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Introduction

This paper presents the efforts taken by the Malaysian Government in aligning and adapting its agricultural policy to enable the farmers to remain resilient in the face of global competitiveness 
The agriculture sector in Malaysia consists of two distinctive subsectors namely the Industrial Commodity subsector and the agro-food subsector. The Ministry of Plantation and Primary Industry oversee the development of the Industrial Commodity such as oil palm, rubber and cocoa. The development of the agro-food subsector comes under the purview of the Ministry of Agriculture & Agro-Based Industry. 

Thus in discussing the subject of food supply and demand, this paper will confine its in-depth discussion to the agro-food subsector, while a brief bird eye view of the agriculture sector as a whole will also be highlighted.  

Current agriculture development

The agriculture sector had been Malaysia’s mainstay economic activity for the first two decades since independent contributing 46% to the country’s GDP. But during the 1970’s, development policies and strategies shifted from agriculture to manufacturing and later on to services. 

The shift to manufacturing and services over the past 2 decades represents the government’s strategy and approach to create jobs, restructure society, reduce poverty and boost the overall economy in line with the aspirations of the New Economic Policy.

With the accelerated growth in the manufacturing and services sector, the interest and attention on the agriculture sector faded gradually and eventually, besides industrial commodities plantation, agro-food farming activity was given low priority. 

The 1997 Monetary Crisis shed new light on the agriculture sector as the country’s leadership was awaken by the fact that over dependence on imported raw material for the manufacturing sector will open the country’s industry to vagaries. From that point onwards, the development of the agro-food sector was again given prominent. Various programs to fully utilize the abundant land and natural resources in the country to produce sufficient raw material was undertaken. 

Industrialising the agriculture sector
The government is fully aware that promoting the agricultural sector as the Third Engine of Growth and putting it back in the forefront of the country’s economic growth will require a Herculean task. Given the sector’s low priority over the years it means there is a need to leapfrog by not just one or two steps, but several steps to take the lead to stimulate growth in the sector. 

This entails complete transformation of the agriculture sector to resolve many vital long-standing issues that have hindered the sector from becoming competitive and attractive to investors. It warrants a paradigm shift in approach towards agriculture in terms of planning, implementation, projects and programs. It also involves changing the mindset of farmers and fishermen.

With the strategic intend in transforming the agro-food sector, the Ministry of Agriculture and Agro-Based Industry has drawn up exciting new plans and innovative ways to transform this traditional sector into a modern enterprise through the “New Agriculture” approach which was highlighted in the country’s 9th five years development plan known as the Ninth Malaysia Plan (2006-2010). 

Greater emphasis will be given on commercialization of the agro-food related activities, to encourage greater use of modern technologies and techniques to transform traditional farming into commercially viable businesses. 

Following the commitment and strong support of the country’s leadership, it is intended that the agriculture sector will emerge as a strong contributor to national economic development. Future farmers will not only be modern but also successful. Just like in the some developed countries, farmers are rich and wealthy landowners with the ability to reap good harvest produce machines and go into upstream and downstream processing of farm produce. 

The development of the sector was being specifically addressed in the Ninth Malaysia Plan (9th MP - 2006-2010). This plan also outlined, the policy thrust and the future direction of the agro-food sector which addresses the implementation of agricultural activity along the value chain, besides allocating substantial amount of development funding in modernizing this sector.

Various programs with the objectives of enhancing activities along the supply chain are being carried out under the 9th MP based on the policy thrust as follows:

1. Increasing agricultural production including by venturing into new sources of growth with greater private sector participation.

Various efforts such as land consolidation, new land development, replanting and rehabilitation, greater utilization of farm mechanism as well as high yielding clones/ breeds and good agronomic practices towards productivity are being carried out. Government linked companies and the private sector also being encouraged in increasing its agricultural investments through better support and incentives measures.

2. Expanding agro-based processing activities and product diversification.

Through increasing utilization of agricultural produce in the production of high value added products as well as processing activities.

3. Strengthening marketing and global networking.

Improvement in marketing delivery services efficiency and strengthening of global network through strategic alliances, including strengthening of the traditional markets and diversifying into new markets.

4. Enhancing incomes of smallholders, farmers and fishermen.

Measures are also being taken to increase incomes of smallholders, farmers and fishermen through productivity improvements within the agricultural sub sectors as well as through various value adding activities.
5. Improving the service delivery system.

The needs of target groups are being identified and various supporting services such as extension, marketing, credit facility etc, in enhancing the productivity and addressing the farmers’ needs are being implemented. 

Conclusion

Leveraging on the comparative advantage posses, there is a huge potential in developing the agro-food sector in Malaysia as a new source of growth. By putting in place various initiatives and programs in supporting the development of this sector it is our nation’s ambition to position Malaysia as one of the main agro-food producer in the world, supplying high quality raw material and nutritious food for the world consumption.

7.  
OECD views on adjustment policies
A paper was not provided – slides from the presentation are provided in its place. 
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Structural adjustment, compensation 
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Outline

1. The context of agricultural policies and reform 

in OECD countries

2. Structural adjustment experiences

3. Role of compensation policies

4. Interaction with risk management
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What is the OECD?

•

Groups 30 countries – all 

democratic, market 

economies

•

Provides statistics, 

economic and social data

•

Analyses and forecasts 

economic developments

•

Researches social change 

and evolving patterns in 

trade, environment, 

agriculture, technology, 

fiscal policy and more.

Helps governments to 

•

Compare policy experiences

•

Seek answers to common 

problems

•

Identify good practice

•

Co-ordinate domestic and 

international policies
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1. OECD Agricultural Policy Reform 

Principles

• Agricultural Policy Reform is in the OECD agenda: 

Ministerial communiqués of 1987 (and 1998):

• “The long term objective is to allow market signals 

to influence, by way of progressive and concerted 

reduction of agricultural support … the orientation of 

agricultural production”

• “Policy measures… should be… targeted to specific 

outcomes and as far as possible decoupled”
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Agricultural Policy Support in OECD: 

PSEs?

Support to producers (Producer Support Estimate, PSE)

A1) Market price support (MPS): Qs * (Ps - Pw)

Budgetary payments (based implementation criteria):

A2) Payments based on Output

B) Payments based on input use

C) Payments based on         current A/An/R/I, production       required

D) Payments based on non-current A/An/R/I, production      required

E) Payments based on non-current A/An/R/I, production not required

F) Payments based on non-commodity criteria

G) Miscellaneous Payments

A/An/R/I = Area, Animal numbers, Receipts or Income

General services to the sector (GSSE) 

R&D, schools, inspection, infrastructure, marketing/promotion, public stockholding, 

miscellaneous

Total support (TSE) = PSE + GSSE + Consumer subsidies
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Support Indicators – Level

• Producer Support 

Estimate

– %PSE – PSE as a share of gross farm receipts

• Total support Estimate  

– %TSE – TSE as share of GDP 
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In WTO

Aggregate Measure of 

Support (AMS):

– Market Price Support

– Budgetary outlays

– Revenue forgone

de minimis

Special & Differential 

Treatment

Green Box (“minimal 

distorting”)

Blue Box (“production 

limiting”)

Medición de los apoyos 

domésticos: OMC y OCDE

In OECD

Producer Support 

Estimate (PSE):

– Market Price Support

– Budgetary Payments

General Services Support 

Estimate (GSSE)

Consumer Support 

Estimate (CSE)
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%PSE: producer support as % of farm receipts``

EU

New Zealand

USA

Australia

OECD

China

Japan
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Changes in PSE composition

EU OECD USA
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2. Structural Adjustment Policies

• OECD work has centred on adjustment policies 

accompanying policy reform initiatives

• Three types of programs

– Programs to assist producers to exit the industry and / 

or to diversify into non-agricultural activities

– Programs trying to raise the stock and quality of human, 

material and social capital of farming to improve 

competitiveness

– Programs trying to do both

• Main approach: sharing experiences
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Policies including both exit and 

competitiveness strategies

• Australia:

– Dairy Industry, 2000

– Pork industry after relaxation of quarantine barriers, 1999

– Sugar Industry after tariff elimination, 2004

• Ireland

– Early retirement and installation aid schemes, since 1992
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Policies to assist Exit

• US, NAFTA Implementation Act to assist 

workers loosing their jobs because of new trade, 

1993

• Australia’s Farm family Start Scheme, oriented 

to low income farmers that cannot borrow, 1999

• Early retirement
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Policies to improve competitiveness

• Turkey Agricultural reform Implementation 

Project (2001-04): Product diversification and 

restructuring

• Australian lamb industry assistance, 1999

• EU’s Tobacco policy: quota buy-back scheme, 

1998

More “permanent” schemes should not be 

considered as adjustment measures

• Korea calf stabilization scheme, 2001

• Iceland adjustmen policy for horticulture
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Recommendations for Good Practices: 

Trade and Structural Adjustment Project

TSAP

• Rely, whenever possible, on 

generally available 

measures

: social security and tax system

• Facilitate adjustment through 

general economic 

policies

:

– Macroeconomic stability, 

– Sound labour market policies, 

– Regulation and competition environment

– Institutional and Governance framework

– Free trade policies
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Recommendations TSAP:

Targeted adjustment measures

• Ensure that 

targeted adjustment measures

, if 

they are necessary, are:

– Time-bound, with a clear exit strategy

– Decoupled from production

– Aimed at reintegrating displaced workers into 

workforce

– Compatible with general safety net arrangements

– Cost effective

– Transparent and accountable
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Some findings on structural 

adjustment policies in agriculture

• Reform packages offer sometimes support that is 

conditional on continuing production:

–

Such measure may impede or slow down adjustment

– “Compensation” payments that are permanent and/or 

coupled to production are not “adjustment” measures

• Actions should be designed to 

trigger the potential 

of individual actors to adjust

, not reducing their 

choice

• Successful adjustment to reform requires agents 

believe it is irreversible: 

transparency and credibility

• Experience shows that 

farmers capacity to adjust 

is 

sometimes underestimated
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Adjustment policies should:

• be well 

targeted

to specific aims and beneficiaries, 

• be 

decoupled 

from production

• when designing several programmes they should be 

mutually 

consistent

• be 

time-bound

to avoid they prevent the adjustment they 

are supposed to facilitate

• have a clear 

exit component

: enabling those that are 

uncompetitive to exit with lump sum payments conditional 

on leaving, integrating in economy-wide safety nets, skill 

enhancement…

• avoid encouragement to diversify into supported activities

• avoid unintended beneficiaries or overcompensation
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3. The role of Compensation

• Compensation policies are monetary transfers to 

a targeted group that has been made worse off as 

a result of a policy reform.
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Rationale for compensation

• The economic rational is weaker:

– Social choice related with equity of fairness

– Government obligation to compensate wealth losses: 

the idea of government “taking”.

– Political economy making potential Pareto 

improvements, becoming actual.
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Some experiences on compensation

• Australian Dairy reform, 2000

• Netherland limitations on the pig herd, 1998

• Sweden Agricultural Policy reforms 1989-95

• US Changes in the support programs for 

peanuts, 2002

• EU 1992?
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Some guidelines on Compensation

– Need of accuracy in assessing impacts of reform to identify 

looser and avoid overcompensation

– Opportunity to revise distribution of support

– Minimise distortions (OECD reform principles)

– They are given during a defined period

– They should facilitate and not prevent reform and structural 

adjustment

– Compensation for relatively distorting policies can be 

cheaper

– Compensation in the past has been neither certain in 

removing calls for additional transfers nor inexpensive
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4. Risk management Policies

• Risk management is part of a business strategy 

and good entrepreneurship

• Risk management policies should not eliminate 

the “opportunity” that may be linked to any 

potential risk

• A “catastrophe” can play a triggering role in 

structural adjustment
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Risk is not always “bad”

• Some agents –including farmers- can benefit 

from risk

• Risk and higher returns as driving forces of good 

entrepreneurship 
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Rationale for policy action

Efficiency

• MARKET FAILURE

• Improving efficiency in agriculture and the economy

Equity

• Government may decide to help farmers in situations 

of economic or social distress. 

• But… the criterion should be “poor” not “farmer” and 

refer to all farm household income…
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Guidelines on risk management (1)

• Strategies to reduce income risk depend on the 

characteristics of risk and require an integrated set 

of tools and instruments 

• The role for the government in risk management is:

• to provide a sound business environment with competitive markets 

and clear regulations

• to facilitate the development of market mechanisms 

• when markets fail, to provide instruments according to reform 

principles

• Need for information and assessment:

• Providing information and training 

• Assess the existence of Market Failure and/or specify equity concerns

• Sharing of experiences
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Guidelines on risk management (2)

• Reform principles: intervention should be

• effective and cost-efficient, 

• minimally distorting,

• delivered in a transparent, decoupled and targeted way

•

without 

• undermining the development of private/market solutions, 

• or 

hindering the adjustment capacity of the sector

, or 

• encouraging rent seeking (moral hazard/adverse selection)

• This seems not to be the case in most OECD 

countries

– policies have contradictory objectives

– most support is linked to production

– ad hoc intervention gives farmers contradictory incentives
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To conclude

• Structural adjustment policies: 

– If possible generally available horizontal measures

– … if necessary targeted: exit and competitiveness… 

but they need to be time bound and decoupled…

• Account for the context of high levels of support 

in some OECD countries.

• Compensation is not structural adjustment

• Risk management policies should not hinder the 

adjustment capacity o farmers
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APEC Seminar on “Sharing Experiences of 

Structural Adjustment Policies in the Agricultural Sector” 

Sydney,  12-14- March 2008

Thank You

www.oecd.org/tad

Jesus.Anton@oecd.org


8.  Experiences with agricultural structural adjustment – Mexico 

Paper presented by:

Ms. Adriana Rodriguez Romero

Director of Support to International Trade Negotiations 

Agricultural Marketing Support and Services Agency

Secretariat of Agriculture, Livestock, Rural Development, Fisheries and Food, Mexico
Overview

To fully understand agricultural policy reform in Mexico, it is useful to first take a look at some of the basic economic indicators of the country and its agricultural sector. Mexico is a large country with almost 2 million square kilometers (km) of land
. It is one of the largest countries in America. Of these, more than 70 per cent could be used in agriculture and livestock activities
. 
The diversity of climates allows for the production of a great variety of crops. In Mexico you can find every sort of crops: from grains & oilseeds to tropical and exotic fruits. For example, Mexico has the first place in production and exports of avocado, and 3rd place of both export and production of chilly peppers
.

Around 6 million people work in agricultural activities. This figure represents around 6% of total population, and 13% of the population in the labor force
. Also, more than a half of the territory accounts for social property; three quarters of grains and oilseed producers have parcels of less than 5 hectares. Thus, we have an extreme fragmentation in the land market, which historically, has been one of the main obstacles to accomplish economies of scale in the sector.

We can also observe heterogeneity in marketing capacity among Mexican farmers. On one side, we have small farmers who basically produce for self-consumption. On the other side, there are highly productive commercial farmers who have access to advanced technology and who market their products not only in the domestic market, but in the international markets as well. 
We can better appreciate these differences by looking at one example: In Chiapas, one of the poorest states in the country, an average corn producer has a productivity of around 2.2 tons per hectare, whereas in Sinaloa, commercial farmers have yields of 9.7 tons per hectare
 (similar to the average yield in the USA).

Agri-food GDP as a share of Total GDP accounts for 9.6%
; the average growth rate has been of 2.0% over the past 28 years, which is slightly below that the average growth of the Mexican economy as a whole, during the same period (INEGI data, 2007). 
Evolution of the Mexican Agricultural Policy

Mexican agricultural policy has underwent very significant changes in the last 20 years. These changes are consequence of the deep change in the national economic strategy that started in the mid eighties. During the second half of the 20th Century, Mexico embarked on a series of different economic strategies: from protectionism, represented by the Import Substitution Model, to a Model of Shared Development, to the current Open Market Model.

The Import Substitution Model was characterized by a huge degree of protection to domestic industry through import restrictions and import quotas. In the Shared Development Model, state intervention in the production of the main goods and services was the predominant feature of the economy. Finally, the Open Market Model is characterized by an increasing openness to the flows of international trade and a decreasing role for the State in the economy.

It is important to say that most of these changes occurred in the process of economic reform in Mexico between 1980 and 1994. Trade openness started with the accession to GATT in 1986. At the same time, privatization and the disappearance of obsolete state enterprises was a notable feature of the Mexican economy. These changes demanded a new legal regime. Consequently, new Laws for Foreign Trade, Economic Competition, and Foreign Investment were enacted.

Another important reform took place in 1992 land property rights were reformed. The Article 27 of the Mexican Constitution was changed: before 1992 the State was the legitimate owner of the land and producers could only make use of it. After the reform producers were legally allowed to sell, mortgage, or lease the land. These changes were meant to increase productivity, as well as foreign and domestic investment in agricultural activities.

As part of the trade liberalization process, in 1994 the North America Free Trade Agreement (NAFTA) came into force. One of the most prominent features of NAFTA is that it involves two developed and one developing partners. Within NAFTA, trade flows between Mexico and its main partner were gradually liberalized. NAFTA comprises the whole agricultural sector, whose products’ tariffs were gradually reduced in a 15 year span (1994-2008). 

Today, Mexico is an economy characterized by its openness to international trade flows. It has an extensive network of Trade Agreements (12 Treaties involving 44 countries) with countries such as Chile (1993), the European Union (2000), and Japan (2005). 
From a “visible” hand to a “less visible” one
As the rest of the economy, the agricultural sector has gone from a highly intervened regime –characterized by the existence of trade barriers like import licensing, state enterprises, and guarantee prices – to a market oriented regime.

From 1965 to 1990, purchasing, distribution and importation of twelve basic grains and oilseeds was restricted to a state enterprise called CONASUPO, which intervened in the agricultural markets through the use of guarantee prices and by selling subsidized food to consumers. From 1990 to 1998 the scope of CONASUPO was drastically reduced, going from twelve supported commodities to only two: dry edible beans and maize. Finally, in 1999 CONASUPO was dismantled.

After the disappearance / privatization of public enterprises that intervened in agricultural markets, guarantee prices were eliminated. As a consequence, agricultural producers started to face increasing difficulties to market their products. 
Such difficulties arose because, among other causes, up to that moment farmers didn’t have enough marketing experience and know-how to sell their crops, and also because there was a lack of public and private infrastructure for crop storage, management and distribution.

Because of such problems, ASERCA (the government agency entitled to offer Support and Services to Agricultural Marketing) was created in 1991. Its main objective was to support the marketing of grains and oilseeds. A Marketing Support Program was established in order to reduce the lack of symmetry shown in the international competition conditions and falling of the international prices as a result of open trade. 

These marketing payments defined as the difference between an “agreed” price and an indifference price. Nevertheless, this payment was available only in those states with historical marketing surpluses and supported mainly maize, wheat and sorghum.

Since 2001 the support was paid directly to the producer instead of the market trader as before. The purpose is to create incentives for the producer to respond to market signals. In 2003 ASERCA increased the number of eligible products and the cover was extended to the whole country. 
Another important change concerns the way in which the producer receives the support. Now we have a target income program that allows producers to receive the difference between the target income and the market price. Besides the target income program, ASERCA offers some other support programs for marketing, such as the Support for the Acquisition of Financial Hedging.

In 1993 the Direct Support Program for the Country (PROCAMPO) was created. It consists in a per hectare payment based on historical entitlements, decoupled from production and marketing. 
Originally, the program was set to last 15 years, covering the period of tariff reductions agreed with the NAFTA partners. Thus, PROCAMPO was an important policy tool to facilitate the transition towards total openness in the NAFTA area.

One of the features of PROCAMPO is that it supports both self-consumption producers –who previously received no support- and large scale farmers. Around 75% of PROCAMPO recipients own less than 5 hectares of land. Furthermore, PROCAMPO has increased the linkage between market signals and the production choices of Mexican farmers. Additionally, PROCAMPO has the advantage of being a Green Box program.

Final Considerations

We have briefly looked at two of the most important programs of current Mexican agricultural policy. It is important to say that there are some other programs to foster the development of the Mexican agricultural sector. Among them, we can mention programs to support Agribusiness, Rural Development, Livestock, Technology Transfer, and Animal and Vegetal Health Programs.

It is also important to highlight the fact that agricultural policy reform in Mexico represents a large improvement over the interventionist and protectionist regime of the past. Reform has increased the linkages between production and marketing decisions through price signals, improving efficiency in the agricultural sector. Nevertheless, there are still big challenges ahead.

9.  Experiences with agricultural structural adjustment – Vietnam 

Paper presented by:
Mr. Tran Van Cong

and 

Mr. Nguyen Anh Minh, 
Senior Program Officers 

International Cooperation Department

Ministry of Agriculture and Rural Development, Vietnam
The nature of adjustment issues and problems in agriculture
The Vietnam experiences of structural adjustment economy were known by its renovation process “Doi moi” performance and initially based on the agricultural adjustment. Its successful transition to a market economy is a complex one of interaction between external shocks, grassroots adaptations and policy initiatives. 
The structural changes began in the early 1980s in response to a series of crises that occurred during the early postwar years. It began as a complex process of interactions between grassroots adaptations to economic difficulties and government efforts to manage the process of change. With endowed of natural resources for agricultural development but Vietnam faced with chronic famine. Farm household was not recognized as a crucial element of the economy. Agriculture heavily depended on imported inputs and government subsidies. 
At the same time, however, a two-tier price system had developed in the context of goods scarcity that aggravated inflationary pressures. Goods were increasingly diverted from fixed-price central planning channels to the free market where they could be traded at higher prices. 
The bureaucratic central planning economy with continued bottlenecks did not deal the domestic situation and adapt with the marketisation, led to the promulgation of the Doi Moi in 1986. This was followed by a series of reforms in agriculture and the national economy that effectively ended the system of resource allocation through central. It is seen as a fundamental driving force for agriculture development in Vietnam.
Polices and measures implemented

In 1980s, the period was as of barriers released, overcoming chronic famine problems, largely successful in generating growth in output. Noting that, the early reforms as Instruction No. 100 of the Central Committee Secretariat (1981) considered farm household as an element of the economy, started establishment the product contract with individual household. The Resolution No 10 of the Politburo (1988), on reforming the management of the agricultural economy. 
This resolution had a profound impact on agricultural and rural development in Viet Nam as it allocated long-term (15 years) contracts on land to individual farm households and permitted farmers to make all decisions relating to investment, production and marketing of output from their plots. The price reforms of 1989 liberalized all prices including interest rates and the foreign exchange rate. It also eliminated the two-tier price system in agriculture once and for all by eliminating the system of compulsory state procurement of output, which boosted trade and narrowed the gap between international and domestic prices of agricultural inputs and outputs. 
The cooperatives lost the dominant role they had played under central planning and many simply disappeared. By reconnecting farmers with the land, giving them reasonable security of tenure and enabling them to trade at market prices, these reforms ensured that farmers could both achieve an adequate return for their investment and work in farm activities. Together with the low capital requirements of agricultural production, this made it possible for agriculture to take off straight away. Agriculture was able to absorb labor displaced by industrial restructuring.

Further reforms in the 1990s, have consolidated these gains of renovation process.  A particularly important reform was the 1993 Land Law, which envisaged the issue of legal titles to land-use rights, thereby enabling transfers - whether through inheritance, rental agreements, gift or sale. Supported the Land Law, the Resolution No.5 of Central Party Committee on allocating long-term and stable land to farm households was also issued.
Also in 1993, the government promulgated a range of decrees aimed at improving investment and technological innovation and at institutional reform. Decree 13/CP on March 2, 1993 concerned the establishment and development of extension services to farmers; Decree 14/CP concerned credit for extended agricultural and rural development; Decree 12/CP concerned reform of state-owned agricultural enterprise management. 

In 1996, the Law on Cooperatives was approved by the National Assembly, clarifying the role of cooperatives as providers of services to households and establishing a legal framework for cooperatives within a multi-sectoral commercial economy. At the same time state-farm management was being changed into enterprise form (Decision 187, 1999). State-owned farm workers could receive a rice plot, garden and house for a flat rental rate, while processing units were given a flat tax rate on revenue. The objectives of the policies were to increase production efficiency by enhancing investment in new technology and improving cost-effectiveness. 

In 2000s, the deeply adjustment changes in agricultural sector, it is period of development of commercial production, increasing economic effectiveness and efficiency, increasing farmer’s income, in and rural development, implementation of commitment, strengthen quality control and deeply integration with the world economy.  

The reform of the taxation system since 2000 involved a phasing out of the agricultural tax which eased the financial burdens of farmer households. The Land Law was amended in 2001, chiefly to permit foreign investors to acquire land-use rights in an attempt to promote land consolidation in agriculture. Commercial farms have been registered. The followed policies on agriculture such as Resolution 09/NQTW on changing agriculture production structure and Resolution 15NQ/TW, dated 18/3/2002 on promoting rural and agriculture industrialization and modernization. 
Land consolidation and agricultural marketing policies are key instruments in agricultural development in the new era of integration.  Irrigation fee was phrasing out in 2007. Also emergence of the private enterprise sector since the reforms has been an important development.

A range of policies (laws of fisheries, forestry, water resource management, plant protection, veterinary, agriculture and under law documents, etc.) have been issued align with international regulations in order to adapt with new ear of integration. At present, series of policies on are ongoing to foster agriculture, farmers and rural development, which as dynamics for agricultural development of Vietnam.
Key achievements of the agricultural sector
These reforms in agriculture are clearly a major driving force in Viet Nam's outstanding economic performance in the past decade. It has made great strides towards eliminating poverty, achieved national food security and become a major exporter of agricultural commodities.

Since 1989, Viet Nam had not only achieved national level food security but also become the second biggest rice export in the world. Vietnam is also one of leading export other agricultural products such as coffee, rubber, pepper, cashew nut, tea, fisheries, forest products, etc. There is considerable scope, by improving the quality and processing standards of Vietnamese products, to gain further market share.

Viet Nam has been one of the world's fastest growing economies in the past more than 20 years (7-9 percent per annum GDP growth, 3.5-4 percent agricultural GDP growth). As a result of the reforms, the household is now the main stakeholder in agriculture with almost 14 million households deriving over 70 percent of their income from farming, especially commercial farms are developing in 2000s, commercial farms and private enterprises have begun to play a role.

Agricultural productivity has risen substantially during the Doi Moi period. Average output of cereals per hectare from 1990 to 1994 was 3.2 tonnes (paddy equivalent), rising to 3.8 tonnes in 1995 to 1998 and 5 tonnes in 2000 to 2007. 

New technologies have been fast developed and applied in production, processing and other activities in the agricultural chain. The use of high-yielding varieties is also spreading. Mechanization, although on the increase, irrigation and land preparation are the most common type of machinery in use in Viet Nam instead of draft power. 
There has been a widespread use of IPM, ICM systems. GAP, GMP, HACCP, quality control and other advanced methods are widely developed. Cooperatives have the potential to play an important role in providing services to farmers, especially those with potential to develop into commercial farming ventures, and the government has made an effort to reform them into more business-oriented entities compared with their previous bureaucratic roles. 

The private enterprise sector since the reforms has also been an important development and a great development. This sector is making rapid gains in terms of its production, providing inputs, services as well as marketing in both domestic and export of agricultural products. 

The expansion of fisheries (including aquaculture) has provided the main contribution to structural change in the agriculture GDP. Within the agriculture, the share of livestock has increased while the proportion of crops has been declined. Forestry has proved less amenable to reform to date. 
There have been significant regional changes in structure as commercialization proceeds, with the development of specialized regions that focus less on rice production and more on cash crops, aquaculture and livestock. These zones tend to be more successful where they emerge from market forces.
Within the rural sector, structural change has proceeded rather quickly. Rural industrialization and diversification have taken off. There has been relatively change in the proportion of off-farm households in the rural areas, suggesting that rural diversification there is starting to take off. This pattern is also reflected in the distribution of poverty. 
Dramatic reduction, from 58 percent in 1993 to 8.3 percent in 2006 (new poverty line 18percent), and it was 14.7 percent in 2007. Income diversification presented the best possibilities for many farmers to obtain higher incomes. Rural infrastructure has upgraded, 94 percent of households use electricity, all communes have motorways to the central, schools, clinics etc. Rural welfare and facilities are improved.

In conclusion, the agriculture sector has demonstrated a remarkable response to the economic reforms introduced from the 1980s onwards. Not only has agriculture grown rapidly, it has also underpinned the success of the rest of the economy. Production, investment and marketing decisions have been transferred to farmers and other production units, macroeconomic reforms have stabilized inflation and assisted Viet Nam's growing world market integration.
Major lessons and ongoing issues require policy response

At present, Vietnam’s agriculture needs to develop a policy response:  
· while industrial development has taken off, output and productivity in agriculture have begun to decelerate; 
· expansion of off-farm employment opportunities has not kept pace with growth in the rural population and the labor force; 
· poverty reduction is slower in rural than urban areas; widen gap between rural and urban incomes; pressure on land and other natural resources has increased; 
· heavy depend on small farm households with small farm size and scattered plots; 
· agriculture has experienced decelerating terms of trade for its main export commodities and the main sources of productivity growth seem to be running out of steam. 
In addition, the technological level of Vietnamese farming remains labor-intensive and there is considerable scope for improvement through use of new technologies. Extension services, particularly those provided by cooperatives, can be enhanced through adoption of practices more closely linked to farmers' market needs. 
Food insecurity persists at high levels in some areas where farmers are unable to shift to more productive activities due to food security policy. Policies on land consolidation and larger farms if commercial farming are continuing to develop. Off-farm employment and underemployment in rural areas is increasing. Rural infrastructure is still obsolete etc. The major lessons are:

· Recognition of the household sector was a crucial element in the success of the reforms. Household economy development is based on social equality ensure, small-farm household’s inner force promoting. The State supports farmers by policies on credit, agriculture extension, technology transfer, creates chances of accessing market economy; enhances science technology service, power source, irrigation, etc;

· The land reform provided a crucial safety net for the rural population and aided agricultural growth. Land policy on assigning of self-production right, land agglomeration, farm economic development, and agro-product production;

· The rapid expansion private enterprises, which plays an important role in processing and distributing agro-forestry and aquaculture products domestically. They have also been the driving force in penetrating new markets, developing new products and expanding relations with partners all over the world. In the agricultural sector, private enterprises take part in production, processing, distribution and export; 

· The reform of agricultural cooperatives represents one of the clearest cases in which path dependence inhibits the implementation of market-oriented reforms. Cooperatives have the potential to play an important role in the rural economy;

· Changing operation form and mechanism of State enterprises in agriculture sector: From a pure state economic form invested by the State offering low business and production effectiveness to the way of partially privatizing State owned enterprises, privatizing ineffective ones by dissolving or selling to private sector;

· Careful target public investment, which is not urban bias driven;

· Poverty reduction is paid more attention, poverty and vulnerable areas are well accommodated in terms of investment and development; 

· The very process of export success has generated falling world market prices in major agricultural products. Given that Viet Nam currently fills a market niche for competitive advantage products and low production costs. 
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Background 


Many people have blamed Structural Adjustment Policies (SAP) directed by International Creditor such as World Bank, IMF, IDB and others IFIs have caused economic catastrophe and serious poverty on most of developing countries received the financial aid including Indonesia. It is mentioned that in Indonesia, since world financial crisis on 1997-98, SAP has brought about huge number of Indonesian International debt as well as deterioration of natural resources, public health, agricultural land, children education etc. 

However, the crisis has already happened and globalization cannot be suspended. Our leaders commitment is keeping on to implement SAP as settled on several APEC Leaders’ Commitment on Structural Reform and Structural Reform Action Plan. All of sectors hopefully support it. We need to look at SAP as an opportunity but not a threat.  
As an agrarian country, Indonesian economics have been very much depend on Agricultural sector. Although managed by huge number of small scale subsistence farmers (labour intensive farming systems), Indonesian Agriculture have very significant role in national GDP of Indonesia as provider of national food security, labour absorption (45% on 2002), capital generator and as provider of domestic industrial  raw materials. Indonesian population on 2007 is 220 million and on 2030 is estimated will become 425 million.  

The economic condition on the last ten years has created great number of agricultural land conversion that cause increase in the number of poor  population in the countryside that need to be empowered. Data show that agriculture land conversion to non agriculture on 1999-2002 is 110.000 ha and rice field lands conversion is around 35.000 ha per year (Kompas, 3 March 2008)

With the above condition, Agriculture sector in Indonesia is not only very sensitive toward globalization but also strategic to create sustainable economic development growth in the future (Nainggolan, K., 2005). Because of the capacity of the country, the commitment toward liberalization on trade, investment and facilitation on agriculture aligned by SAP need some domestic adjustment policies so that in the next time, gradual maximum benefit from SAP can be realized. 

Policies implemented to address the issues

National food security has been continually become a priority to Indonesian Government. Sensitivity of domestic food crops price (rice, soybean, corn, sugar) toward international market price has caused enormous attention given to the commodities. In order to manage everything related to food security, government appoints a Food Security Agency in one level organisation under the Ministry of Agriculture. 
Over time, Government controls price fluctuation, production and availability of food crop commodities in International as well as in domestic market. Most of development programmes under department of agriculture primarily devoted to achieve national food security. For example in research programmes, more than 50% of research activities are related to development of food security issues. Moreover, the solution for quick agriculture land conversion that currently becomes pervasive issue is stressed on the need for food security crops for now and in the future. 

The commitment to liberalise agricultural sector also has been put into priority by the Government recently. Investing in the agribusiness sector have got serious attention by providing:

· facilitation such as sound agrarian reform plan, credit for farmers, incentives, better coordination among sectors (Agriculture, Trade, Industry) on generating  strategic formulation of agribusiness promotion and facilitation;
· extension workers with entrepreneurial skills for each districts in Indonesia (existing 46.398  extension workers for 70.921 districts on 2008);
· technology through research and development, capacity building to empower agribusiness in marginal areas (Accelerated dissemination Program (PRIMATANI), Poor Farmer’s Income Improvement Through Innovation Project (P4 FI3P)), encouraging the banking industry to serve agribusiness and many others policy measures.  

Key points on the aim and design of policy measures

The key point of policies measures is to guarantee sustainable food security and sustainable agriculture development growth in Indonesia. In other word, the policies measures are designed to prepare everything needed for next full liberalization so that we can get maximum benefit from SAP. It was approved as on the era of Suharto that fragile condition masked by high development growth cannot hinder the suffering caused by International financial crisis. The key point is that basic needs have to be fulfilled first and then continue to develop further.

Outcomes in the way the industry has adjusted

Indonesian Ministry of Agriculture said (Sinartani, 2008) that currently, because of government support, in countryside there is emerging desire among farmers to return back to agriculture. 

Productivity of several main food commodities has better growth in the last four years (rice, corn, sugar, and soybean). Although there is some shock caused by the increase of international oil and food commodities price lately, the influence relatively can be resolved very quickly.  

On the effort of various stakeholders in socializing the need for permanent agricultural land as aligned by Agricultural, Fisheries and Forestry Revitalization Programmes of President SBY, the decree for Agriculture Land Protection will be approved by legislation on the end of this year. Even, some provinces, by their initiative, have begun to prepare regulation for that (Java Provinces).

The emergence of agribusiness in country areas has begun to absorb existing unemployment. There are many opportunity of employment absorption in each value chain of agribusiness systems ((Upstream subsystem, On-farm Subsystems, Processing Subsystem, Marketing Subsystem, Supporting Sub System and Services).

The effectiveness of the policies in facilitating adjustment 

There are still many problems faced by government in empowering the agricultural sector such as lack of assets that can be converted to capital, failure on legality, lack of education, lack of awareness on multifunctionality of agriculture, lack of budget to funding agriculture commodities subsidies and facilities. 

Actually there are around 14 regulations on land reform has been issued by government (various institutions) which was aimed to protect functional changes of agricultural land to non agriculture uses. However, in the implementation there was lack of data and  political will and coordination among the related institution such as national agrarian institution (BPN), tax office, Department of agriculture, Department of Public Work.  The more important factor is that there was no sanction applied for broken the regulation. Moreover, there have so many unsolved conflicts between farmers and government that need to be resolved.   

The lack of effectiveness of regulation on land conversion has not been enough followed by intensification of agricultural land to outside of Jawa.

On-going or emerging adjustment issues that may require a policy response

The emerging agribusiness in agriculture sectors means that Information Networking becomes a crucial for farmers and stakeholders. Information on production, demand, and supply should be accessed easily by farmers or its associations. This must be made available by government.

After approval of Decree on agricultural land protection in the end of this year, as soon as possible the regional regulation should be composed and placed into action and supported by stakeholder’s strong commitment, low enforcement, and solid coordination among related institutions. 

Facilitation on each subsystem in agribusiness system should be responsibility of the government such as providing infrastructure and fiscal, market restructuring and trade policies, capacity building, strengthening of government, creating formal forum for agribusiness and rural development, etc.
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Background

On international side, trade liberalization under WTO and AFTA arrangements have been prominent issue influencing the sector. The ultimate goals  of the trade liberalization implementations are increasing quantity of the world trade, making the economy more efficient, and improving the welfare among the country.

Related to agriculture, Agreement of Agriculture (AoA) was viewed among member countries as the key issue, which covers three main issues, (1) to reduce or eliminate domestic support to producers, (2) to reduce or eliminate export subsidy, and (3) to increase market access through reduction of import tariff and conversion of non-tariff barriers in to tariff barrier.

In the spirit of WTO and AFTA agreements, Indonesian government has conducted a set of deregulation policies including in agriculture sector. Indonesian agricultural sector give responses to the change in the international and domestic trade environments.  Tariff rate imposed on the agriculture commodities, except rice and sugar, have been reduced to around 0-5%. Subsidies on agriculture inputs have been phased out since 1998. 
For many products, applied tariff rates were substantially below the bound rates that were subject to reduction commitments. In general Indonesia’s commitments to agricultural trade reform have had a limited impact on agricultural industries. However, for some products, rice, sugar, and soybeans, have been facing adjustment issues in relation to trade reform.

Bound tariffs and their implementation in Indonesia

Indonesia is one among developing countries that radically liberalized the marketing of its agricultural products, and reduced import tariffs that actually already low. Indonesia applied tariffs much lower than what were bounded in the AoA-WTO agreement. For example in 2002 government applied specific tariffs for rice and sugar  Rp. 430/kg and Rp. 700/kg, respectively  and the tariffs were changed to 30% and 40% in terms of ad-valorem since 2005. 
Meanwhile, the tariffs for other commodities were much lower than these two commodities. Soybeans and milk bounded tariffs were 27 % 210 % in terms of ad-valorem, while their implementations were only 10 % and 5%, respectively. Even in early 2008, import tariff of soybeans and wheat have been removed because world price of  those commodities tend to increase continuously and caused the production cost of domestic food industries also increasing. 
Table 1. Bound and Applied Tariffs on Agricultural Products in Indonesia, 1994-2007
	Commodity
	Bounded 

(%)
	Applied tariff in Indonesia (in % or Rp/Kg)

	
	
	1994
	1996
	1998
	2000/01      
	2002/04
	2005/07

	Rice
	160
	0
	0
	0
	Rp.430
	Rp.430
	450

	White Sugar                         
	95
	10
	0
	0
	25
	Rp. 700
	790

	Milk/Products                     
	210
	5
	5
	5
	5
	5
	5

	Soybeans
	27
	0
	0
	0
	0
	0
	10*

	Corn
	40
	0
	0
	0
	0
	0
	5

	Wheat
	18
	0
	0
	0
	0
	0
	 5*

	Meat
	50
	5
	5
	5
	5
	5
	5


 * Since January 2008 import tariff  for  those two commodities have been  removed.

Source: DGCE, Indonesian Custom Tariff Book, various years.

As shown in Table 1, the applied tariffs of almost all agricultural products were much lower than what were bounded in the AoA-WTO. The low tariff policy has encouraged the high flow of agricultural products from other countries to Indonesia. 

As a result, the prices of imported agricultural commodities mostly lower than what they supposed to be. Another impact is that the prices of imported commodities were lower than the domestic one. It implies that the competitiveness of domestically products will be relatively lower.

The impact of trade liberalisation on Indonesian agricultural prices, production and trade

Prices
Due to protection and subsidy given by developed countries to their agricultural products, they sold their agricultural products to world market at a low price, so that the price of food in the world market remain distorted and tended to decline, especially rice, maize, soybeans, sugar, wheat, and meat. This support had a negative impact on the poor farmers who produce food, since they could not compete in both international and domestic markets.

Study conducted by Swastika, et.al (2006) revealed that growth of wholesaler real prices of some commodities in Indonesia during the period of 1998-2004 were negative. The real price of soybean, rice, and milk grew at the rates of -1.87 %, -2.18 %, and -0.94%, respectively.  The continuously increasing of the production cost of these three commodities in Indonesia while their prices are declining implies the farmer’s welfare is also declining. The situation will be worsening if the import of same commodities is increasing. But since 2005 the prices tend to increase, mainly for soybeans, maize and rice.

Rice in Indonesia is not just a staple food for more than 95 percent of the population, but it is also a strategic political commodity. The dependency on imported rice will hamper food security as well as economic and political stability. Therefore, there should be some incentives for Indonesian farmers to produce more rice, in order to be able to develop sustainable food security.
In general Indonesia’s commitments to agricultural trade reform have had a limited impact on agricultural industries. However, for some products such as rice and sugar, have been facing adjustment issues in relation to trade reform. The following describes the trend of rice and sugar production and trade in Indonesia.

Rice Production and Trade

Before the AoA was implemented (1986-1995), harvested area, production, and yield of rice had grown at rates of 1.41 %, 2.44 % and 1.03 % a year respectively. Ten years after AoA implementation WTO (1995-2006), the growth tends to be slower compare to the previous period, namely 0.17 %, 0.62 %, and 0.45 % a year respectively. Harvested area and yield were almost stagnant.

Trend of import, export and trade balance of rice were in the same situation. Ten years before AoA was implemented (1986-1994); Indonesian rice import was on moderate volume, around 24 to 630 thousands ton or 207 thousands ton on average. At the same period, exports were 93 thousands ton on average. Trade balance was on deficit around 115 thousands ton.  Although in most years rice trade balance was in the deficit condition, but Indonesia had experienced on surplus in 1986 and 1994.

After the AoA was implemented, rice import significantly increased in 1995, which was fivefold compared to 1994. Meanwhile export was almost zero so trade balance was in high deficit.   The high increase of rice import at those year because rice trade was in full liberalized (import tariff was zero and no other import protection) although the bound tariff actually was high at 160%. World price for rice was also relatively low because the price was subsidized by exporter countries. In 1997 rice import declined because of the monetary crisis and made import price (in domestic currency) drastically increased.  

In 2001 rice import significantly declined compare to 1999. The declining was mainly because government imposed import tariff Rp.430/kg since 2000. From 1996 up to 2000 import tariff for rice was zero percent. The import policy was also combined with non tariff policy to protect flooding of rice import through import monitoring and import limitation policy.

Sugar Production and Trade

During period of 1969-1973 the import tariff for sugar was zero. It was because domestic sugar production was still small. But during 1974-80 the government imposed tariffs on sugar at 60%. The tariff then was decreased to 10 % at period of 1981-1993. But in 1994 import tariff was reduced to zero percent mainly because of the trade liberalization, although binding tariff for sugar was still high at 95%. With no tariff import, domestic sugar condition in 1994 and 1998 were under high pressure. 

During ten years after the AoA had been implemented (1995-2004), sugar production and harvested area had decreased at rate of - 1.5 % and -2.4% a year respectively. The unfavourable condition of sugar industry (mainly in the period of 1997-2000), was due to the liberalization implementation. 
The National Logistic Agency (Bulog) had no longer had import monopoly on agriculture products. Import licensing requirements were removed and the private sector was allowed to import products that were previously controlled by the Government. Import at the same period was very high. Domestic price much lower than import price and could not compete with the import price. These conditions caused six sugar factories were collapse.

To improve this condition,  the government implemented import tariff at  25 % for white sugar in 2000. Beside the import tariff policy, Indonesian government promoted policy that aim to control import by making limitation on sugar importing for only producer importer and license importer.  The high pressure facing by domestic sugar industry and also because of the high protection from other countries on their sugar industries had encouraged government to apply those policies. Although the policies were  in controversial but it was able to increase sugar domestic price.

The growth of import, export and trade balance of Indonesian sugar for 10 years before and 10 years after the AoA-WTO implementation as follow. Import volume during 10 years before the AoA-WTO implementation (1986-1994) was still small, around 226 thousands ton on average. But after the AoA-WTO had been implemented, the import increased and tends to be higher. In 1999 the import drastically increased at around 2324 thousands ton. 
The implementation of import tariff and non tariff policies (import regulation, monitoring and limitation) by government to protect domestic sugar in 2000 were successfully reducing import in 2002 at around 1.029 thousands ton. But in 2003 import tend to increase and some of them came from illegal import. For 10 years after the AoA implementation (1995-2006), average import volume is 1407 thousands ton which import in 2006 was almost sevenfold compare to the import during ten years before AoA was implemented. 
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� INEGI, Información Geográfica, 2006. 


� SAGARPA. Programa Sectorial de Desarrollo Agropecuario y Pesquero 2007-2012, 2007.


� FAO. 2006 for production; 2005, for exports.  


� Based on INEGI, Survey of Employment 2007.


� SIAP, data for  2007 autumn-winter season. 


� Includes agriculture, livestock and processed food products .
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