality and price rather than on the size of their subsidies. That is particularly the case for many developing countries whose economies depend on an increasingly diverse range of primary and processed agricultural products, exported to an increasing variety of markets, including to other developing countries.

The negotiations in agriculture are difficult because of the wide range of views and interests among member governments. Cairns Grounp countries, such as Brazil, Australia, New Zealand, Argentina and Malaysia, have taken the lead in pushing for elimination or drastic reduction of domestic and export subsidies. The EU, Norway, Japan, and Korea have resisted this effort. 

Developing countries such as India, Sri Lanka, Cuba and Pakistan have refused to agree to cuts in domestic support or their tariffs until they receive assurances of significant cuts in support by developed countries. Developing nations, led by Brazil and India, have contended that massive subsidies allow rich nations to flood global markets with farm products, depressing prices and impeding the economic development of poor countries that rely on agriculture as their primary source of exports. African nations, for example, complain that American cotton subsidies contribute to the impoverishment of thousands of African growers. The United States presented a significant proposal that would both eliminate export subsidies and reduce tariff and amber-box payments, but would retain full flexibility for green-box domestic support. Due to a wide gap between countries’ proposals, the negotiations had broken down last year in Cancun, Mexico, amid a show of new-found unity and power among poorer countries. 

Facing a real danger of missing the deadline set in Doha for 1 January 2005 and a bad image of slow progress, WTO member countries have been trying hard to make compromise in order to reach a consensus on modalities for negotiations in agriculture. Nearly a year after a revolt by developing nations almost derailed negotiations in Cancun, Mexico, the United States, European Union and developing nations agreed on July 31, 2004, to eliminate billions of dollars in farm export subsidies and reduce barriers to global trade. The agreement by the 147 member nations of the World Trade Organization rescues comprehensive free trade talks designed to boost global growth and promote economic development in poor nations. The reforms in all three pillars, namely domestic support, market access and export subsidies form an interconnected whole and must be approached in a balanced and equitable manner.

DOMESTIC SUPPORT

The Doha Ministerial Declaration calls for "substantial reductions in trade-distorting domestic support". With a view to achieving these substantial reductions, the negotiations in this pillar will ensure the following:

There will be a strong element of harmonization in the reductions made by developed Members. Specifically, higher levels of permitted trade-distorting domestic support will be subject to deeper cuts. Each such Member will make a substantial reduction in the overall level of its trade-distorting support from bound levels. As well as this overall commitment, Final Bound Total AMS and permitted de minimis levels will be subject to substantial reductions and, in the case of the Blue Box, will be capped 5% of a Member’s average total value of agricultural production during an historical period in order to ensure results that are coherent with the long-term reform objective. Any clarification or development of rules and conditions to govern trade distorting support will take this into account.

Special and differential treatment remains an integral component of domestic support. Modalities to be developed will include longer implementation periods and lower reduction coefficients for all types of trade-distorting domestic support.

Overall Reduction: A Tiered Formula. The overall base level of all trade-distorting domestic support, as measured by the Final Bound Total AMS plus permitted de minimis level and the level agreed for Blue Box payments, will be reduced according to a tiered formula. Under this formula, Members having higher levels of trade-distorting domestic support will make greater overall reductions in order to achieve a harmonizing result.  As the first installment of the overall cut, in the first year and throughout the implementation period, the sum of all trade-distorting support will not exceed 80 per cent of the sum of Final Bound Total AMS plus permitted de minimis plus the Blue Box at 5% of a Member’s average total value of agricultural production during an historical period.   
Final Bound Total AMS will be reduced substantially, using a tiered approach. Members having higher Total AMS will make greater reductions.  To prevent circumvention of the objective of the Agreement through transfers of unchanged domestic support between different support categories, product-specific AMSs will be capped at their respective average levels according to a methodology to be agreed.

Reductions in de minimis will be negotiated taking into account the principle of special and differential treatment.  Developing countries that allocate almost all de minimis programmes for subsistence and resource-poor farmers will be exempt. 

Blue Box

Criteria will be designed to ensure that Blue Box payments are less trade-distorting than AMS measures. In addition, Blue Box support will not exceed 5% of a Member’s average total value of agricultural production during an historical period. The historical period will be established in the negotiations.  This ceiling will apply to any actual or potential Blue Box user from the beginning of the implementation period. Obviously, this ceiling will affect mostly developed countries, namely EU countries. For years, EU countries have been accused to manipulate Blue Box measures to move some Amber box supports, which are capped, to the uncapped Blue Box.

Green Box

Green Box criteria will be reviewed and clarified with a view to ensuring that Green Box measures have no, or at most minimal, trade-distorting effects or effects on production. Such a review and clarification will need to ensure that the basic concepts, principles and effectiveness of the Green Box remain and take due account of non-trade concerns. 

EXPORT COMPETITION

The Doha Ministerial Declaration calls for "reduction of, with a view to phasing out, all forms of export subsidies". With the agreement in Geneva, the following will be eliminated by the end date to be agreed: export subsidies as scheduled; export credits, export credit guarantees or insurance programmes with repayment periods beyond 180 days.
Terms and conditions relating to export credits, export credit guarantees or insurance programmes with repayment periods of 180 days and below which are not in accordance with disciplines to be agreed. These disciplines will cover, inter alia, payment of interest, minimum interest rates, minimum premium requirements, and other elements which can constitute subsidies or otherwise distort trade.

Trade distorting practices with respect to exporting STEs including eliminating export subsidies provided to or by them, government financing, and the underwriting of losses. The issue of the future use of monopoly powers will be subject to further negotiation. 
Provision of food aid that is not in conformity with operationally effective disciplines to be agreed. The objective of such disciplines will be to prevent commercial displacement.  The role of international organizations as regards the provision of food aid by Members, including related humanitarian and developmental issues, will be addressed in the negotiations.  The question of providing food aid exclusively in fully grant form will also be addressed in the negotiations.
Special and Differential Treatment

Developing country Members will benefit from longer implementation periods for the phasing out of all forms of export subsidies. Developing countries will continue to benefit from special and differential treatment under the provisions of Article 9.4 of the Agreement on Agriculture for a reasonable period, to be negotiated, after the phasing out of all forms of export subsidies and implementation of all disciplines identified above are completed. STEs in developing country Members which enjoy special privileges to preserve domestic consumer price stability and to ensure food security will receive special consideration for maintaining monopoly status. 

MARKET ACCESS

The Doha Ministerial Declaration calls for "substantial improvements in market access". Members also agreed that special and differential treatment for developing Members would be an integral part of all elements in the negotiations.

The Single Approach: a Tiered Formula

To ensure that a single approach for developed and developing country Members meets all the objectives of the Doha mandate, tariff reductions will be made through a tiered formula that takes into account their different tariff structures to ensure that such a formula will lead to substantial trade expansion and substantial overall tariff reductions will be achieved as a final result from negotiations.

Nevertheless, tariff reductions will be made from bound rates. Progressivity in tariff reductions will be achieved through deeper cuts in higher tariffs with flexibilities for sensitive products. 

Sensitive Products

Members may designate an appropriate number, to be negotiated, of tariff lines to be treated as sensitive, taking account of existing commitments for these products. 

Other elements that will give the flexibility required to reach a final balanced result include reduction or elimination of in-quota tariff rates, and operationally effective improvements in tariff quota administration for existing tariff quotas so as to enable Members, and particularly developing country Members, to fully benefit from the market access opportunities under tariff rate quotas. Tariff escalation will be addressed through a formula to be agreed. The question of the special agricultural safeguard (SSG) remains under negotiation.

Special and differential treatment

Having regard to their rural development, food security and/or livelihood security needs, special and differential treatment for developing countries will be an integral part of all elements of the negotiation, including the tariff reduction formula, the number and treatment of sensitive products, expansion of tariff rate quotas, and implementation period. Proportionality will be achieved by requiring lesser tariff reduction commitments or tariff quota expansion commitments from developing country Members.
Developing country Members will have the flexibility to designate an appropriate number of products as Special Products, based on criteria of food security, livelihood security and rural development needs.  These products will be eligible for more flexible treatment.  The criteria and treatment of these products will be further specified during the negotiation phase and will recognize the fundamental importance of Special Products to developing countries. In addition, a Special Safeguard Mechanism (SSM) will be established for use by developing country Members.

Other Development Issues: in the ongoing market access negotiations, recognising the fundamental principles of the WTO and relevant provisions of GATT 1994, special attention shall be given to the specific trade and development related needs and concerns of developing countries, including capacity constraints. These particular concerns of developing countries, including relating to food security, rural development, livelihood, preferences, commodities and net food imports, as well as prior unilateral liberalisation, should be taken into consideration, as appropriate, in the course of the Agriculture negotiations. 

Recently Acceded members

The interest of new members of the WTO is also taken into account for the first time when the Doha Work Programme confirms that “the particular concerns of recently acceded Members will be effectively addressed through specific flexibility provisions”.

Issues for Vietnam

As member countries of the WTO, especially developed ones, agree to cut their agricultural production subsidies and import tariffs and to eliminate export subsidies, many agricultural export-oriented developing countries will benefit from the trade liberalization. Vietnam will experience both challenges and opportunities.

On one hand, it may be more difficult for Vietnam to join the WTO after the completion of the Doha Round because Vietnam will have to make greater concessions in term of market access and domestic support. In addition, more disciplines will probably be applied to state trading enterprises and export credits including the elimination of any export subsidy aspects of those programs.

On the other hand, as a net exporter of farm products, Vietnam would be likely to gain from further trade liberalization of the world agricultural markets as the result of the Doha Round. It should be noted that the subsidy elimination might have the biggest initial impact on Vietnam if, for example, it brings higher prices for sugar, but the supply response from other exporters to higher world market prices may undermine those gains.

The proposed rules will probably contain provisions for developing countries to shield their tariffs from the full impact of the market access rules (in the categories of ‘special products’ and ‘sensitive’ products), provisions for developing countries to maintain levels of domestic support, and longer time frames for the elimination of export subsidies by developing countries. These provisions mean that markets in developing countries may not be fully opened as other wise they should be. But it is also clear that this ‘differential’ treatment could help Vietnam manage the introduction of its new obligations during its period of accession to WTO.
Vietnam is likely to derive some benefits from the WTO agreement in any market in which it receives MFN treatment whether it is a member of WTO or not. But WTO Membership will offer Vietnam more secure access to the benefits from the Agreements. Furthermore since only WTO members will be able to take advantage of any delayed implementation periods and other differential treatment under the provisions of the new agreements, it would be important for Vietnam to accede to WTO either before or shortly after the conclusion of the negotiations. Otherwise, it may find itself having to implement the new, higher, standards of market access, domestic support etc. on a schedule determined by bilateral negotiation under its Protocol of Accession. Experience suggests that this could be a much more difficult schedule.

It is still uncleart when agreement will be reached and how big the impacts will be. It would be unrealistic to expect the Doha round to eliminate protection in global agricultural markets. Also the liberalization that is achieved is likely to be introduced slowly over a six to ten year period and it is likely to bring the biggest changes to markets for agricultural products produced in temperate zones.  Most agricultural products produced in Vietnam are tropical climate products where, apart from sugar and possibly peanuts, the impacts are likely to be smaller. In addition, as countries are still able to nominate their sensitive products, Vietnam should not expect Japan or Korea to open their rice market easily. 

Finally, there is a possibility that the overall benefits available from global liberalization in the WTO will be reduced by increases in new trade barriers imposed on the grounds of improved food safety and to protect the environment, or animal welfare or to serve other “non-trade” policy goals.  

2. ASEAN – China FTA

At Phnom Penh, Cambodia, on November 4, 2002, China and ASEAN signed a landmark framework agreement on comprehensive economic cooperation, which started the construction of the world's largest free trade area -- the China-ASEAN free trade area. With the creation of the framework agreement, China and ASEAN countries wish to establish an ASEAN-China Free Trade Are (“ASEAN- China FTA”) within ten years with special and differential treatment and flexibility for the newer ASEAN Member States of Cambodia, Lao PDR, Myanmar and Vietnam (the so-call CLMV countries). 

The objectives of this Agreement are to:

· strengthen and enhance economic, trade and investment co-operation between the Parties;

· progressively liberalize and promote trade in goods and services as well as create a transparent, liberal and facilitative investment regime;

· explore new areas and develop appropriate measures for closer economic co-operation between the Parties; and

· facilitate the more effective economic integration of the newer ASEAN Member States and bridge the development gap among the Parties.

With these objectives, China and ASEAN countries have agreed to strengthen and enhance economic cooperation through various measures, including progressive elimination of tariffs and non-tariff barriers in substantially all trade in goods and progressive liberalization of trade in services with substantial sectoral coverage. 

In order to reach a compromise between the willing of trade liberalization and countries’ need to protect their sensitive products for a while, China and ASEAN member states have come up with categorization of products into 2 tracks as normal track and sensitive track with the addition of the Early Harvest Programme.

Products listed in the Normal Track by a Party on its own accord “shall have their respective applied MFN tariff rates gradually reduced or eliminated in accordance with specified schedules and rates (to be mutually agreed by the Parties) over a period from 1 January 2005 to 2010 for ASEAN 6 (Brunei, Indonesia, Malaysia, the Philippines, Thailand and Singapore) and China, and in the case of the newer ASEAN Member States, the period shall be from 1 January 2005 to 2015 with higher starting tariff rates and different staging.”

Products listed in the Sensitive Track by a Party on its own accord “shall have their respective applied MFN tariff rates reduced in accordance with the mutually agreed end rates and end dates.”

With a view to accelerating the implementation of this Agreement, the Parties agree to implement an Early Harvest Programme for products from Chapter 01 to Chapter 08. It is therefore, only farm products of 8 chapters are in the Early Harvest Programme. 

	Chapter
	Description

	01
	Live Animals

	02
	Meat and Edible Meat Offal

	03
	Fish

	04
	Dairy Produce

	05
	Other Animals Products

	06
	Live Trees

	07
	Edible Vegetables

	08
	Edible Fruits and Nuts


All products covered under the Early Harvest Programme shall be divided into 3 product categories for tariff reduction and elimination. The 3 product categories are defined as follows:
 Category 1 For China and ASEAN 6, this refers to all products with applied MFN tariff rates higher than 15%; For the newer ASEAN Member States, this refers to all products with applied MFN tariff rates of 30% or higher.

 Category 2 For China and ASEAN 6, this refers to all products with applied MFN tariff rates between 5% (inclusive) and 15% (inclusive); For the newer ASEAN Member States, this refers to all products with applied MFN tariff rates between 15% (inclusive) and 30% (exclusive).

 Category 3 For China and ASEAN 6, this refers to all products with applied MFN tariff rates lower than 5%; For the newer ASEAN Member States, this refers to all products with applied MFN tariff rates lower than 15%.

The Early Harvest Programme shall be implemented no later than 1 January 2004 as follows:
For China and ASEAN 6:

	 Product
Category
	Not later than 
1 Jan 2004
 
	Not later than 
1 Jan 2005
	Not later than 
1 Jan 2006

	1
	10%
	5%
	0%

	2
	5%
	0%
	0%

	3
	0%
	0%
	0%


For CLMV countries:

Product Category 1
	Country
	Not later than 
1 Jan 2004
	Not later than 
1 Jan 2005
	Not later than 
1 Jan 2006
	Not later than 
1 Jan 2007
	Not later than 
1 Jan 2008
	Not later than 
1 Jan 2009
	Not later than 
1 Jan 2010

	Viet Nam
	20%
	15%
	10%
	5%
	0%
	0%
	0%

	Lao PDR and Myanmar
	-
	-
	20%
	14%
	8%
	0%
	0%

	Cambodia
	-
	-
	20%
	15%
	10%
	5%
	0%


 

Product Category 2
	Country
	Not later than 
1 Jan 2004
	Not later than 
1 Jan 2005
	Not later than 
1 Jan 2006
	Not later than 
1 Jan 2007
	Not later than 
1 Jan 2008
	Not later than 
1 Jan 2009
	Not later than 
1 Jan 2010 

	Viet Nam
	10%
	10%
	5%
	5%
	0%
	0%
	0%

	Lao PDR and  Myanmar
	-
	-
	10%
	10%
	5%
	0%
	0%

	Cambodia
	-
	-
	10%
	10%
	5%
	5%
	0%


Product Category 3
	Country
	Not later than 
1 Jan 2004 
	Not later than 
1 Jan 2005
	Not later than 
1 Jan 2006
	Not later than 
1 Jan 2007
	Not later than 
1 Jan 2008
	Not later than 
1 Jan 2009
	Not later than 
1Jan 2010

	Viet Nam
	5%
	5%
	0-5%
	0-5%
	0%
	0%
	0%

	Lao PDR and Myanmar
	-
	-
	5%
	5%
	0-5%
	0%
	0%

	Cambodia
	-
	-
	5%
	5%
	0-5%
	0-5%
	0%


For trade in goods, the negotiations on the agreement for tariff reduction or elimination and other matters shall commence in early 2003 and be concluded by 30 June 2004 in order to establish the ASEAN-China FTA covering trade in goods by 2010 for Brunei, China, Indonesia, Malaysia, the Philippines, Singapore and Thailand, and by 2015 for the newer ASEAN Member States.

According to the Framework Agreement, China shall accord Most-Favoured Nation (MFN) Treatment consistent with WTO rules and disciplines to all the non-WTO ASEAN States from November 2002. Obviously, countries like Vietnam, Laos PDR and Cambodia, which will soon become a WTO member when her government rectify the accession protocol, will enjoy China's concessions under the WTO. 
CHAPTER 5 - Recommendation

I. Roadmap principles

The membership of WTO as Vietnam wishes to achieve by the end of 2005 will be considered as the official mark of the country’s full integration into the world economic system. On one hand, general benefits to Vietnam’s economy as a whole that come from the deeper integration into the world include the following:

· better allocation of national resources towards industries with the strongest comparative advantage;

· enhanced learning and newer technologies from interacting more with the rest of the world; and

· greater flexibility, via trade, for dealing with shock such as natural disasters, which would also mean better food security.

On the other hand, as many researchers speculate, full international economic integration in general and WTO accession would raise greater challenges for Vietnamese agriculture. First, the gains to the economy as a whole could, in some instances, come at the expense of the agriculture sector that may loose resources (land, capital, labor) to other sectors where Vietnam has a demonstrated comparative advantage under conditions of more open markets. Second, as we have seen throughout this paper, initial conditions in the Agriculture sector suggest that adjustment to more open, competitive markets and to world prices could be very disruptive for large parts of Vietnam’s agriculture sector and enterprises.

Furthermore, there is a risk that external trade liberalization in the absence of complementary policies to liberalize internal markets will lead to a transfer of resources to foreigners (due to lower taxation of imports) that is not accompanied by lower prices or improved supply on the domestic market. A number of studies, such as the one conducted by David Roland – Holst and Finn Tarp
, have concluded that “If the Vietnamese economy were to passively open itself to external markets, without at the same time committing to the reforms needed to enable domestic institutions to capture the opportunities international economic integration presents, most of the benefits would accrue to Vietnam’s trading partners.” The result of this would be net resource transfer to the country’s trading partners and chronically low investments in human and non-human capital.

Under this circumstance, there is clearly some uncertainty about how to build on past actions and move forward in a way which captures the benefits to be had from complete integration while limiting risks and possible disruption to the agriculture and rural sector. Some of this uncertainty reflects concern that Vietnam’s international economic integration process is a “journey without map”. It also reflects the fact that the next step in the transition to a full player on the world arena is much more complex and technically and institutionally demanding than in earlier stages of the reform, when Vietnam was very much in control of how far and how fast the country wants to liberalize its economy. And, as in many other countries, some of this uncertainty is fed by groups in the community who see their economic interests threatened, and who resist change even though it is in the overall interest of the community. Uncertainty also stems from a concern that the scope and pace of policy changes may be being driven more by the interests of other countries than by the domestic imperatives for economic development. And when, as sometimes appears to happen in international negotiations, other countries are urging Vietnam to liberalize trade and investment while at the same time remaining quite attached to their own barriers caution seems both natural and sensible. 

This situation is even complicated by the close intertwining of integration with the continuing process of Vietnam’s transition to a market economy. It is reasonable to ask if the incomplete nature of market institutions (such as the legal underpinnings of economic contracts, effective prudential regulation of credit system, well functioning factor markets) raises the risk of perverse outcomes from further integration. And it is reasonable to ask what kind of trade and investment policies are appropriate given that state enterprise and administrative reforms are still in progress.

So what kind of domestic conditions would be necessary to mitigate adverse agricultural adjustments or, better yet, stimulate agriculture in a globalized economy? Clearly, a high degree of policy coordination is needed to help Vietnam’s agricultural sector take fuller advantage of the opportunities presented by globalization. 

The experiences of many other countries
 show that international economic integration with full liberalization can generate significant and sustained gains, provided it is associated with supporting macro and microeconomic policies. At the overall macroeconomic policies level, one clear message from the experience of other transition economies is that the benefits of integration are most likely to be maximized, and risks minimized, if integration is pursued as one part of the broader transition process and is accompanied by:

· implementing prudent fiscal and monetary policies and implementing a market-determined exchange rate system to create a stable macroeconomic environment conducive to efficient savings and investment decisions by domestic and foreign agents;

· fostering enterprise development in a competitive environment, using competition and financial disciplines to get state owned and private enterprises to operate efficiently;

· accelerate SOE reform, and setting up clear structures for the exercise of ownership rights over these enterprise and to encourage the pursuit of efficiency and financial viability;

· facilitating development of efficient markets for land, labor and capital;

· orienting trade and tax policies towards the incentives they create for decentralized decision making, rather than administrative balancing of supply and demand; and

· creating a legal framework that fosters and reduces costs of business transactions, entering into and enforcing contracts, and spreading risks; simplifies processes of investment, market entry and enterprise development; and promotes competition and experimentation with new forms of transactions.

At the sector level, an appropriate roadmap for integration of the agriculture is required. Three key principles should be taken into account when building this roadmap. First, the benefits of integration arise from having resources – capital, land and labor – respond to the incentives created by exposure to international prices, competition and market opportunities. Thus, it is counterproductive to take actions to shield local enterprises and producers from the signals created by more open trade and investment policies. Second, investors – both foreign and local – are influenced primarily by their expectation of future policy. Thus credibility, consistency, transparency and coherence of policy are essential to ensure a positive rapid response to integration efforts. It is desirable to rely as much as possible on clearly established generally announced rules and timetables for reform. Third, economic adjustment alone does not guarantee equitable outcomes: complementary policies are needed to ensure that the poorest (and largest) groups within the community share at least equally in the benefits of integration. At the moment millions of Vietnamese farmers, especially those poor households inhabiting in disadvantaged areas, are ill-equipped to cope with external shocks so special attention should be paid to them. With those principles, the roadmap identifies five challenges:

(a) Developing a more transparent trade related legal framework consistent with international practices. 

(b) Improving the sector’s competitiveness. Promotion of agricultural productivity growth can make most Vietnamese agricultural commodities internationally and significantly increase rural incomes associated with producing these commodities. When total factor productivity is boosted in agriculture, domestic producers can compete in both domestic and international markets, and output increase robustly to meet new internal and export demand. If Vietnam really want to see competitiveness improved and TFP boosted, the country has to cut protection.

(c) Accelerating Public Administration and SOE reforms which promote fairness and transparency for efficient, rule-based business practices. The SOE reform should clarify and ‘normalize’ ownership of SOEs with a view to allowing them to have a better defined ( & more commercially responsive) relationship with their shareholders, meanwhile public administration would promote adjustment of the roles and responsibilities of a number of government agencies to suit the economic integration process. 

(d) Minimizing adverse and maximizing positive social, environmental and equity impacts of trade liberalization, especially on the poor and vulnerable groups of the farmers, through a better understanding of these effects and the elaboration of trade related strategies and policies that promote human development. 

(e) Raising people’s awareness of integration issues and the potential implications on their life

II. Overall Roadmap to promote international economic integration of the agricultural sector

A practical roadmap of changes in policy environment in order to foster the international economic integration of the agricultural sector should address:

· continuing of further trade reforms;

· redirecting government support policies for agricultural sector with adoption of complementary policies to secure the benefits and facilitate the structural adjustments that integration and growth will bring, particularly through fostering efficient markets for labor, land and rural finance and by developing infrastructure for physical markets e.g. wholesale and futures markets

· accelerating SOEs reforms and promoting development of small and medium enterprises in rural areas; 

· raising products’ quality and standards to the international levels; and 

· the promotion of public awareness of, and support for, the changes involved with integration.

1. Continuing trade policy reforms

The government should make a fundamental decision that the principles and practices associated with membership of the WTO should provide the basic framework for pursuing integration. WTO accession (and implementation of AFTA as well as other regional trade agreements commitments) will therefore shape much of the direction and pace of agricultural trade and investment reforms and associated institution building over the next few years. 

Pending completion of the accession process, there are still many areas where Vietnam can take action to maximize the gains from using WTO as the framework for integration. These include the following:

· Incorporating the guiding principles of WTO, such as MFN treatment, national treatment, and transparency into domestic policy making as quickly and as comprehensively as possible;

· Formulating and adopting a strategy for tariff based regulatory system that binds tariffs at, or as close as possible to, an applied rate that is (desirably) uniform;

· Adopting an appropriate policy and institutional regime to promote domestic competition: along with more open trade policies, this will help ensure Vietnam’s agricultural sector gets best value from foreign investment. 

Phasing out non-tariff barriers and replacing them with tariffs and/or regulatory systems that do not discriminate again imports except on health, safety or environment grounds (such as SPS measures) has been central to the liberalization programs of most countries and will need to be a key element of an effective integration roadmap for Vietnam’s agricultural sector. 

There is strong theoretical and practical evidence suggesting that the medium term target should be a move toward a low and uniform tariff structure. There are many studies and practical experiences suggesting that there is little economic justification for, and many dangers associated with, unnecessarily high tariff protection to import substitution activities. 

An escalating tariff structure is not needed to provide comparable levels of protecting up and down the production chain for agricultural products. The most important reason to avoid tariff rate dispersion is that it deeply distorts investment patterns, labor absorption patterns and even the location of production. It also makes adjustment to changing market conditions much less smooth and much less timely. A firm commitment to a uniform tariff regime may help reduce incentives for lobbying for protection. At the important and often overlooked the level of tariff administration, a uniform tariff greatly simplifies customs administration, reduces compliance costs for traders and reduce pressures for corruption. A reasonable low and uniform tariff also reduces incentives for smuggling. Nevertheless, the tendency toward a structure of low and uniform tariff should be clearly notified in public so enterprises would be aware to adjust.

Two concerns are frequently raised about the pace of liberalization of trade regulation. The first is that many Vietnamese agricultural enterprises are perceived as weak and burdened by old technology, and would have difficulty competing in an open trade environment. The second is that the institutional underpinnings of a market economy are not fully developed, which may constrain and distort economic adjustment to liberalization.

Regarding the first concern, the first point which needs to be made is that the burden of supporting apparently weak industries, as the case of sugar industry, is born by other industries in Vietnam, such as confectionaries. Thus inhibiting adjustment which might involve contraction for some apparently weak industries necessarily inhibits the expansion of other industries that would be much more competitive in their value-added market if they could source raw materials at world-market prices. Simply delaying liberalization might shift the problem onto others or delay the resolution, but it will not resolve it. A second point is that without competitive pressure, enterprises are unlikely to become stronger and better managed. While social and political considerations may prompt special treatment of certain agricultural sub-sectors, the choice of instrument to do this should be one which places the burden on the community at large and is targeted at the underlying problem.

Regarding the second issue, it is quite fair to say that Vietnam is less well equipped with respect to market institutions than other more advanced economies, and fostering the development of these institutions is a matter of priority. However, it is not clear that delaying further trade and investment reforms will help institutional development. It should not be that “we only liberalize agricultural sector to the extent that we are capable of managing it”. Demand from the private sector will partially set the speed at which these market institutions become consolidated. While firms, including SOEs, operate in an administered, centrally directed framework they are less likely to see a need for market based institutions – private property, rules of contracts, banking systems, financial markets and the like. However, once they operate in international markets where their customers, suppliers and competitors has access to these things, they are likely to want them to be established in Vietnam. A perfect harmony between openness and institutional arrangements is never likely to exist.

2. Redirecting government support

Vietnam has moved away from being rather closed to being increasingly open to international trade. That opening up has stimulated industrialization and has led to expanded exports of labor-intensive manufacturers in keeping with Vietnam’s apparent comparative advantage, but it has also imposed structural adjustment pressure on agriculture as relative wages in the manufacturing sector rose. In addition, over years growth rates of the agricultural sector are significantly lower than those of industries and services sectors which directly translate into increasing income gap between the rural majority of the population and the growing urban/industrial economy. 

Policy planners in Vietnam face a number of difficult questions when considering how to respond to the challenge posed by the probably accelerated rate of change that will follow WTO accession. To what extent does the industrialization of the economy create pressures on the government to assist its farmers? Would assistance to agriculture designed to arrest or slow the pace of adjustment pressures constitute a tax on industrialization? To what extent, if any, do commitments in the WTO constrain the government from adopting the agricultural protection policies of earlier industrializers such as Korea or Japan?

[image: image1]
Should Vietnam take the path of agricultural protectionism when it is accelerating the industrialization process? It may, but it need not. It may in the sense that WTO commitments are not yet binding on Vietnam’s ability to support its farmers. Also, as a developing country, Vietnam has the opportunity to subsidies domestic producers up to 10 percent of the aggregate value of agricultural production, although it is unlikely to be able to afford that fiscally in the foreseeable future. 

But if Vietnam is to acknowledge that agricultural protectionism is expensive in terms of national economic welfare, and in particular will slow its pace of economic growth and industrialization, the country may look to more efficient ways to manage the impact of industrialization on the rural economy, while enhancing food security and ensuring income growth for poor farmers. 

A policy that takes account of the experience of other East-Asian industrializers suggests that it is in the best interest of the economy as a whole as well as the agricultural sector that appropriate support mechanisms are created that:

i) Help promote more ‘balanced’ growth between the rural and urban sectors of the population (income distribution objective);

ii) Complement adjustment rather than antagonize adjustment. That is, where supports involve direct government expenditure  they are linked to rural INCOMES not to production or product prices: not only because this guarantees that they will be ‘green’ in WTO terms but because production-related supports distort the markets that, in the long term, must be the mainstay of rural incomes; and 

iii) Are within feasible, sustainable budget parameters

In order to design appropriate programs, it should be noted that there is difference between a ‘support’ program and a ‘complementary’ policy. In reality, ALL these policies and supports are intended to complement liberalization to ensure that adjustment takes place smoothly and with the lowest level of costly disruption. In a simple-minded way, complementary policies involve changes in market structures and support policies mean direct intervention on behalf of actors in the supply/value chain. Nevertheless, government supports to the agricultural sector and farmers should be directed to following categories.

A. Rural infrastructure spending

Improvement in rural infrastructure such as roads, irrigation systems, information infrastructure, power network would mean that a larger share of the price eventually received at the end of the marketing chain for farm products can be passed back to farmers. Such improvements also lower the barrier for off farm work by members of farm households, making it easier for them to take advantage of expanding employment opportunities in rural townships.

The quality of a country’s infrastructure and utilities can also have an important impact on adjustment costs, in particular on adjustment costs for firms. In principle, higher transaction and information costs associated with investment should have a negative impact on producers’ response to trade liberalization.

It has been argued that firms in developing countries face higher transaction and information costs because of poor infrastructure and deficient public services. More specifically, public infrastructure and services can be seen as complementary capital, i. e. as capital that provides support services necessary for the operation of productive private capital. Complementary capital would typically include transport and communication infrastructure and utilities such as electricity and water.

Vietnam rural economy is largely characterized by the absence of rural wholesale markets for agricultural commodities. Traders procure most of agricultural commodities at the farm gate. Farmers, traders, and agroenterprises have rarely the opportunity to meet each other in market places where they can compare prices, quality, establish contacts. The presence of this market place would facilitate the dissemination of information among stakeholders, and would also facilitate the inspection of quality and application of sanitary and environmental standards by the authority. For example, an improved organization of livestock markets integrated with slaughterhouses would reduce the contamination of the public sewage system in urban areas and the spread of animal and meat born diseases. Consequently, the Government should accelerate establishments of rural wholesale markets as well as other modern kinds of markets such as forward markets or transactions floors in major producing areas of agricultural products.

Importantly, the government should consider further investment in basic rural education and health services. Better education and health for farmers and their children not only boost their farm productivity should they choose to stay on the farm after finishing school; it also increases their capacity to find more-lucrative off-farm work an to adjust to non-agricultural employment and living.

In some countries, it is compulsory to participate in certain training courses in order to receive unemployment benefits. Such courses often aim at assisting workers in the search process directly. Training may also aim at providing unemployed workers with skills that are in high demand. For this purpose, regional labor markets are studied in detail by labor market specialists in order to determine the nature and composition of the market relative to supply and demand. In the case of structural adjustment of the agricultural sector, specially designed training courses could target the skills demanded in export industries which are expanding as a result of the changes.

Similarly, the vocational and technical training system needs to be revamped to help new entrants to the rural labor force to gain new skills. Changes are needed to make the system more responsive to the demands of trainees and the skill needs they wish to address through, fore example, creation of scholarship and voucher systems that allow workers to determine where government funding should be directed.

Under WTO’s regulations, government spending on rural infrastructure is considered “green” so there is no limit on how much the country can spend on that. So the only limit is actually the size of the government budget. Due to its importance in enhancing competitiveness of the sector as well as its great impacts on rural poverty reduction, the Government should make it the first priority for investment in rural infrastructure.

B. Agricultural extension and research 

Agricultural research and extension can accelerate international economic integration as well as ease rural poverty (see following box on reasons for investment on research and extension). A boost in agricultural productivity is much needed in order for Vietnam’s agricultural sector to compete successfully in the world market. Like the its spending on rural infrastructure, the level of government’s expenditures on research and extension is not capped by WTO’s regulations due to its “green” nature. Hence, it is up to the government to decide how much they want to invest on research and extension but it is no secret that the existing level is inadequate.

The case for investment in research and extension in Vietnam is based on several arguments. First, numerous studies conducted in a number of countries worldwide have shown that investments in research and extension have high returns (of the order of 25-40% IRR) for the societies where they have been undertaken. Since these returns benefit society at large and not specific interest groups, there is a tendency for a market economy to under-invest in this type of activities, and therefore there is a role for state investment.

Second, the contribution of research and extension in Vietnam has already being considerable relatively to the extremely low volume of investment in these areas. New rice varieties, hybrid maize, true potato seeds, new strains of cassava are just a few examples of the remarkable results that even little investment in research and extension could produce in Vietnam. However, the investment has been too little to make any major contribution at the aggregate level.

Third, a casual look at other successful agricultural systems in the region (for example China and Thailand) will convince that the commitment of Vietnam to research and extension has been quite low not only in absolute value but also in relative value (for example Vietnam spends only about 0.1% of agricultural GDP on agricultural research, whereas Thailand spend 1.4% that is almost 14 times as much in relative terms). If Vietnam wants to compete with these successful neighbors, it would be better to follow their behavior in this respect. This is the case not just in theory, but also in the practical experience of farmers and consumers in Vietnam. It is not unusual to see hybrid rice or new pineapple varieties from China coming to Vietnam and hybrid maize or new mango varieties coming from Thailand to Vietnam.

Fourth, farmers and enterprises cannot meet the requirements of high-value and high-quality agricultural products by domestic and international markets without access to new technologies. Sometimes, these new technologies are embodied in inputs or capital. Other times, they are embodied in management-practices or production processes. In both cases farmers and enterprises need to have access to knowledge to improve their production and marketing processes and attain higher income. Currently, in Vietnam very little of this knowledge is available to its farmers and enterprises. To a large extent, this is the result of little effort and resources committed to the generation and dissemination of technology and market information.

Fifth, the ideas expressed here, of the critical importance of science and technology to modernization and industrialization of Vietnam agricultural system, are not new or inconsistent with the overall Government strategy expressed in a number of documents over time. However, these ideas are slow to be materialized in actual investments and budget allocation. Even though recent decisions by the government have increased the resources to agricultural research and extension, a lot more needs to be done both in terms of resources allocation and institutional changes. It is necessary to bridge the gap between declaration and implementation of priorities.

C. Marketing supports and Export supports. 

Marketing support

In Vietnam, due to the weak linkage between market and producers and the absence of business services, market signals as well as consumers’ demands have not always reached to farm producers. This situation would cost the agricultural sector dearly if not quickly improved when the country further integrate into the world economic system. To help enterprises and producers to address this situation, the government can provide certain kinds of marketing supports, such as trade promotion programs, market information networks, etc.

Export promotion

At macro level as well as the agricultural sector level, the adjustment process following trade liberalization typically involves labor and capital moving from shrinking import-competing industries into expanding export industries. The expansion of exporting industries is thus important in order for the adjustment process to be smooth. Where inefficient credit markets  hinder the expansion of exports, adjustment may be hampered and government assistance in favor of exporters may be warranted. 

The justification of export promotion relies on an entirely different proposition (a ‘market failure’ argument) that the social benefits from better export performance will not be fully captured by private investors in promotion efforts and so private firms will tend to UNDER-invest (at least from the society’s perspective). The problem is that some firms will ‘free ride’ on the promotion efforts/investments of others by offering e.g. competitive or substitute products to customers whose interest has been developed by the export promotion efforts of one of their competitors. Every firm is aware of this danger. So none of them is willing to spend much on promotion in case competitors extract the benefits. The government attempts to supplement private investments in order to supplement private promotion efforts. It ‘works around’ the failure of the market to supply a sufficient level of investment in promotion.

Export expansion may be more difficult when it implies moving into completely new export activities. It has been argued that starting up new export activities tends to be more complex and costly for companies than expanding existing ones. Given the costs and risks involved in such a move to new activities, producers are more likely to encounter credit constraints than if they were simply expanding existing activities. In these situation, there are role for the governments to play since the result is that exporting is more beneficial to the whole economy as a whole than the individual exporters realize due to spillovers impacts. In such situation, private investment into export activities would be too low and active export promotion by the government can be defended on economic efficiency grounds. It means that the Government of Vietnam should enhance its export promotion programs through facilitate access to credit for producers of export products, trade promotion programs such as partly funding exhibitions, trade fairs, market researches, and other non-price related awards. At the same time, the Government should be refrained from providing direct export subsidy not only because of its conflict with WTO’s regulations, but also because such subsidies are inefficient means of promoting sustained market growth.
D. Production and price supports 

Production and price supports are the most trade-distorted kind of domestic supports and therefore are capped under WTO’s Agreement on Agriculture. Nevertheless, given its status as a developing country, Vietnam has opportunity to provide production and price supports at least up to the de minimis level of 10 percent of agricultural production value. It is quite large latitude for the Government to support its farmers, for example 10% of the rice production value is equal to around VND 7,000 billion. It should be noted that the total annual government budget on the whole agricultural sector in recent years is still less than that amount. In addition, this kind of support merely enables producers to meet a current market price or possibly to cover current debts. It does not necessarily lead to investment in productivity improvements and tends to distort the information value of prices. Protected from the price-signal, farmers who should be exiting the industry stay in business longer than they should, reducing the opportunities for more efficient competitors and undermining the competitiveness of the sector.   

Alternative farm income support measures may also distort positive adjustment pressures (by subventing incomes). But income supports can be ‘de-coupled’ from production, reducing the impact of support on the productive efficiency of the sector.

In the long-run, the government should move from production and price support to direct income support to farmers.
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E. Complementary policies 

While much of existing concerns is made of the need to provided enterprises in protected industries with time to adjust and make new investments to be able to meet international competition in the future, this is perhaps the least compelling of the arguments. This is because it fails to take account of the interconnectedness in the economy, and the fact that high protection to selected industries is impeding the development of activities that are viable with low levels of protection: that is, without involuntary subsidies from consumers and taxpayers.

It is sometimes believed that the removal of subsidies will inevitably lead to the decline  of farming. This would seem to ignore the point that  agricultural agents, be they farmers, processors or marketers, do in fact change direction in the face of new economic and policy environment. The result is that the decline of agriculture is not as severe as is often feared because adjustment costs are share between market participants. Short-term declines might even be turned around after a short period. 

Nevertheless, it should be noted that the Government when playing by its best can facilitate the adjustment process. First of all, it is important that Vietnam should begin the adjustment process even while the accession negotiation is underway. The Government should try to avoid sudden shocks to the agricultural sector and en early start on adjustment measures is critical. In the negotiation itself, care should be taken to provide for reasonable transition where difficult adjustments are likely to be called for. It is far more productive to try to schedule longer implementation periods than it is to argue against the changes sought by powerful negotiating partners. 

More importantly, domestic institutions and policies and therefore policy makers, have an important on the size of adjustment costs labors face as a consequence of trade liberalization. The current regulations and laws on factors of production need to be revised in order to remove impediments to adjustment process. If it is difficult for businesses, especially small private businesses, to undertake new investments, mobilize finance and access factors of production, then the costs of adjustment to change may be higher than necessary. The government’s ongoing efforts to implement the elements of a market economy and to rationalize regulation will need to be accelerated to match the pace of integration. 

More specifically, the government can facilitate adjustment process through following measures:

· development mechanisms to assess request for special treatment e.g. continued trade protection against criteria based on the overall national interest, not sectoral, regional or personal interest;

· facilitating adjustment by removing impediments facing agricultural producers and processors to change what they do and how they do it;

· developing  social investment programs to help rural people acquire the education and skills required by a modernizing economy; and 

· supporting the development of appropriate social safety nets to address the needs of poor farmers lacking the capacity to take care of their own welfare, regardless of the cause.

Specific adjustment programs.

Vietnamese farmers should have access to a range of “safety-net” assistance measures. They are designed to facilitate structural adjustment across the agricultural sector with financial grants for exit assistance, re-training, business advice, etc. these programs are generally available with asset and income tests applied to target assistance to those in most need.

In some cases, the Government can respond to requests for assistance by establishing industry specific adjustment programs. If assistance is provided it should be transitory and often tied to the implementation of policy reform. The assistance is transitory, decoupled from production, targeted to those in most need and designed to facilitate the adjustment process. There may be two types of industry adjustment assistances. First, there have been programs to assist non-viable producers to either exit the industry or diversify into other agricultural activities. Second, there are programs to improve producer competitiveness and adjust to lower market returns. Some adjustment packages might incorporate both types of programs. Programs aimed at improving competitiveness have included direct producer assistance and/or general industry assistance. Direct assistance usually involved one-off grants to facilitate farm restructuring, business management training, adopting new technology, etc. eligibility conditions are imposed to target assistance to those in most need. In-direct assistance generally involved project funding to develop the competitive position of the industry for the benefit of all producers. 

In order to make this kind of support effective, the government may develop mechanisms for assessing request for special treatment. Such mechanisms would provide a way for disseminating public information about policies and their effects, and would allow all interested parties to make an input into the decision making process in a transparent and open way.

Credit markets 

Because rural credit markets do not function efficiently, farmers and companies may face credit constraints and not be able to obtain the funding necessary for adjustment-related investment, even though they would be able to pay loans back. In such as situation, the adjustment process can be severely hampered. In particular, the absence of a functioning market for mortgages using agricultural land as collateral is a major impediment to adjustment.

Administrative controls of interest rates, barriers to entry in the banking sector, limits on the access of foreign owned and joint-venture banks to customers in the private sector, the existence of directed credit programs and the public ownership of banks are among biggest barriers to the smooth functioning of rural financial markets in Vietnam. Administrative controls often lead to interest rates being artificially low (which in turn limits the volume of lending?). Barriers to entry limit competition in the financial sector, which tends to result in high interest rate spreads harming both lenders and borrowers. In this situation, interest rates are not market determined and therefore do not reflect equilibrium rates. Funds will tend to be allocated inefficiently and may serve to finance unprofitable projects, while profitable ones do not find funding. Directed credit programs and publicly owned banks often serve more explicitly the purpose of funding government selected investment projects that are not necessarily the most profitable ones in the economy. In addition, the preferential of state owned banks to SOEs is still very much in place. When it comes to companies requiring investment loans, it seems that small private companies will suffer from credit constraints more often than larger state owned firms. 

Distortions in credit markets give scope for government intervention, for instance in the form of credit assistance. This, however, involves difficulties when it comes to selecting credit-worthy adjustment projects. Another option that might be helpful in certain situations would be to announce trade liberalization in advance, giving firms an opportunities to fund adjustment-related investments out of profit before increase import competition begins to put pressure on profit margins. In addition, ongoing efforts to develop a sound and competitive rural credit sector will play a critical role in securing the benefits of integration.

‘Safety net’ programs

Workers in farm and agro-processing industries may require funding during the adjustment process, in particular if they lose their jobs and are temporarily unemployed. An unemployed person who cannot rely on his or her own savings may have to borrow money in order to cover ongoing expenses for food, clothing, housing, etc. yet, it will be difficult for an unemployed individual to obtain loans, the more so in the absence of collateral. Many countries have, therefore, installed social safety nets, for instance in the form of unemployment benefits, to help out in these kind of situations. They enable workers to overcome credit constraints and get through the costly adjustment period necessary to switch jobs. In this sense, unemployment benefits can actually enhance adjustment. Support for appropriate social safety nets, therefore, would help address the needs for those who are unable to support themselves and their families. 

Labor markets

A number of features of current labor market regulations constrain adjustment to changing circumstances. Enterprise specific social security and health insurance systems and entitlement systems deter people from moving between jobs. And residence controls stop people from moving to areas where employment opportunities are greater.

While credit markets primarily determine whether individuals can finance the necessary adjustment costs, domestic labor market characteristics actually affect the size of adjustment costs worker face. In particular, they can affect workers’ decision with regard to adjustment in two ways: they can affect their costs of leaving the current employer and their costs of searching a new job. Labor market characteristics can also affect companies’ incentives to create jobs, which will in turn affect the length of time in unemployment and the costs of searching for a job. Consequently, the Government has to remove obstacles to smooth operations of labor markets. In addition, efforts should be invested to promote job information centers to facilitate the matching of the supply and demand for labor in different rural areas of the country. 

Land markets

The adjustment involves resource movements out of the sub-sectors and on-farm developments to improve producer competitiveness. Some of the land resources of those exiting the sub-sector will be purchased by those who maintains in the sub-sector. In other cases, land can be directed into other agricultural industries or purchased for non-agricultural uses. Producers can adjust by increasing their scale of operations and improving farm productivity by adopting new technologies and improved management practices, diversified their farm business and increased off-farm income. It is, therefore, essential that the Government should remove existing restraints in the Amended Land Law to create a healthy land market. Specifically, the Government should allow farmers more flexibility to change purpose of land use when it does not conflict with environment or public health requirements and accelerate transfer to rural households of land and forest land currently controlled by state farm or state forest enterprises. As soon as possible, the Government should refrain from administrative controls of prices of land-use rights so that a truly competitive market of land use right can be emerged.

Competition policy for Vietnam

Facilitating domestic competition in the agricultural sector will be a key ingredient for maximizing the benefits of integration. Ensuring that foreign invested projects face domestic and international competition will help ensure that Vietnam achieves the spillover effects that make foreign investment worthwhile. And ensuring that SOEs face fair competition from new entrants will strengthen the state enterprises reform process. But most of all, an environment in which constraints on competition are minimized is the best insurance against unwarranted costs from integration, as small and medium enterprises can operate dynamically to expand new opportunities and generate jobs.

F. Rural income support 

If all these are considered insufficient support for incomes of Vietnam’s poorest farm households, short-term adjustment assistance via infra-marginal (and hence not output-inducing) producer price subsidies could be provided so as to boost their farm incomes without boosting farm output. Such an intervention could well be deemed WTO-consistent because of its decoupled nature, and in any case if it is just targeted to poor farmers. But some principles should be satisfied before provision any kind of this direct support, which is short-term nature, target-oriented. 

3. Completely reforming the state-owned enterprise sector and promoting the development of Small and Medium Agroenterprises

At the moment, MARD is one of few ministries with over hundreds of SOEs under direct control. In fact, the number is close to 350 SOEs belonging to MARD. It is quite clear that when the Government reduce border protection and trade-distorted financial support to the agricultural sector, SOEs would be the one being hit hardest or in other word they are the biggest loser. Further reforms of these state enterprise sector will need to be linked to deeper economic integration. Ensuring that the agricultural sector will be able to adjust rapidly to emerging challenges and opportunities will require nimbler, more commercially oriented state enterprise sector, and less crowding out of non-state sector in competition for resources. 

Over the last couples of years, the process of reforming MARD’s SOEs is frustratedly slow due to numerous factors, such as unclear and inappropriate enterprises’ assets valuation process, resistance within the enterprises themselves, etc. Nevertheless, to completely reforming the SOE sector, the Ministry needs to take much more drastic actions in order to get rid of those enterprises with the ultimate objective is to bring changes in ownership. First, MARD should take a comprehensive review of performance of SOEs. Based on that performance, it can identify of the most appropriate strategies for each SOE including privatization, equitization, sell-out, or dissolution. Together with this process, the Ministry should eliminate of subsidies and transfers to commercial SOE from the state budget. The most suitable approach is to lead to the merge between Law on State Owned Enterprises and Enterprises Law to only one Enterprises Law where there should be no special treatment for enterprises based on its ownership. This policy would result in a more competitive system that allows all enterprises, regardless of their ownership types, to compete and cooperate at the same time towards the establishments of a market-oriented, diversified, and competitive agricultural system.

At the moment, Vietnam rural industrial structure is characterized by a dichotomy between on one side million of microenterprises and on the other side few large enterprises usually SOE, foreign owned, or joint ventures. The middle part of the distribution made of small and medium enterprises (SME) that employ permanent labor over the family members is largely missing. 

SME employ permanent labor above the size of their family members, are flexible to the requirements of the markets in terms of products and contract specifications, and exhibit low cost of production that makes them competitive and agile relatively to the bigger size state owned enterprises (SOE). The growth of the sector will put dynamism into the rural economy through backward linkages with agricultural production and forward linkages with sectors not directly linked to the farm economy.

The main constraints to growth of SME are related to access to land, credit and the lack of supporting institutions and infrastructure. In coming years, the government should put a priority on addressing those constraints in land and credit policy environment.

4. Technical standards and SPS measures

As developed countries have committed in the current Doha Round to further reduce their tariff levels and direct supports to farmers, there would be likely a trend to increasingly use technical standards, especially SPS measures and environmental regulations to control access to agricultural markets. For instances, EU applies measures to restrict imports of foods unless they meet very rigorous standards for levels of toxic substances or pesticides. Those new standards being demanded may not appear to be reasonable nor satisfy the traditional requirement in WTO provisions that they be scientifically based. Concern about public health safety of foodstuffs is heightening public apprehension and creating a political climate where philosophies such as “precaution” appeal to regulators. Vietnam producers and government need to monitor this trend very closely. It is very much likely to alter the international market for Vietnam exports, in many cases by increasing trade restrictions, and in others by generating demand for products which meet these new tougher standards. 

As a result, in order to overcome those new kinds of trade restrictions under the name of technical standards or SPS measures, Vietnam should pay adequate attention to improve its technical standards and SPS systems. Otherwise, Vietnamese farm products will face with tremendous obstacle to enter the developed markets. The most obvious approach is to progressively adopt and enforce recognized international standards (including IPPC, OIE, CODEX standards and GMP standards of food production) in Vietnam. In other words, Vietnam should ensure its regulatory standards facilitate development of products for stricter requirement markets.

The Government has a role in regulating the quality of agricultural goods. It should facilitate the establishment of grades and standards to allow quality preferences in world markets to be translated into price incentives at the farm-level. 

5. Awareness raising

Trade and investment liberalization – and the growth they will facilitate – will bring in their wake pressures for structural adjustment. Some activities which are ill suited to Vietnam’s comparative advantage will come under pressure and may decline. But other activities – many of them new – will have opportunities to expand. Some enterprises will close down, as new ones are formed. The geographical distribution of economic activity will also change as industrialization proceeds and people move out of agriculture.

These adjustments will create some complex challenges for government policy. There will be intense pressure from vested interest adversely affected by change to be granted special treatment. And the social costs of adjustment in some areas of the country may be judged to be unacceptably high.

The policy challenge for the government will be to find ways of defusing political pressures to defer reform or to resist the adjustment they promote, while responding to genuine hardships that may arise. One good way for the  Government to address this challenge is to build support for policy change by helping people understand what is involved and how they will benefit – and the costs of not proceeding with reform.

In Vietnam – as in most other countries – the main resistance to integration will come from vested interests that are directly benefiting from protection form competition. There may also be hesitation on the part of those who fear adverse effects on national sovereignty or that integration will provide the spread of social evils. The fundamental political problem is that those who are benefiting form current policies know how they benefit, while those who are bearing the costs, through lost opportunities to improve their standards of living, are not really aware of the costs they bear. Moreover, for those who may lose from removing protection, the losses are likely to be large for them. Whereas the gains, though potentially large in total, are likely to be widespread so that beneficiaries have little motive to press for change.

So a key part of the integration roadmap is to provide people with information about the effect of current policies and of reforms. Another part is to give them a forum where they can express their views and influence policy making process.

In order for farm producers to even consider adapting to a new trade policy, they must have information about the new policy. The policy must seem credible to them and they must be able to judge the new opportunities created by this new policy. One of the consequences of limited information flows is that familiarity with a particular type of business tends to reproduce itself over time, thereby locking particular groups into specific production patterns. In such an environment, it is difficult to switch to new activities after trade liberalization, even if they are potentially more lucrative./.

 OVERALL ROADMAP OF POLICY CHANGES TO FACILITATE THE INTERNATIONAL ECOMOMIC INTEGRATION OF VIETNAM’S AGRICULTURE AND RUSAL SECTOR

	No.
	Policy changes
	Responsible Agency

	Time frame

	1
	Accelerate adjustments of trade policy on agriculture in order to remove all non-trade barriers, significantly reduce tariff and protection levels, neutralize tariff escalation, and simplify tariff structure 
	MOT, MOF, MARD
	2005-2010

	2
	Accelerate adjustments of government support to agriculture: increase budget on Green box measures (rural infrastructure, research, extension, education and training); reduce direct support to production and price support related to production; design specific restructure-assistance programs for certain sub-sectors badly affected by removal of protection; establish safety-net and social assistance to rural people.
	MPI, MOF, MARD
	2006-2010

	3
	Continuously adjust export support policies: abolish direct export subsidy, apply export support allowed for developing countries (marketing support, transportation support); increase trade promotion programs; increase support for market research and information.
	MOT, MOF, MARD
	2006-2010

	4
	Accelerate and complete reform of state-owned enterprises; promulgate policies and incentives to support small and medium enterprises in rural areas.
	MARD, MPI
	2005-2006

	5
	Review, adjust and improve systems of technical standards as well as SPS measures based on standards and recommendations of international organizations; 
	MARD, MOST
	2005-2008

	6
	Release new policies to improve operations of factor markets: land, labor, capita; support establishment of market institutions.


	MARD and other 

agencies
	2005-2007

	7
	Accelerate information dissemination about international integration and its impacts; increase participation of local authorities, enterprises, rural people as well as non governmental organizations to policy formulation.
	MARD and other agencies, provinces
	2005-2010
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Annex 1 - Indicative schedule of next actions

	Date
	Infrastructure
	Border
	Support
	Institutions

	First quarter 2005
	
	
	
	

	
	1. Seek adoption of the ‘roadmap’ concepts in workshops for senior MARD officials

2. Establish high-level working groups including main economic agencies and Provincial authorities as appropriate, reporting to oversight group in Prime Minister’s office, to adopt strategies and elaborate specific plans 2005 – 2010

	Second – Fourth quarters 2005
	
	
	
	

	
	Determine reforms to land ownership regulations that will sustain more effective credit markets and assist with consolidation
	Determine AVEs for all products. Segment problem into non-sensitive sectors (applied AVE < 15%, following ASEAN-China ‘early harvest’ model) and all others, including any sector with quantitative protection. Assume all non-sensitive go to zero (5% or less) by 2010. Assume all sensitive are cut to chapter-wide (2-digit) averages of 15% with individual rates capped at an applied AVE of 25% by 2015. Have sectoral economic impacts (product prices, implicit land prices, labour demand) modelled and choose ‘best estimates’ as a guide for next policy steps 
	Establish broad budget parameters for on-going support and adjustment expenditures (if possible).
	Segment SOE problem into ‘major’ (cannot afford to abandon) and ‘minor’ (no special efforts to resuscitate). Establish a schedule for removing state-sanctioned privileges from minor SOEs and reducing/restructuring privileges of major SOEs to bring them more into line with commercial market operations. 

	
	Determine feasible labour market reforms that would contribute to greater mobility within agriculture and between rural and urban areas 
	Segment ‘worst’ outcomes (e.g. using an 80/20 segmentation) and allocate negotiation/adjustment efforts accordingly: e.g. the larger cohort with the smaller impacts could be allocated credit subsidies, education and ‘compensation’ measures. The smaller cohort could be the focus of more structured, more intrusive efforts to e.g. slow-down liberalization (by negotiation with trading partners), re-structure production or consumption rights including controls on entry to the market (in conjunction with SOE reforms?), imposed sectoral plans, labour re-training, land reforms etc 
	Detail domestic and export support expenditures by crop including budgets and financial management (SOE or Provincial involvement). Assume export supports will be zero from 1 January 2006, increasing the adjustment support requirements of the affected sectors (adjustment supports are ‘green’ or at worst ‘blue’).

Assume maximum national + provincial + SOE expenditure on production related supports must fit within de minimis ceiling (work on 8% of pose-liberalization GVP). Segment current production related supports using some appropriate method (80/20?) and cut expenditure on production supports from the ‘bottom’ up in order to reach the ceiling or some smaller number if more appropriate to the overall budget parameters already adopted (the 80/20 rule could be applied twice, once to the complete support list and then again to each segment of the list, allowing cuts to take place from the ‘bottom’ of both the segments.)
	Create and maintain links to bank reform efforts. Determine opportunities to meet specific rural/agricultural needs in banking reform. Link mortgage market reforms to land ownership and consolidation reform. Link commercial credit reforms to the needs of actors in new rural wholesale and futures markets.

	
	Determine, and create budgets for rural education and extension policies that would promote labour mobility, greater agro-economic effiiciencies
	Create a task force to work on SPS issues including a recommendation on the ALOP (Appropriate level of protection), the identification of major SPS risks, a survey of current measures including an assessment of vulnerability of current measures to ‘challenge’, adoption and implementation status of CODEX, OIE and other international standards (GMP). Need for additional levels of protection and potential foreign risk assessments that might be adopted by Vietnam (in lieu of own IRAs).
	Establish a program for replacing production-related supports with ‘green’ or ‘blue’ supports within the overall budget parameters and taking account of sector-specific adjustment planning
	

	First quarter 2006
	
	
	Design an appropriate strategy for export promotion activities.
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Box 1. The main legal instruments negotiated in the Uruguay Round





Marrakesh Agreement Establishing the World Trade Organization





Multilateral agreements


Trade in goods


General Agreement on Tariffs and Trade (GATT 1994)


Agreement on Implementation of Article VII of GATT 1994 (Customs Valuation)


Agreement on Preshipment Inspection (PSI)


Agreement on Technical Barriers to Trade (TBT)


Agreement on the Application of Sanitary and Phytosanitory Measures (SPS)


Agreement on Import Licensing Procedures


Agreement on Safeguards


Agreement on Subsidies and Countervailing Measures (SCM)


Agreement on Implementation of Article VI of GATT 1994 (Anti-dumping) (DAP)


Agreement on Trade-Related Investment Measures (TRIMs)


Agreement on Textiles and Clothing (ATC)


Agreement on Agriculture


Agreement on Rules of Origin


Understandings and Decisions


Understanding on Balance-of-Payments Provisions of GATT 1994


Decision Regarding Cases where Customs Administration Have Reasons to Doubt the Truth or Accuracy of the Declared Value (Decision on Shifting the Burden of Proof)


Understanding on the Interpretation of Article XVII of GATT 1994 (State trading enterprises)


Understanding on Rules and Procedures Governing the Settlement of Disputes


Understanding on the Interpretation of Article II:1(b) of GATT 1994 (Binding of tariff concessions)


Decision on Trade and Environment


Trade Policy Review Mechanism





Trade in services


General Agreement on Trade in Services (GATS)





Intellectual property rights (IPRs)


Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS)


C. Plurilateral trade agreements


Agreement on Trade in Civil Aircraft


Agreement on Government Procurement





Source: International Trade Center UNSTAD/WTO and Commonwealth Secretariat 1999, Business Guide to the World Trading System.





Box 2. Binding of tariffs





Basically, a member country of the WTO is not allowed to increase the rates of tariffs above the bound rates indicated in its schedule of concessions. The schedule, inter alia, lists on a product-by-product basis the pre-negotiation tariffs rate on a product and the rate of tariff at which the country has agreed “in the negotiations to bind the tariff rate”. In trade negotiations, a country could agree:


To bind at its existing positive rate (e.g. 10%); or


To reduce the rate, for example from 10% to 5%, and to bind the reduced rate.


It was also possible in the Uruguay Round for a country to bind its tariffs at a ceiling rate which is higher than the rate resulting from the tariff reductions agreed in the negotiations. Thus a country which has agreed to reduce a tariff from 100% to 50% may indicate that, while it will apply the reduced rate to imports, the bound rate of the tariffs will be 80%. In that case the country is free to raise its tariffs to 80% at any time without infringing any of its GATT obligations.


The Uruguay Round has brought about substantial progress in the binding of tariffs of all countries. All countries – developed, developing and transitional economies – have bound their tariffs in the agricultural sector. In the industrial sector over 98% of imports into developed and transitional economies will be entering under bound rates of tariffs.


In case of imports into developing countries, the proportion of imports entering under bound rates is around 73%. A number of developing countries have, however, given ceiling bindings in certain instances. Such ceiling bindings take the form of a commitment not to raise the tariff:


Over the ceiling rates shown for each product;


Over the ceiling rate applicable to a particular sector;


Over the ceiling rate applicable across the board to all products.


Source: International Trade Center UNSTAD/WTO and Commonwealth Secretariat 1999, Business Guide to the World Trading System.





Box 3– Structural Change and Agricultural Protection: 


Cost of Korean Agricultural Policy 


While the economic development of South Korea is often considered as a model to be followed by developing countries, Korea’s agricultural sector is characterized by high prices and high levels of border protection. The costs of agricultural protection to the Korean economy were substantial in 1975 and 1990. And, because many of the policies of 1990 are still enforced, the cost remains substantial today. The declining importance of agriculture (that is, in its contribution to Korea’s GDP) does not mean that the welfare cost of agricultural protection declines. The cost of protection, in all its forms, is increasing with the level of Korea’s economic development. 


Results from the counter-factual simulation exercise show the earlier the protection are removed, the better off Korea’s economy as a whole would be. A national self-sufficiency food policy focuses on farmers’ resrouces in activities (such as rice farming) that become less appropriate as an economy develops. A highly protected food grain sector postpones the necessary adjustments in farmers’ productivity activity (for example, a shift to vegetable production, or a departure from agriculture), hence, reducing their potential to improve their income in the future. Consequently, the high levels of agricultural protection as a means of ensuring rural shares in the benefits of growth significantly reduce the pace of growth and actually see rural wages FALL relative to non-rural wages, leading to a higher proportion of part-time farmers and, potentially, lower food self-sufficiency.


Source: Xinshen Diao, John Dyck, David Skully, Agapi Somwaru, and Chinkook Lee. March 2002. Structural Change and Agricultural Protection: Costs of Korean Agricultural Policy, 1975 and 1990.





Box 4 - Should Vietnam’s government continue to intervene in order to stabilize farm products’ prices?


A couple of years ago, the Government has asked its state owned enterprises to purchase rice during peak harvesting time at a specific prices in order to protect rice prices from drastic falling. In opposite direction, in 2004 the Ministry of Trade has asked rice exporters to refrain from signing new contracts when existing contracts’ volume of export rice reached around 3.5 million tones. There are two main reasons; the first is due to worry about national food security. The second is an attempt to “cool down” rice prices as food prices have been increasing quite significantly since the beginning of 2004. Both of those actions by the government have come under critics from economics as well as foreign observers due to their ineffectiveness or even counterproductiveness.


In order to reduce vulnerability to world market fluctuations when the country fully integrates into the global system, it is reasonable to argue that the Government should assist farmers to prepare for volatility and to promote diversification, especially when those fluctuations badly affect poor farmers. There are several guidelines the Government should take into account when trying to assist farmers to deal with price fluctuations, including but not limiting to: 


avoid ambitious price stabilization programs and refrain from applying administrative measures; 


give farmers freedom to respond to market signals, including more flexibility to convert rice land �to other agricultural activities; 


prepare farmers for price volatility with information about current prices and historical trends; 


facilitate farmer savings through macro-economic stability (low inflation) and remunerative interest rates on bank deposits; 


and if implemented crop insurance programs should be voluntary, targeted, transparent, and only lightly subsidized.











Box 5 - The role of the government


In many developing countries like Vietnam, especially during the transition to a market economy, the key points is that, even when market are liberalized, there is no guarantee that they will contribute to higher benefits to society unless supporting institutions are set in place. Information needs to be disseminated, contracts need to be honored, and property rights need to be recognized for assets to be converted into productive capital. That is why inspection systems, market information systems, legal systems, land registration, and taxation are important aspects of development. This software of development is as important as the hardware of development represented by roads, equipment, irrigation systems, and factories. The software makes possible for total factor productivity to grow, so that total output can grow more than total inputs. When total factor productivity grows that is partly because of technical change, but partly because of institutional change that makes possible to utilize the same inputs and produce greater output. It is critical that the Government of Vietnam should put a priority on creating these needed market institutions. At the beginning, due to lack of viable civil society, the Government may take most of responsibilities but gradually it should transfer much of the role to other stakeholders.


Additionally, seen in the context of these linkages to other areas of policy and administrative reform, it is clear that successful integration will be associated with profound changes in the role of the state in shaping the agricultural sector. To maximize the benefits from trade and investment liberalization, state investment planning will increasingly have to take account of the implications of trade and protection policies, this will contrast with current practices where trade and protection policies are adjusted to accommodate and validate investment decisions of the government. But, more profoundly, integration will contribute to the shift to state management of the economy through indirect means, relying on policies and the incentives they create to influence decentralized – and increasingly private – production and investment decisions. But this need not conflict with a desire to pursue underlying equity and distributional objective of socialism. Rather, it will be associated with a shift to state provision and funding of social services and use of tax and fixed transfer system to achieve social objectives.


In a nutshell, under the integration framework, the role of government is still very critical albeit limited to certain areas. Given, its limited budget and human resources, the government should concentrate their efforts to do their best in areas where the state has an important role to play, including: agricultural research, extension, rural infrastructure, market information, regulation and inspection, control of pests and diseases, natural resource management and assistant to poor farmers. Even in those limited areas, there are certain aspects where the government should not play a monopoly actor but rather in cooperation with other stakeholders, especially private business enterprises, such as in agricultural research.








� Nepal and Cambodia have completed the accession process but have not been formally admitted.


� Current list of LDCs as existing members of the WTO is following: Angola, Bangladesh, Benin, Burkina Faso, Burundi, Central African Republic, Chad, Congo, D.R., Djibouti, Gambia, Guinea, Guinea Bissau, Haiti, Lesotho, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Niger, Rwanda, Senegal, Sierra Leone, Solomon Islands, Tanzania, Togo, Uganda, Zambia (Source: Ivan Roberts, Benjamin Buetre and Frank Jotzo, 2002. Agricultural trade reform in the WTO: Special treatment for developing countries p.9)


� Non-tariff measures such as import and export quotas, license, ban, etc. are required to be removed by WTO


� Roland-Holst, David and Finn Tarp. 2003. Vietnam’s WTO Accession and The Agricultural Sector: Projections to 2020. Agriculture Publishing House.


� There are many examples. See, for example work funded by the World Bank (A bibliography can be found at � HYPERLINK "http://www.worldbank.org/research/projects/regional.htm" ��http://www.worldbank.org/research/projects/regional.htm�). One of the most comprehensive surveys of developoing and transition economy experience can be found in Steven Matusz and David Tarr, "Adjusting to Trade Policy Reform", World Bank (1999), available at http://econ.worldbank.org/docs/427.pdf





� MPI: Ministry of Planning and Investment; MOF: Ministry of Finance; MOST: Ministry of Science and Technology; MARD: Ministry of Agriculture and Rural Development; MOT: Ministry of Trade.





�Tien: these are NOT blue box measures as I thought I had explained in our discussion before the workshop. Blue box is designed to be for policies associated with a REDUCTION in production. They comprise payments to farmers that are based on fixed areas and output. These investment and interest rate subsidies may be green box (particularly if they are non-product specific generally available subsidies) or they may fit under the ‘development box’ exception. But they are NOT blue. I suggest that you describe them as ‘probably’ in the development box: it is up to the Government of Vietnam to decide how to notify them in the future. 


�See above. I doubt that the policies identified as blue are blue
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