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Executive Summary

During the past decades, agriculture in the Greater Mekong Sub-region (GMS) has ex-
perienced noticeable diversification and many cash crops including cassava, sugar
cane, maize and soybean have been extensively grown in addition to rice, the predomi-
nant agricultural product in the region. This agricultural development was facilitated
mainly by infrastructure improvement and economic cooperation and integration in the
GMS countries, especially under the context of thriving development of GMS economic
corridors that link the sub-region to major markets, cradle centers for enterprise devel-
opment, and bring together the diverse constituencies needed to catalyze progress to-
wards an prosperous future of the sub-region.

With the maijority of the poor population in the region engaged in the agricultural sector,
promoting the development of agriculture has then emerged as one of the key strategies
for poverty alleviation and economic development. However, because most of the far-
mers in the region have limited capital and practice subsistence rice farming, and lack
access to necessary inputs to improve their productivity and income, farmers are often
excluded from the benefits offered by a dynamic economic corridor.

Under these contexts, the Mekong Institute (MI), sponsored by the New Zealand Aid
Programme, is therefore conducting studies on cross-border agribusiness (CBAB) along
different GMS economic corridors that aim to examine the existing facilities, manage-
ment policies and practices of CBAB, in particular cross-border contract farming (CBCF).
One of the sub-studies is a rapid appraisal of the current situations of CBAB along the
North-South Economic Corridor (NSEC) with a focus on China-Laos border.

The key findings of this field visit identified two main types of agricultural investments in
northern Laos. One is the government-initiated agricultural cooperation program, in par-
ticular the Alternative Development Scheme aka Opium Substation Development
Scheme supported by Chinese government. The other is individual small-scale contract
farming investments by Chinese businessmen. Current and potential issues related to
these agricultural investments were also examined, including border passings and cus-
tom clearance procedures. It was found that different types of investments have different
procedures to allow their harvested products to pass the border into China.

With Laos still being underdeveloped, its government has limited financial support to ad-
dress issues like lacking of irrigation systems, drought and flood control measures, roads
and electricity supply. Agricultural management and technicians are in great needs.
Good seeds, fertilizer, and pesticide and other agricultural supplements are also needed.
The issues raised in the report require a comprehensive and consistent support from
concerned government agencies, participating companies and communities, not only
from within, but also from outside at regional and international level. When it comes to
cross-border issues in particularly, it calls for more meticulous consideration on how to
promote economic development and social and environmental progress.
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Chapter I: Introduction
During the past decades, agriculture in the

Figure 1: Key North-South Economic Corridor
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and economic cooperation and integration
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context of thriving development of GMS
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J VIET NAM

B LAD PEOPLE'S ™.
4, DEMOCRATIC REPUBLIC ..

thor k- 5
JVIET NAM

The North—South Economic  Corridor
(NSEC) is one of such corridors. NSEC =~ *=**
was first identified by the GMS ministers at the 8th GMS Ministerial Meeting as one of
the three priority projects under the economic corridor approach. It was subsequently
included as one of the flagship programs under the Ten-Year GMS Strategic Framework
endorsed by the leaders of the GMS countries during the first GMS Summit held in
Phnom Penh, Cambodia in 2002.NSEC consists of three major routes along the north—
south axis of the GMS (see GMS map highlighting these routes) that connect major
population and economic centers in the northern and central parts of the sub-region,
namely, (i) the Kunming—Chiang Rai-Bangkok via Lao People’s Democratic Republic
(Lao PDR) or Myanmar route (also referred to as the “Western Sub-corridor”), (ii) the
Kunming—Hanoi—Haiphong route (also referred to as the “Central Sub-corridor”), and (iii)
the Nanning—Hanoi via the Youyi Pass or Fangcheng—Dongxing—Mongcai route (also
referred to as the “Eastern Sub-corridor”).

Several project aimed at improving transport links in NSEC have been completed by ef-
forts under the Cross-Border Transport Agreement (CBTA) and the Strategic Framework
for Action on Trade Facilitation and Investment (SFA-TFI) to facilitate the movement of
goods, people, and vehicles along the corridor. This enhanced connectivity has therefore
created new channels and opportunities for cross-border trade and capital investment,
particularly in agriculture. Trans-border sharing of agricultural resources and markets
also opens up opportunities for cooperation in production, processing and value-added
activities. Given the majority of the poor population in the region are engaged in the agri-
cultural sector, promoting the development of agriculture has then emerged as one of
the key strategies for poverty alleviation and economic development. However, since
most of the farmers in the region have limited capital and practice subsistence rice farm-



ing, and lack access to necessary inputs to improve their productivity and income, far-
mers are often excluded from the benefits offered by a dynamic economic corridor. In
this respect, contract farming (CF) as a commercial agricultural activity has gained much
favor as a form of private sector involvement that can address some of the socio-
economic disadvantages, especially in the provision of inputs, credit, improved technol-
ogy, information and access to markets.

In the past few years, contract farming has been consistently promoted under multilater-
al agreements like ACMECS and AISP and other bilateral agreements. Enterprises from
Thailand are investing conspicuously in Lao PDR and Cambodia and contract farming
has been pursued in border areas in economic corridors like NSEC and SEC. CF ar-
rangements, both large- or small-scale, between Thai companies and contract farmers
from Cambodia and Lao PDR have been studied for a while. Nonetheless, the results
from these studies are mixed due to various regulatory, logistic and financial barriers.
Well-prepared cross-border agribusiness policies are called upon to be in place and en-
forced to ensure that both parties of the business benefit from the joint ventures and that
the development is meeting the needs and at the same time, keeping a social, economic
and environmental balance. On the other hand, few studies have been done with regard
to cross-border agribusiness arrangements including CF between China and Lao PDR.
In this case, this rapid appraisal of cross-border agricultural business along NSEC: Fo-
cus on China-Laos border tries to provide some initial findings on this front.

Chapter Il: Study framework

Background of the study

With a booming agricultural development in the GMS region, the Mekong Institute (MI),
sponsored by the New Zealand Aid Programme, is therefore conducting studies on
cross-border agribusiness (CBAB) along different GMS economic corridors that aim to
examine the existing facilities, management policies and practices of CBAB, in particular
cross-border contract farming (CBCF). The results will help MI, as a human resource
development center in the sub-region, better understand the current situation of CBAB
and CBCF, and become more effective in planning, designing and implementing capaci-
ty development packages for concerned organizations and stakeholders in the sub-
region. The results will also serve as baseline data for Ml and its partners to conduct fur-
ther studies on this issue to make CBAB beneficial in improving living standards of small
farm holders in GMS and stimulating sustainable economic growth in the region. One of
the sub-studies is a rapid appraisal of the current situations of CBAB along the North-
South Economic Corridor (NSEC) with a focus on China-Laos border.

Key study questions

1. What are the main cross-border agribusiness and contract farming pattems
along NSEC through case of China-Laos border?

2. How do CF enterprises, government agencies and contract farmers perceive
this farming model?



3. What are the challenges and opportunities to boost agribusiness along
NSEC?

Objectives of the study

1. To assess current facilities of NSEC and resources in relation to cross-border
agribusiness between China and Lao PDR,;

2. To examine current situation on quantity and management of cross-border
CF arrangement;

3. To study current policies and measures taken by the government and inves-
tors in regard to cross-border agribusiness and agricultural trade;

4. To obtain perceptions of investors, contract farmers, government agencies
and other stakeholders on cross-border CF, and identify related contributing
and obstructing factors; and

5. To offer recommendations on how to improve cross-border agribusiness and
CF in order to benefit small-scale farmers in the region.

Scope of the study

The study will focus on cross-border produces under CF arrangements only and the
study location for NSEC will mainly cover China-Laos border areas between China’s
MenglaCounty in Xishuangbanna Prefecture, Yunnan Province and Lao PDR’s Boten
and Sing Districts, LuangNamtha Province, as shown in the map below.
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Methodology

The methodology used in this research is mainly qualitative and descriptive. The re-
search compiles relevant data from different sources and key informants including but
not limited to (1) a review of documents related to CF, agricultural development and
cross-border trade in GMS; (2) an Internet based search of recent media coverage of
cross-border trade issues between China and Lao PDR; (3) a review of current govern-



ment policies and regulations on CF and cross-border agricultural trade and investment;
and (4) a review of documents, books, reports, studies, and conference proceedings
made available through the Internet, including documents from the World Bank, ADB,
United Nations, FAO, and other international organizations.

A field study at the border between China’s Mohan Town and Lao PDR’s Boten and Sing
District was conducted. In the course of field study, primary data and sources were col-
lected through the following methods:

1. In-depth interview of key informants including CF enterprises, traders, con-
tract and non-contract farmers, concerned government agencies like agricul-
tural department, extension service, and border custom office; and

2. Field observation to examine CF and typical agricultural production, basic in-
frastructure along NSEC, marketing facilities, agricultural and natural re-
sources, etc.

Chapter lll: Initial findings

With improved connectivity, GMS member countries increasingly sourced agri-food im-
ports among themselves while simultaneously increasing exports outside of the sub-
region, demonstrating rapid regional integration of markets for agricultural products. Giv-
en the relatively compact geographic area of the GMS and the member countries’ com-
parative advantage in agriculture, regional cooperation in this sector continues to be a
high priority.

The GMS member countries have demonstrated their comparative advantage through
expanded trade gaining a sizeable share of global markets for key food and agricultural
products, such as rice, cassava, prawns, processed fish, poultry products, and rubber.
The foundation of the subregion’s agricultural comparative advantage is the quality of
natural resources, fertile agro-ecosystems, and rich biodiversity. The challenge for GMS
member countries is to pursue economic development without creating additional bur-
dens on natural ecosystems thus, preserving biodiversity, and the quality of rural and
urban life. The conservation of those resources is dependent on the capacity and com-
mitment of GMS governments to collaborate regionally to improve the management of
shared resources while pursuing economic growth.

Current policies related to agribusiness and CF in GMS

ACMECS and AFTA

The Ayeyawady-Chao Phraya-Mekong Economic Cooperation Strategy (ACMECS),
launched by the Thai Government in 2003, has emerged as an important Thai Govern-
ment policy instrument for promoting bilateral trade and investment between Thailand
and its neighboring countries in GMS. This policy allows tariff-free importation of all ap-
proved agricultural products produced under contract farming in ACMECS member
countries, including Cambodia, Lao PDR, Myanmar, and Vietnam. Over time, ACMECS
has been useful ininitiating the process of systematizing cross-border contract farm-



ing and establishing procedures for cross-border trading of commodities from producers
participating in contract farming projects. With the full execution of ASEAN Free Trade
Area (AFTA) by Thailand in January 2010, it is likely that cross-border contract farming
will expand to take even greater advantage of the agro-ecological potential and compar-
ative advantage of countries like Lao PDR and Cambodia for Thailand to produce a di-
versity of high value food and agricultural products including niche market and organic
commodities, non-timber forest products, and natural crop and livestock products. The
growing business in agriculture will stimulate economic corridors in a more dynamic way
and make better use of the roads connecting these corridors. It may be possible to use
the imminent AFTA trading system to further develop cross-border trading procedures to
the next level; including requiring traders and agro-processors to have written con-
tracts with producers or farmer groups or associations.

China-ASEAN Trade in Goods Agreement

The China-ASEAN Trade in Goods (TIG) Agreement, signed in July 2005, is likely to
have a greater impact on Chinese cross-border contract farming enterprises in the
northern uplands of Lao PDR. Under this agreement and others, China has declared
special and preferential tariff treatment on more than 240 categories of goods exported
from Lao PDR to China, with zero-tariff on approximately 600 agricultural raw materials.
Though the TIG Agreement and the special and preferential tariff treatment for Lao
products is not specifically aimed at promoting contract farming and agricultural trade,
however, the ability to export from Laos a broad range of agricultural raw materials to
China with zero import tariffs serves as an incentive for Chinese traders, investors, and
agro- processors to source raw materials through contract farming arrangements.

China-Laos Agricultural Cooperation MOUs

Agricultural cooperation between China and Lao PDR started as early as 1995. The
“MOU on Agricultural Cooperation” signed in November 2000 marked the official begin-
ning of the cooperation between the two governments in agricultural sector. Several oth-
er agreements were also signed in 2001, 2006 and 2010, which are likely to stimulate
agricultural trade and investment in Lao PDR in the years ahead. Agricultural sector has
become a key cooperation component, and the cooperation efforts are conspicuous in
the forms of official aid and investment, agriculture demonstration zones development
and ad hoc investment projects.' These projects include trainings on hybrid rice growing,
pesticides control, and in particular, cash crop plantations under the Alternative Devel-
opment Scheme, which will be further elaborated in the following parts.

Agricultural policy of the Lao Government

The objectives set by the Lao Government in its 6th National Economic-Social Develop-
ment Plan (2006-2010) already include the “continued shift in the structure of the agricul-
ture and rural economy towards promoting of commercial agriculture.” The Plan also
states “private initiatives including those by foreign investors and traders from neighbor-
ing countries to promote contract farming, especially in horticulture and tee crops are
being encouraged.” Prime Minister of Lao PDR, Mr. BouasoneBouphavanh also con-
firmed the government support to contract farming as the preferred alternative to con-
cessions and plantations, and emphasized that all investment projects including contract
farming projects should have the potential to benefit local people.?



Cross-border agricultural trade status along NSEC

Agricultural trade volume at Laos-Thailand Border: Chiang Kong-Houayxay

Over the past 10 years, the trade passing through the Thailand-Laos border at Thail-
and’s Chiang Khong port experienced a noticeable increase, reaching up to 264.5 million
USD in 2011 compared to 18.8 million USD in 2001, and 49.1 million USD in 2007 when
the Kunming-Bangkok Route was open. The main agricultural products being traded at
the border are vegetables, fruits and flowers from China and Laos. (A detailed list of
main traded products is given as attachment 1.)

Chiang Khong Customs House Loading oranges from China at Chiang Khong
Port

Agricultural trade at China-Laos border: Mengla — LuangNamtha

Over the years, the goods passing through the China-Lao border at Yunnan’s Mengla
County via the Kunming-Bangkok Route has increased tremendously. In 2011, the
cross-border trade in Mengla County enjoyed a total trading value of 831 million USD
compared to 128 million USD in 2007 when the Kunming-Bangkok Route was just com-
pleted and open to traffic. In addition to the only intemational land port at Mohan, there
are also four small traditional land ports (Mengman, Manzhuang, Mengrun and Xinmin)
and a Guanlei International River Port, serving as alternative passages for China-Lao
trade especially in agricultural products. Generallt, Mohan Pland Port leads the trade in
Mengla. In 2011 Mohan Port held a trading value of 664 million USD, accounting 80% of
the total trading value. Mohan Port has become the third busiest border port in Yunnan
after Ruili with Myanmar and Hekou with Viet Nam. The China-Lao trade has dominated
Mengla Custom region for years. However, trade with Thailand passing Laos via Kunm-
ing-Bangkok Route or Mekong River has experienced noticeable increase. In 2010, the
trade with Laos valued for 472 million USD while with Thailand for 246 million USD, an
increase of 38.8% and 61.6% compared to 2009.*Vegetables, fruits and flowers trading
play a dynamic role in Mengla’s cross-border economic activities. In 2010, the trading
value for these three products reached to 121 million USD, 80.14 million USD and 13.91
million USD, respectively, which accounted for almost 1/3 of Mengla’s total trading value
of 753 million USD in 2010 (See attachment 2 for more details).

With the establishment of the China-ASEAN Free Trade Area, cross-border trade is
mostly likely to expand. In the meantime, a serious of infrastructure projects, cross-



border facilitation agreements, and agricultural cooperation MOUs and programs have
also been achieved by the efforts of concerned governments and international develop-
ment agencies such as ADB and FAO. Nonetheless, challenges still exist. Cross-border
contract farming, in particular between China and Laos remains limitedly studied.

Cross-border agricultural investments between Laos and China

A large number of cross-border agricultural investments are taking place in northern
provinces of Laos that border with China. However, these agricultural investments can
be generally categorized into two groups by types of investments -- one is the govern-
ment-initiated agricultural cooperation program and the other is individual investment of
small-scale contract farming by Chinese businessmen.

Rubber plantations Bananas plantations Watermelon plantations

1 Government-initiated Alternative Development Scheme

1.1 Background

The Chinese government-initiated agricultural cooperation program is mainly referred to
as the Alternative Development Scheme or more directly, the Opium Substitution Devel-
opment Program. The alternative development cooperation started as early as 1991 in
northern Myanmar and Laos where opium cultivation still dominated large parts of the
region. The cooperation was carried out in various forms such as economic cooperation,
financial support and agricultural technology training. However, these activities were ra-
ther dispersed and inconsecutive, and mainly by individual companies in large-scale
rubber plantations and other crops like sugarcane, tea and corn. In 2005, the Yunnan
Province Party Committee issued a policy document “Dissolving the Main Task of
People’s War Against Drugs for 2005,” and put the Yunnan Provincial Department of
Commerce responsible for organizing and coordinating development programs “in the
peripheries”.*The following year the State Council approved a poppy substitution devel-
opment program for Myanmar and Laos, and created a special Opium Replacement
Fund.® Since then the Chinese government has been actively promoting the scheme and
mobilizing Chinese companies to take part.

The focus of the scheme to reduce opium cultivation is on overall economic develop-
ment by integrating the local economy of the border regions of Myanmar and Laos into
the regional market, and through bilateral relations with authorities and businessmen
across the border. According to the Chinese government, the substitution projects have



achieved several successes in the program areas such as creating a new source of in-
come for local farmers; strengthening infrastructure conditions; improving knowledge
and agricultural production technologies; putting into practice new theories on the fight
against drugs; and enhancing good relationships with neighboring countries. The pro-
gram gained much support from the host countries as a means to reduce poverty and
advance socioeconomic development, and it also echoed with their policies to end shift-
ing cultivation and opium cultivation. It is reported that the average annual income of
participating areas increased to the present 1000 yuan from 200 yuan in the past.

1.2 Policies towards the Alternative Crop Substitution Scheme

Chinese companies participating in the cross-border development schemes receive sev-
eral state and provincial level financial incentives. These include easing bureaucratic im-
pediments for investment, loosening labor regulations, providing subsidies and import
tax and VAT waivers, and most importantly, granting permission to import crops pro-
duced under the scheme, as imports to China are subject to import quotas which can be
difficult to obtain.

The Chinese govemment has set several conditions for companies that are willing to
participate in this program. The most fundamental one is that these investments should
contribute to socioeconomic development of the local regions. If the company performs
well, the government will subsidize a certain amount of money per mu (0-30 yuan/mu, 15
mu equal 1 hectare). The government encourages diversification of crops, but in prac-
tice, mono-plantations still predominate the scheme, usually rubber, which accounts for
more than half of total areas under the scheme. Most importantly, rubber is a key stra-
tegic commodity for China’s industry, together with coal, iron and petroleum. Domestical-
ly, rubber can only be grown in Yunnan and Hainan provinces, where further expansion
is limited by scarcity of suitable land. Rubber plantations in Laos and Burma, where land
and labor are cheap and local land tenure nearly non-existent are of great strategic im-
portance in satisfying China’s growing domestic demand.®This explains why rubber is
widely promoted compared to other cash crops such as sugarcane, rice and maize. Up
to 2011, around 100 companies from Yunnan have invested 1,150,000 mu of land in
northern Laos under alternative development scheme,” and with Mengla County ac-
counting for 76% of the total invested lands (see attachment 3 for more details). Howev-
er, it should be noted that there are discrepancies in national land data between and
within ministries and departments, and between government data and the reality on the
ground due to inconsistent reporting of the companies and lack of field verifications.

Chinese companies complain that the subsidies are difficult to obtain, as some of the
subsidies are associated with loans from commercial banks. If banks do not approve the
loans, the subsidies therefore cannot be obtained. “The big money for me is from ex-
ports to China. We get tariff and VAT exemption,” claims one Chinese businessman. But
all that notwithstanding, “From our perspective, it is over-regulated.”

Some studies report that on the China-Myanmar border some Chinese traders abuse the
schemes by pretending to plant crops, but in fact are only buying up local produce from
farmers in Myanmar, bringing it into China free of customs duty, and making enormous
profits.® The Chinese government temporarily suspended the opium substitution program



in early 2010 to evaluate its successes and failures. And now, China and the provincial
government do not approve new companies to participate in the schemes nor expand
plantation areas. The government is more willing to support the current participating
companies that are of good reputation and trustful, and tries to diversify products such
as short-term crops and livestock. Approving new investment would cause issues such
as relocation and environmental disturbance, which is obvious for rubber and sugarcane
plantations that may result in loss of biodiversity in natural forestry ecosystems. This de-
cision shall allow current development schemes to generate long-term and stable bene-
fits.

1.3 Background of rubber plantations in northern Laos

In the mid-1990s two concurrent processes, one supported by the Lao and Chinese
governments and the other by Lao villagers’ own initiatives, spearheaded rubber devel-
opment in northern Laos. The first project in Ban Had Ngao village in LuangNamtha
Province, backed by the local government, began in 1994. Other villages in the province
soon engaged in rubber cultivation through informal contracts with Chinese entrepre-
neurs, often from the same ethnic group.

From about 2000 to 2005, the LuangNamtha Provincial Government encouraged rubber
development through business and bilateral government linkages with neighboring Chi-
nese county governments especially Mengla County. In addition, the Lao government
passed a new law promoting foreign investment. Many contingent factors converged
during this time, such as a spike in rubber prices, bad weather destroying rubber crops
in southern China and government curtailment of rubber expansion in Xishangbanna.
But, it was the implementation of China’s opium crop substitution policy that provided the
main impetus and capital to subsidize the Chinese agricultural development boom in
northern Laos. Nearly all large-scale official Chinese rubber investments in northern
Laos are part of China’s opium replacement policy.’

Formalization through bilateral agricultural development agreements has led to a recent
surge in large-scale rubber establishment in northern Laos. The availability of official
Chinese investment through provincial government channels has also influenced the
business model, regarding both smallholder contract farming and large-scale conces-
sions.

The confusing mixture of informal and formal rubber contracts, both smallholder and
concessions, has led to a jump in planned and already planted rubber, which appear to
far outpace the earmarked total by national government authorities.

In LuangNamtha province, where the rubber boom had encouraged heavy investment,
16,000 hectares of rubber were planted in November 2007, only 4,000 hectares less
than 20,000 hectare cap set in the province for 2010. In just Muang Sing district alone,
6,500 hectares were planted by the end of 2007, with over 75 percent of the villages
growing rubber. Muang Long district had planted 1,700 hectares by 2007. LuangNamtha
province now has about 29,000 hectares of rubber plantations, established by domestic
and Chinese businesses. About 10,000 hectares are now ready to harvest, while the rest
of the trees will mature between 2015 and 2020."° In Oudomxai province, by mid-2008



4,600 hectares of a planned total 34,000 were growing. Actual planted area is higher
than official totals because many villagers are making deals with informal investors for
contract farming arrangements without reporting to their local government agencies to
avoid government oversight and taxes."

1.4 Rubber development models in northern Laos

A variety of arrangements are currently being implemented following national and local
government mandates, villager preferences and Chinese business practices. Provincial
governments usually promote a ‘2+3’ contract-farming model, by which villagers provide
land and labor (the 2’) and investors contribute capital, technique and market access
(the ‘3’). The profit sharing arrangement is 70 percent for the villagers, and 30 percent
for the companies, which pay various taxes to the government. This ‘cooperative’ ar-
rangement between farmers and investors is intended to lessen coercion. But confusion
remains regarding how villagers ‘provide’ land and labor."

While provincial governments promote this model as an exemplary form of development,
what often develops is a concession-type arrangement. In reality, more of a ‘1+4’
scheme is implemented, in which villagers only provide the land, in exchange for only
about 30 percent of any future profits (reversing the shares of the 2+3’ model). Villagers
may opt to provide wage labor for the plantations, but sometimes labor comes from out-
side the village.

The “1+4’ concessionary model arrangement has a more top-down governance ap-
proach than the 2+3’, which in theory offers greater decision-making power to villagers.
Under the “1+4’ model, large Chinese companies approach the provincial and national
authorities that subsequently exert pressure on lower government levels to procure
enough land to fulfill the contract in that district.

.
The different development models are difficult to identify in practice. The main distinction
is the type of investment: smallholder investment through familial ties and informal con-
tracts versus large-scale, mostly foreign, companies with top-down investment contracts.
Villagers tend to favor small-scale unofficial arrangements because of the greater trust

among parties, more secure financial return, better understanding of land use rights and
familial ethnic social linkages."

Cultivated rubber plantations



But in some cases villagers desire the more concessionary ‘“1+4’ model because com-
panies retain more control over their rubber production, and the concomitant business
pressures. Villagers get paid every season as wage laborers, and don’t have to contend
with the demands and stresses that the 2+3’ model often requires. If the more conces-
sionary approach is attractive because villagers earn some compensation for their years
of labor until rubber is tapped, this option is not free of problems.

Tension exists between proponents of smallholder and concession models, and between
provincial/district and national government agencies on how to proceed with rubber de-
velopment. For example, the provincial governments in three northern provinces, Lua-
ngNamtha, Bokeo and Oudomxai, all agreed on promoting smallholder plantation devel-
opment instead of land concessions for rubber. However, the national government sup-
ported large-scale rubber concessions operated by influential Chinese companies, such
as Yunnan Rubber, a Lao subsidiary of Yunnan State Farms.™

Although the formal bilateral concessionary model arrangements are becoming increa-
singly prevalent in northem Laos, the contribution of unofficial contracts establishing
smallholder plantations through small investors is not insignificant. These sorts of infor-
mal, often verbal, contracts continue to play an important role in transferring technical
expertise to upland villages comprising similar ethnic identities.This more decentra-
lized, voluntary, smallholder process facilitated by cross- border intra-ethnic group identi-
ty is completely absent in northern Myanmar.

2 Small-scale contract farming investment by Chinese businessmen

Individual agricultural investment can be more flexible and dispersed in northern Laos
compared to the government-initiated programs. Registered trade companies, farmers
cooperatives and some individual businessmen are involved in such investments. The
main crops planted by Chinese companies or businessmen are banana, watermelon and
fresh vegetables like chili and green bean. These investments usually are carried out in
informal contract or through familial ties on a small-scale basis. Formal contracts with
local governments or contract farmers are sometimes missing. However, even for the
signed contracts, enforcement still remains a question.

2.1 Contract farming within Mengla County, China

As a commercial agricultural production arrangement, contract farming has been prac-
ticed by many farmers cooperatives’ registered in Mengla County over the past three to
four years. It is reported that 90% of the winter plantation has been cultivated under con-
tract farming arrangement. Mohan Xingnong Vegetable Cooperative (Xingnong for short

' These cooperatives’ main purpose is not to make profit but provide their members with neces-
sary services on market dealings. However, when dealing with other economic organizations or
non-members of the organization, the cooperative will often seek to maximize the profits. For the
profits, a small portion will be kept as common savings for the long-term development of the co-
operative, but the majority will be returned in proportion to the members according to the amount
of transactions between members and the cooperative.



hereafter) is one of such farmers cooperatives specialized in vegetable contract farming
in Mohan Town, Mengla County. The cooperative has been very successful in conduct-
ing contract farming within the county and its operation can be representative of small-
scale contract farming models in the region.

. . Winterveggetable fields with banana
Green beans fields near Mohan Village trees on hillside
2.1.1 Introduction to Xingnong Cooperative

Established in December 2008, Xingnong has now grown into one of the key players in
promoting Mohan’s modern agricultural development. It now has more than 136 house-
holds as regular members, and established long-term and stable contract relationships
with other 800 more households in Mohan Town. Since 2010, Xingnong has cultivated
400 ha of winter crops like green been and chili by contracting local farmers with its an-
nual income from winter agricultural production over 12 million yuan.' In addition to
fresh produce production, Xingnong is also involved with cross-border agricultural trade
and cross-border contract farming in Laos, which they just started two years ago.

Xingnong's office

There are no strict criteria to join the cooperative as long as the farmer has spare land,
especially during the winter. The cooperative follows a quasi “3+2” model that farmers
provide land and labor while the cooperative provides capital (seeds, pesticides, fertilizer
and mulch), technology (trainings) and marketing (harvesting and purchasing). And the
cooperative does not require the farmers to repay the capital, as a business strategy of

Xingnong's cooling storage

2.1.2 Xinnong Cooperative’s CF activities



the cooperative. It is likely that returns will be enough to cover the input while still making
a considerable profits. The operation uses a pattern called “cooperative — demonstration
site — farmers” where the cooperative offers a series of services before, during and after
the harvest including training, seedling, mentoring, purchasing and selling. Market infor-
mation and technical training are provided to cooperative members and contract farmers
by the cooperative and concerned government agencies. Government funding is also
available for improving basic facilities, quality and quantity control, product standard set-
ting and product branding.

The main benefit to join the cooperative as a member is the price guarantee. When the
cooperative collect products and it pays according to the predetermined price, even if the
market price is low. Non-cooperative members can also invest and grow winter agricul-
tural products, and they can sell at a higher price. However, they will also have to face
higher risks because of market fluctuation. In this case, becoming a cooperative member
is much securer and attractive to local farmers. And cooperatives’ reputation is good,
that’s why many people join.

There is rare contract breach given the following reasons. 1) There are several coopera-
tives who are predominating in its own geographical areas. The farmers belonging to
certain area and receiving service from one cooperative will not sell their products to
outsider cooperatives even if that cooperative provides a higher purchasing price to their
own contract farmers. 2) The cooperatives and participating farmers know each other
well and the local cooperatives are usually of good reputation. The cooperative will pay
according to the predetermined price even if the market price is lower than the prede-
termined price, and they become trustful and even received support from the govern-
ments. For example, with funding from the government to enhance basic facility con-
struction, material subsidies and trainings, Xingnong was able to increase its purchase
capacity of agricultural products under contract arrangements. A storage house with
other logistic and packaging facilities were built and put into use in 2010, which further
equipped the cooperative with a capacity of processing up to 5000 tons of vegetables
per year, and more agricultural products have been sold outside the province and to
neighboring Laos and Thailand. In 2010, 3870 tons of agricultural products were pur-
chased from farmers in Mohan."”

2.1.3 Success factors of Xingnong in Mengla

The manager of the cooperative, Mr. ZHANG Weiping, also the Party Secretary of
Shangyong Village, is a pioneer that leads local communities for economic development
and poverty reduction, and he is seen as the son of Mohan Economic Development
Zone. He is well-known in the region and even nicknamed as King of Vegetable in Mo-
han. Several factors contribute to the success of Xingnong Cooperative.

1. The results are indeed benefiting and participating farmers are better off and enjoy
increased income and positive changes in their daily lives.

2. Personal competence and reputation. Working as village party secretary and com-
munity leader has endowed Mr. ZHANG with good network relationships with his and



other community members and resources. In particular, he has good reputation which
makes contract farmers trust him and willing to join his cooperative and work with him.

3. Support from governments at both county and state level is increasing since Xing-
nong has developed a successful poverty reduction approach in Mengla. The support
includes favorable policies (case-based border passing convenience, learning visit op-
portunities to Laos and Thailand, coordinating support from local Chinese government
when dealing with Lao counterparts and communities), and funding of 3 million to ex-
pand the operation of the cooperative by building a larger cool storage facility.

However, it is also worth noticing the expansion of personal interests due to rising power
among the communities when the issue becomes too personal. Nonetheless, it all falls
on the personal cultivation and morality of the leader, whether he is whole-heartedly
dedicated to the common prosperity of the community, and is not just about himself and
pursuing his own gain.

2.2 Cross-border contract farming schemes in Laos

There are two contract farming schemes carried out by Chinese investors in Laos, one is
the quasi 2+3 model while the other is quasi 1+4 model. Which model to choose usually
depends on the harvesting cycle as well as the nature of the contract crops in terms of
whether they are short- or long-term products, and the difficulty of production manage-
ment. Another difference also lies behind whether the price predetermined is subject to
change.

2.2.1 Scheme 1: Quasi 2+3 Model

Take Xingnong Cooperative as an example. The contract products were chili and green
beans. A final purchase price is set based on the projected market price before planta-
tion. The price for last year was 1.2 yuan per kilogram for Lao farmers, a bit lower than in
Mengla, which was 1.5 yuan per kilogram. The cooperative provided contract Lao far-
mers with seeds, fertilizers and trainings with a technician stationed at Lao site to moni-
tor the growing for at least 6 months. At first, Xingnong went to district agricultural office.
And with their help, Xingnong signed contract with participating farmers containing pre-
determined price, invested materials, and responsibilities. When the crop is harvested,
the farmers were paid in cash and the products were transported back to China. For Lao
farmers, they only provided land and labor and they did not need to repay the credits
provided by the cooperative.

Xingnong started cross-border contract farming since late 2010, mainly growing vegeta-
bles in LuangNamtha and Oudomxay Provinces in Laos. However, according to Mr.
ZHANG Weiping, the overall quality of the harvested products was not good enough,
and the products transported back needed to be re-selected again for qualified one to
meet the standards. The elimination rate was estimated at around 10-20%, which is like-
ly due to low skills of local farmers, weak soil management and quality control during the
production. Now, however, Xingnong started thinking of different ways about how to
conduct contract farming in Laos. Since Laos connects with two large markets, China
and Thailand, therefore for the following contract season, which contract products to
grow will be based on the market needs and price from China and Thailand, and the



harvested products from Lao contract farmers can go either to Chinese or Thai markets,
depending on which market’s price is higher.

The harvested products will be stored in the cooperative’s cooling storage for sorting,
packaging and redistribution. Final products were destined to other parts of China, i.g.
Zhengzhou City, capital of Henan Province in central China, which is also the biggest
vegetable retailing center in the country. It usually takes 2-3 days for the products to
reach the retailing center in Zhengzhou.

e |  Photos of sorting vegetables Packaged chili

According to Mr. ZHANG Weiping, four major factors contribute to the decision of con-
ducting contract farming in Laos including geographical convenience, rich land re-
sources, cheaper labor force and suitable climate for growing vegetables and fruits.
Cheaper production cost in Laos by CF serves as the main attributive factor. A ¥4 reduc-
tion in costs is observed for fresh produce production in Laos under CF arrangements,
while contracted Lao farmers gain an average income of 313 USD. In 2011, the coop-
erative only contracted 2000-mu land in Laos during dry season to grow chili and green
beans and the contract will be renewed yearly based on the willingness of the farmers.
However, challenges exist such as weak agricultural conditions especially in regard to
mature irrigation systems, coordination with concerned Lao governments, language bar-
riers and cultural differences in terms of working styles and skill trainings.

2.2.2 Scheme 2: Quasi 1+4 Model

This scheme mainly applies to Chinese investors engaged in banana, watermelon, and
pumpkin plantations with Lao farmers in informal contracts. Chinese investors usually
rent lands and hire a small number of Lao farmersto help grow the products. This
scheme does not set a final purchase price, and the price will depend on the market
price when the products are harvested. When the products are ready to harvest, Chi-
nese trucks with package boxes will go to plantation sites and package the products on
site and transport them back to China.



Watermelon fields in Laos Banana fields in Laos

Banana plantations are prevailing under this scheme in northern provinces of Laos such
as LuangNamtha, Bokeo and Oudomxay. It has been five years since farmers started
planting banana trees, and they have been harvesting the fruit for the past four
years.'®Local farmers usually rent their land to Chinese investors who send teams of
technical advisors and laborers during the growing season. The rental for land varies
between 3,000 baht (780,000 kip) to 5,000 baht (1.3 million kip) depending on its loca-
tion. However, the rental in Laos is still cheaper compared to China, which can amount
to 1000-2000 yuan (4800 — 9600 baht) depending on the convenience of transportation.
The companies usually enter into contracts to rent the land from farmers for four years,
when it is believed the quality of the bananas will no longer be suitable for export.

Farmers of the land and other nearby villagers may opt to provide labor during the plant-
ing in December and January at 15,000 kip per day, and during the harvest season dur-
ing March and April at 500,000-700,000 kip per truckload. Farmers are also paid one
baht for every kilogram of bananas they grow, and those engaged in the scheme are
now eaming about 100,000 baht (26 million kip) per season per family.' When the ba-
nanas are transported back to China, sales for the bananas in good quality and condition
can make a net profit of 6 yuan(around 30 baht) per kilogram.

Only in Sing and Long districts in LuangNamtha Province, more than 1200 hectares of
bananas have been planted (see table 4 for more details).

Table 4: Banana Plantation in Sing and Long Districts, LuangNamtha Province

Banana plantation Sing District Long District

No. of project 36 (31 China, 5 Laos) 11 (10 China, 1 Laos)
Areas 877.73 ha 373 ha

No. of households 656 in 65 villages n/a

Investment amount 3,526,257.3 USD n/a

There have been some issues with banana, watermelon and other plantations in Laos,
especially in regard to products quota and quality. For bananas, if the harvested prod-
ucts do not meet the requirement set by the Chinese collectors, it would be difficult for
the farmers to sell in local markets given the local markets do not like Chinese type ba-



nanas. While for watermelon plantation, so far, most locals do not dare to invest and
manage the watermelon cultivation themselves without Chinese assistance because of
quota requirements and the delicate nature of successful watermelon cultivation. If the
rains are not adequate and timely, large numbers of plants can be unproductive. Chi-
nese collectors may refuse to pay anything for the substandard yields and unqualified
products concerning the size of the products. However, watermelon, not like bananas,
has a local market to consume, and undersized watermelons can be sold locally or to
other provinces.

Another issue would be that since many plantations are carried out in irrigated areas and
rice fields, and LuangNamtha provincial authorities have directed the agriculture and fo-
restry sector to advise farmers not to use their irrigated rice fields for banana cultivation
because of the impact it will have on rice production and food security in the plantation
areas.

"
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Cross-border procedures and custom clearance

For the products under two different types of agricultural interests, the govemment-
initiated alternative program and individual small-scale contract farming, there are also
different ways for them to get custom clearance and pass the border.

Products under Alternative Development Scheme

For products under opium development scheme, companies need to first obtain gov-
ernment approval for import-export quota. Before the end of July each year, companies’
applications for the quota are submitted to the concerned department (Alternative De-
velopment Office housed at commerce department at county, prefecture and provincial
level) and the quota will then be approved by the end of August if there is no objection
from public announcement or other problems related to forged information. The esti-
mated quota will be based on the verified grown areas, and annual yield per mu stan-
dard from agricultural department or other certificated organizations, and certificates
from Lao local governments at district level and above. When the harvested products



are ready to be picked up and transported back to China, companies will first report
ahead of time to concemed agencies like customhouse and inspection and quarantine
bureau. After get the approval, the products can pass the border in designated port or
passage under inspection of the concemed agencies.

Products of small-scale contract farming investment

However for individual investment, especially small-scale vegetable and watermelon
plantations, the products will be traded under the Border Residents Trade Fair Scheme,
which allows each border resident to carry goods worth up to 8000 yuan per day for
cross-border trade with tariff and VAT exemption. Take the practice of Xingnong Coop-
erative for example. They use small trucks to transport harvested products with each
load worth 8000 yuan to pass the border. And, if needed, they will hire more residents
who hold the quota to transport the goods by several times if there are more goods to be
brought back in one day. Nonetheless, this scheme is only applicable to small quantities
of goods. If there are large quantities of goods such as bananas, problems may rise.
During the research, the researcher heard from the government agencies that 40 more
trucks with packaged bananas were blocked at Mengman Passage between Laos and
China stating the products held no formal documents. However, the solution was then
simple let them pass in consideration of the following reasons: 1, the decreasing price of
bananas this year; 2 banana growers and farmers already suffer considerable loss and
3, the freshness of bananas as agricultural products that cannot be stored. However, it is
advised this is only a temporary solution and in the future, strict regulations will be im-
posed in regard to these issues.

Small truck (white) used by Xingnong
for bringing back vegetables from Laos
with each load worth 8000 yuan

watermelons
Other products, especially those from Thailand passing through Laos are subject to pre-
ferential or regular tariff set by agreements between China and Thailand (see table 5 be-
low about the tariff). To qualify for China’s preferential tariff towards imported agricultural
products, it requires of certificates of origin. However, in the past, this was not strictly
enforced due to various reasons in terms of custom facilitation and staff capacity and
mechanism incompetence (businessmen’s personal connections for example). With the
establishment of China-ASEAN Free Trade Area (CAFTA), it seems that China is taking
actions on restricting agricultural imports. And without certificates of origin, it is getting

more and more difficult for neighboring countries’ agricultural products, especially those
grown under CF arrangements in Laos to pass China’s borders. The aforementioned



banana truck event is such a case. Many products under CF are grown and collected by
individual Chinese investors who do not consult with Chinese governments or Lao gov-
ernments thoroughly in regard to policies and custom clearance. These investments are
mostly stimulated and driven by inordinate profits from growing anti-season products like
bananas and watermelon thanks to giant Chinese markets where the northern provinces
suffers winter while the south offers the land and climate to grow needed products.
These unsolicited investments could have brought about huge loss to the investors if
they fail to let their products pass Chinese border without full packages of documenta-
tion, among which certificate of origin and certificate of green food and/or chemical free
food are those most critical. The Lao issue agency for the certificate of origin, in particu-
lar China-ASEAN Free Trade Area Preferential Tariff Certificate of Origin (Form E), was
recently changed from the Ministry of Commerce to the Lao National Chamber of Com-
merce and Industry (LNCCI) starting from July, 2012. And now according to LNCCI, new
issuing procedures are being under discussed and standardized, and will be published
soon.

Table 5: Chinese Tariff under different schemes

Schemes Tariff Regular (The
(Conventional or | most-favored-
Preferential) nation rate of duty)

Opium Development Scheme | 0%

Border Residents Trade Fair 0%
Scheme

Lao government has the policy of tariff exemption for exporting agricultural products to
China. Companies only need to pay the profit tax on the Lao side. Some other adminis-
tration fees will be charged such as custom processing, truck and passengers’ fee when
the products pass the border.

It is reported that local custom office of Mohan has developed coordinative mechanism
with other concerned government agencies like border immigration office and quarantine
check office to ensure smooth border passing for agricultural goods. They also open
special passages for perishable agricultural products such as fruits, vegetables and
flowers to pass border in a timely manner. However, goods are still subject to being re-
checked by Lao custom agencies even if China and Thailand have signed the bilateral
agreement on fruit trading via Kunming-Bangkok Route.



China - Thailand Trade Through Laos

Though China has signed the GMS Cross Border Transport Agreement (CBTA), howev-
er, little progress has been made in their implementation, with negotiation of MOUs for
CBTA implementation still to be completed or initiated in some cases. Under this cir-
cumstance, for example, Thai trucks are not allowed to run in China and most of the
goods are exchanged at designated area at the border. The goods are either unloaded
to the storage and reloaded to Chinese trucks, or packed in cooling containers while
Chinese trucks take the whole containers directly, which the latter form seems to play a
bigger role in the trades. Another example is the project of “in exchange for oil from
Thailand with Yunnan's vegetables” for example; which oil containers from Thailand and
Yunnan’s vegetables (packed in cooling containers) are exchanged at Mohan where
Thai trucks bring back Yunnan’s vegetable containers and Yunnan'’s trucks’ get oil con-
tainers. This form also applies to the project of “in exchange for tropical fruits from Thail-
and with Yunnan'’s fresh flowers and temperate fruits”, which was endorsed by the gov-
ernments of Yunnan and Thailand. However, due to political instability and less favora-
ble policies compared to other ports, potentials for these projects to grow still remain.

Infrastructure and facilities development

Borders between China and Laos

Currently there are 1 international land port (Mohan-Boten), 4 traditional passages
(Mengman/Chahe-Panghai, Manzhuang, Mengrun, and Xinmin) and 1 river port (Guanlei
Dock) that serve as key entry-exit channels for agricultural trades between China and
GMS countries, particularly Laos, Thailand and Myanmar (see table 5below for more de-
tails on current status of each border in terms of infrastructure and facilities develop-
ment, and see attachment 3 for the map on China-Laos borders).
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The table below gives details about infrastructure and facilities development of each

border and passages.

Table 5: Infrastructure and facilities development at China-Laos borders

 Port / Passage
Mohan - Boten

Current status

- Most advanced

- Government agencies
including customhouse,
inspection and quarantine
bureau, immigration

- Road is well paved and
facilities are in full service

Work to be done

Learn from Ruili Port (China-
Myanmar) Model: allow products to
get further processed in the
designated area within China, near
the border while the checkpoint and
custom agencies move toward
inland for some distance. So when
products are processed with more
added value, then use the new
products which may enjoy favorable
tariff policies to report to the
customhouse, compared to raw
materials. The model can also
increase local employment
opportunities as well.

Mengman - - Connects to LuangNam- | - Will be promoted to national level
Panghai tha’s Sing District land port
- Mainly for alternative de- | - Will build Mengman Passage
velopment products and Industrial Park, which will cover 3.06
bananas square kilometers. The park is
- Facilities are built and divided into 3 subzones: 1.
upgraded recently for gov- | Processing and storing zone (1
ernment offices, inspection | km2) for agricultural products pro-
and quarantine duced under alternative scheme; 2.
- Finished the Master Plan | Administration and inspection and
for Mengman Passage immigration check zone (1 km2) for
- Finished land requisition | gov't staff, goods, passengers and
vehicles, and 3. Living and trading
zone (1.06 km2) for service sectors
and facilities.
Mengrun - Connects to LuangNam- | Will continue upgrading the passage
tha’s Sing District and correlative services and facili-
- Mainly for alternative de- | ties in terms of roads, inspection,
velopment products and storage, logistics, etc.
bananas
- Have basic facilities for
immigration
- Custom clearance and
inspection and quarantine
check will be conducted by
appointment
Manzhuang - Connects to Phongsali Will continue upgrading the passage

Province of Laos
- Facilities are built and
upgraded for government

and correlative services and facili-
ties in terms of roads, inspection,
storage, logistics, etc.




offices, inspection and qu-
arantine

- Open passenger service
bus route between Mengla
to Phongsali through
Manzhuang Passage

- Upgraded the road be-
tween Manzhuang Village
and Nan Kexin in Laos

Xinmin

- Connects to Oudomxay
Province of Laos

- Only open for the people
with border residents bor-
der pass

- Outsiders are not
allowed to pass, which
resulted in small trade and
transportation activities

- Paved road

- Have basic facilities for
immigration

- Custom clearance and
inspection and quarantine
check will be conducted by
appointment

Will continue upgrading the passage
and correlative services and facili-
ties in terms of roads, inspection,
storage, logistics, etc.

Guanlei Dock

- Connects to Laos on
land and situated to the
east of Myanmar across
the Mekong River

- Facilities are putin ser-
vice for custom, inspection
and government offices

- Finished Master Plan for
Guanlei Dock

- Mainly for trade between
Thailand and China

According to the Master Plan, the
dock will be divided into 3 parts: A
Zone for logistics, trade, education,
hospital, hotels, entertainments; B
Zone for ship maintenance, contain-
er pier, and storage; C Zone will be
tourism spot area along the river

Road to Panghai
Border

Panghai Border
Customs House

Road into China at Road to Xinmin
Panghai Border of Passage of China

Laos




Kunming-Bangkok Route

The most subsections of Kunming-Bangkok Route in Yunnan between Kunming and
Mohan Land Port have been either newly built or upgraded to meet the standard. Most
part of the section in Thailand has also been completed. The sections in Laos between
Boten to Houayxay have been upgraded except for the Houayxay-Chiang Khong 4th
Mekong International Bridge, which is still under construction. The target date of comple-
tion is 2013. However, the road in Laos is rather winding because of its mountainous
surroundings, and many car accidents happened on this road.

. | Winding road between Luang Namtha ‘ ' ;
to Houayxay Car accidents on the road

There are several issues that have direct impact on the trade along NSEC via Kunming-
Bangkok Route. In addition to the aforementioned cases like uncompleted bridge be-
tween Chiang Khong and Houayxay and double check of goods from Lao authorities, as
well as container exchange at the border, two other factors also requires attentions. One
is the cooling storages and other good loading and logistic facilities for checking and re-
distribution are still lacking at the border areas between China and Laos, which there is
one big cooling storage is being built in Boten. The other is about security issue on Me-
kong River. Suspension of international shipping services on the Mekong River because
of the deadly attacks on Chinese cargo ships in October 2011 has caused serious nega-
tive impacts on cross-border trading by shipping, which was reported to have decreased
remarkably by 50%.°From Chiang Saen side, the suspension also has an effect to trade
value approximately 300-400 million baht per day. An extra export cost of 200 CNY/ton
via land transportation bypassing Laos has kept many export-import companies at bay,
especially those who are used to ship trading. A great deal of agricultural products des-
tined to Thailand were transferred to other markets or just simply stored at the harbor for
the reopening of the shipping service. Nonetheless, these issues need to be negotiated
and addressed at national level.



Chiang Khong - Houayxay
Bridge construction site

Ferry at Chiang Khong Trucks waiting for the ferry

Chapter V: Conclusion and Recommendations

Given Laos is still underdeveloped, its government has limited financial support to ad-
dress issues like lacking of irrigation systems, drought and flood control measures, roads
and electricity supply. Agricultural management and technicians are in great needs.
Good seeds, fertilizer, and pesticide and other agricultural supplements are also needed.
The issues raised above require a comprehensive and consistent support from con-
cerned government agencies, participating companies and communities, not only from
within, but also from outside at both regional and international level. When it comes to
cross-border issues in particular, it calls for more meticulous consideration on how to
promote economic development and social and environmental progress.

A series of suggestions are provided below:

For investors who have been engaged and about to invest in cross-border agricultural
business:

1. Chinese investors should fully investigate the real situation in Laos and gestate a
clear aim and goal for investment projects; need to know more related policies and regu-
lations to avoid investment in blindness as well as opportunism, e.g. unable to imple-
ment project after having the land approved.

2. Be more active in investment projects that are supported and encouraged by Lao
government such as plantation and processing of rice, corn, cassava, banana, and other
livestock raising; and be cautious and wary of involving in projects that hold concerns of
Lao government and that would jeopardize local environment and ecology (like large-
scale rubber and sugarcane plantations).

3. Make best use of China’s advantage in capital, management and techniques, attract
local gov’t and communities to participate and cooperate, be initiative to teach agricul-
tural experiences and train local technicians, and advance local economic development.
Effective training, trustfulness and local governments’ and communities’ cooperation are
key to the success of the investment.

For the difficulties and issues in cross-border procedures:



4. Companies should consult related government agencies such as customhouse, in-
spection and quarantine and immigration offices to make sure harvested products can
pass the border in a smooth way, and obtain related documents to allow favorable tariff
policies to benefit cross-border agricultural trade.

5. Both related governments should work on standardizing and reducing cross-border
procedures concerning custom clearance and inspection, and put CBTA into implemen-
tation; governments shall intervene the contract farming market to give guidance and
reduce casual investments; the involvement of government who can provide supervision
and consultation is critical to avoid investment in blindness; enforcement of contract and
guarantee need to be put in place to increase mistrustfulness among traders, investors
and contract farmers. This can be initiated and provided by local chambers of com-
merce.

For the physical infrastructure and soft investment in Laos:

6. Cultural and social difference shall be taken into account when deciding to invest in a
foreign country. Language barriers should also be mitigated by training more technicians
who can speak Chinese and Lao.

7. Infrastructure and facilities development support are also in great need in terms of
cooling storage, transportation, logistic services, etc.

Cooling storage construction
site at Boten

Chinese ships at Chiang
Saen Port

Chiang Saen Port
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Attachment 1: Agricultural trade at Chiang Khong border 2001-2011

Source: Chiang Khong Custom House Website
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Attachment 2: Agricultural trade at Mengla County 2009-2011

Year 2009 2010 2011
Products Volume Value (Mil. | Volume Value (Mil. | Volume Value  (Mil.
(ton) USD) (ton) USD) (ton) USD)

Vegetables | 61,064 61.3 76,879 121 151,400 231
Fruits 62,937 55.15 56,958 80.14 (First 3 atrs.) | (First3 atrs.)
Flowers 3,628 8.00 6,392 13.91
Above 151,400 231
Total: 127,629 124.45 140,229 215.05 (Jan.-Oct.) [ (Jan.-Oct.)
Mohan
Total Trade: | 380,864 363 617,000 563 697,000 664
Mengla
Total Trade: [ 548,000 520.7 754,000 753 887,400 831

In 2010:

For Mohan: trade with Laos: 435 million USD, with Thailand: 128 million USD

For Mengla: trade with Laos: 472 million USD, with Thailand: 246 million USD,

with Myanmar: 8.37 million USD

Difference between Mohan and Mengla, especial with Thailand, lies behind the Guanglei Dock and
Mengrun Passage.

Mohan Customs: Mohan Land Port, Menghai, Manzhuang, and Xinmin Passages

Mengla County Customs: Mohan Customs, Guanlei Dock and Mengrun Passage

Source: General Administration of Customs of PRC website, Department of Commerce
of Yunnan Province website, Bureau of Commerce of Xishuangbanna Prefecture, Yun-
nan Province, interview with Mohan Economic Zone Foreign Affairs and Tourism Bu-
reau, March 21, 2012
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Attachment 3: Map of China-Laos borders
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Attachment 4: Land areas under Alternative Development Scheme in northern Laos

No. of companies

Land areas (mu)

Yunnan

Around 100

1,150,000

Source: Mengla County Bureau of Commerce, 2012



Attachment 5: Schedule of the field visit

Cross-border agricultural trade mission to Lao PDR, China and Thailand
Time: 14-23 May 2012

Day

Date

Time

Program Description

1

Wed, 14 March

10:30-11:30
15:00-16:00

ERIT/Ministry of Commerce
Lao Airlines QV601, Vientiane to LuangNamtha (1 hr)
Stay overnight in LuangNamtha

Thu, 15 March

9:30-11:00
13:30-15:00
15:30-17:00

Department of Planning and Investment
Department of Agriculture and Forestry

Department of Industry and Commerce

Stay overnight in LuangNamtha

Fri, 16 March

8:30-9:30
10:00-11:00
12:00-17:00

Leave LuangNamtha to Boten

Boten Custom House

Investigate CF sites in Boten and interview Lao farmers
Stay overnight in LuangNamtha

Sat, 17 March

8:30-9:30
10:00-17:00

Leave LuangNamtha to other border passages in Laos
Investigate CF activities in the area and interview Lao
farmers

Stay overnight in Luan g Namtha

Sun, 18 March

8:30-10:00
10:30-11:30
13:00-18:00

Leave LuangNamtha to Mohan Town
Mohan local village

Leave Mohan to Jinghong

Stay overnight in Jinghong

Mon, 19 March

9:30-11:00
13:00-15:00

Xishuangbanna Foreign Affairs Office
Xishuangbanna Economy and Commerce Bureau
Stay overnight in Jinghong

Tue, 20 March

7:20-11:00

11:10-12:30
15:20-16:20
16:30-18:00

Leave Jinghong to Mengla

Mengla County Foreign Affairs Office

Mengla County Agricultural Bureau

Mengla County Bureau of Economy and Commerce
Stay overnight in Mengla County

Wed, 21 March

9:00-10:00
10:00-13:00
15:30-17:00

Mengla County to Mohan SEZ

Mohan Foreign Affairs and Tourism Bureau
Mohan Xingnong Vegetable Cooperative
Stay overnight in LuangNamtha

Thu, 22 March

8:00-12:00

13:00-14:00
14:30-16:30

Leave LuangNamtha to Huayxay to Chiang Khong
Minivan — 4 Hrs

Meet Mr. Stuart Ling

Observe cross-border facilities at Thai-Lao border
Stay over in Chiang Khong

10

Fri, 23 March

9:00-10:00
10:20-12:00

13:30-15:00
15:30-17:00

Chiang Khong Custom House

Leave from Chiang Khong to Chiang Saen
Local bus —1.5 Hrs

Chiang Saen Port

Leave Chiang Saen to Chiang Rai

Stay over in Chiang Rai

11

Sun, 25 March

20:00 -6:00

Leave Chiang Mai to KhonKaen




Attachment 6: Persons met during the visit

Name

| Position |

Organization

| Contact Details

Vientiane/LuangNamtha, Lao PDR 14/03/2012

Mr. Xaysomphet NORA- | Director Economic Re- P.O. Box 4107
SINGH Division of search Institute Vientiane, Lao PDR
Trade and for Trade (ERIT) Tel.: 856 21 415978
Industry Poli- Fax: 856 21 417084
cy Cell: 020 2288 5888
Email: xnorasignh@yahoo.com;
xnorasignh@gmail.com
Mr. Viengsavang THIP- | Deputy Di- Economic Re- P.O. Box 4107
PHAVONG rector search Institute Vientiane, Lao PDR
Division of for Trade (ERIT) Tel.: 856 21 415978
Trade and Email: viengsavang@yahoo.com
Industry Poli-
cy
Ms. Malaykham PHILA- | Researcher Economic Re- P.O. Box 4107
PHONE Division of search Institute Vientiane, Lao PDR
Trade and for Trade (ERIT) Tel.: 856 21 415978
Industry Poli- Email: tui446@hotmail.com
cy
Mr. Bounsong Project Austria Red Cross | Mobile: +856 (0)20 5568 6960

SINGNAMVONG

Coordinator

C/o Lao Red
Cross Society -
LuangNamtha
Branch
LuangNatha Prov-
ince

Lao PDR

Email: bounsong.snv@gmail.com;
bssingnamvong@hotmail.com

LuangNamtha, Lao PDR

15 -17/03/2012

Mr. Sommay KOSADA Deputy Di- Department of Tel: +856 (0)86 312 165
rector Planning and In- Mobile: +856 (0) 20 2224 2737

vestment Lua- Fax: +856 (0)86 212 201
ngNamtha Prov- Email: sommay_dpi@yahoo.com
ince
Lao PDR

Mr. Bounsana KEO- Deputy of Investment Pro- Tel: +856 (0)86 312 165

VUNGRAD Section motion Section Mobile: +856 (0)20 9686 1199;
Department of 5536 4789
Planning and In- Email: na_kvr@yahoo.com;
vestment na_kvr@hotmail.com
LuangNamtha
Province
Lao PDR

Ms. SomsyKEOPSEUTH | Technical Department of Tel/Fax: (+856-86) 211741

Staff Planning and In- Mobile: (+856-20) 55363290

vestment Email: phone443@gmail.com
LuangNamtha,
Lao PDR

Mr. Syphay CHANSA- Community Rural Develop- Tel: +856 (0)86 211 675




Name Position Organization Contact Details
VANH Development | ment in Moun- Mobile: +856 (0)20 5568 0095
Advisor tainous Areas Fax: +856 (0)86 211676
(RDMA) Project Email: schansavanh@gmail.com;
GIZ — LuangNam- | syphay.chansavanh@ giz.de
tha Province
Lao PDR
Mr. Thuang NAM- Head of Provincial Agricul- | Tel: +856 (0)86 212 114
VONGSA Planning ture and Forestry | Mobile: +856 (0)20 5578 6637
Section Office Fax: +856 (0)86 312 046
LuangNamtha Email: Namvongsa@live.com
Province
Lao PDR
Mr. Chanthachone Head of Ex- | Provincial Agricul- | Tel: +856 (0)86 212 115
SOUVANNAPHONEXAY | tension Sec- | ture and Forestry | Mobile: +856 (0)20 2239 0847
tion Office Fax: +856 (0)86 312 046
LuangNamtha
Province
Lao PDR
Mrs. Vaenghoa NA- Former Di- Department of Mobile: +856 (0)20 2239 0112
BOUNPHAENG rector Industry and
Commerce Lua-
ngNamtha Prov-
ince
Lao PDR
Mr. Khamphay CHAN- Head of Cus- | Boten Internation- | Mobile: +856 (0)20 9921 1888
NYYAVONG tom House al Border Custom
House
LuangNamtha
Province
Lao PDR
Mr. Yanthayo DOUA- Head of In- Boten Internation- | Mobile: +856 (0)20 2239 3186
NGMANY formation al Border Custom

and Planning
Unit

House Lua-
ngNamtha Prov-
ince

Lao PDR

Mr.Khamphay SOULIK- | Head of Dis- | District Agriculture | Tel: +856 030 511 0325
HANH trict Agricul- | and Forestry Of- | Tel/Fax: +856 (0)86 213 011
ture and Fo- | fice Mobile: +856 (0)20 9885 7987
restry Office | Sing District, Lua- | Email: khamphay.sk@gmail.com
ngNamtha Prov- SKYPE: Khamphay.SK
ince
Lao PDR
Mr. Chansouk CHAN- Head of District Planning Tel: +856 030 511 0016
THASAY Planning Of- | Office Mobile: +856 (0)20 9713 3375
fice Sing District, Lua-
ngNamtha Prov-
ince, Lao PDR
Mr. YANG Wei Businessman | Yang Wei Planta- | Sing District LuangNamtha, Lao

tion and Trade

PDR




Name Position Organization Contact Details
Company Tel.: 00856-30-9200099 (Laos)
YANG Wei: 18988122930
YANG Chunfeng: 15368934103
Mrs. Mai Yot Farmer Ban Tin That Mobile: +856 (0)20 9542 8471
Sing District
LuangNamtha
Province
Lao PDR
LuangNamtha, Lao PDR &Mohan, China 18/03/2012
Mr. Houmpheng VIENG- | Technical Department of Tel: (+856-86) 212053/312171
THONGSAY Staff Industry and Fax: (+856-86) 312171
Commerce, Mobile: (+856-20) 2292 9234 ;
LuangNamtha 9723 3444

Province, Lao
PDR

Email: pheng_vt@yahoo.com

Ms. ZHAO Xiuzhen

Local farmer

Xinming Village,
Mohan Town,
Mengla County

Cell: 15969161954

Jinghong, China 19/03/2012

Mr. Al Zhen Deputy Di- Foreign Affairs No. 6 East Jinghong Rd.,
rector Office of Xishua- | Jinghong City, Yunnan, China
ngbanna Prefec- | Tel.: 0691 2138986
ture Cell: 13578161658
Fax: 0691 2122591/2148409
Email: payazhen@sina.com
Mr. DUAN Guisheng Secretary Foreign Affairs No. 6 East Jinghong Rd.,
Division Office of Xishua- | Jinghong City, Yunnan, China
Chief ngbanna Prefec- | Tel.: 0691 2122591
ture Cell: 13988164357
Fax: 0691 2148409
Email: xishuangbannazhou_wb
@yfao.gov.cn
Mr. ZHANG Duhui Deputy Di- Xishuangbanna No. 17 Menghun Rd.
rector Bureau of Com- Jinghong City, Yunnan
merce Cell: 13578120999
Ms. BAI Ling Foreign Xishuangbanna No. 17 Menghun Rd.
Trade Divi- Bureau of Com- Jinghong City, Yunnan
sion Staff merce Tel.: 0691 2124844

Email: bnbl70@126.com

Mengla County, China 20/03/2012

Mr. MA Chengchun Director Foreign Affairs No. 137 MenglaZhengjie
Office of Mengla Mengla County, Yunnan
County Cell: 13578151795
Tel.: 0691 8122239
Email: 18852464@gqg.com
Mr. YAN Zhuang Deputy Di- Mengla County Mengla South Rd.
rector Bureau of Agricul- | Mengla County, Yunnan
ture Tel.: 0691 8128900
Mr. WANG Shengxing Deputy Di- Mengla County Mengla North Rd.
rector Bureau of Com- Mengla County, Yunnan

merce

Tel.: 0691-8129749




Name Position Organization Contact Details
Cell: 13887921579
Email: mlswyxk@126.com
Mohan Town, China 21/03/2012
Mr. LIU Minjun Deputy Di- Mohan Economic | Mohan Town, Yunnan
rector Zone Foreign Af- | Cell:13908810669
fairs and Tourism | Tel.: 0691-8811204
Bureau Fax: 0691-8811204
Mr. ZHANG Hua Staff Mohan Economic | Mohan Town, Mengla County,
Zone Foreign Af- | Yunnan
fairs and Tourism | Cell: 13988122155
Bureau
Mr ZHANG Weiping General Mohan Xinnong- | Mohan Town, MenglaCounty,
Manager Vegetable Coop- | Yunnan

erative

Cell: 13708612077

Huayxay, Lao PDR 22/03/2012

Mr Stuart Ling

Independent
consultant

Tel.: 856 20 55336934
Email: stuart.ling@y7mail.com

Chiang Khong and Chiang Saen, Thailand 23/03/2012

Mr. PoonkhaninKuana-

boon

Customs
Specialist

Chiang Khong
Customs House

66 Moo 2, Wieng, Chiang Khong,
Chiang Rai

Tel.: 053 791435 Ext.4402

Fax: 053 791435

Cell: 085 521 5523

Email: Chiangkhongcustoms
@yahoo.com

ck _customs@hotmail.com

Mr. SompontVontsawat-

sakul

Customs
Specialist

Chiang Saen Cus-
toms House

Chiang Saen Customs House,
Wieng, Chiang Saen District,
Chiang Rai

Tel.: 053 777 097

Fax: 053 777 098




Attachment 7: ASEAN-China Free Trade Area Preferential Tariff
Certificate of Origin (Combined Declaration and Certificate) Form E (sample)

== Original

CN 8017435
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Attachment 9: Receipt of Customs Automation Fee in Laos




Attachment 10: Fee charges for vehicle crossing the border in Laos by Lao Customs

House
VI. éﬁﬂﬁlﬂ.ﬂﬁﬂf&ﬂycconUstwocﬁﬂjﬁ]cﬁuﬁjﬁ:
ra/n ” _—
Jswowansyy nu/ery
o o
01 | 0Ny, U, nzyuy 25.000
02 | Aolowaawezaoles 7 vouilg S9u 50.000
03 | Solousugrruaonag 8-25 suily 80.000
04 | dolousuexmanlneg natensa 26 veuily 150.000
05 |Soduyn 6 a 50.000
06 | Soduyn 10-12 3 80.000
07 | Sofuyn 18 /302N 165.000
Fee charge for vehicle crossing the border in Laos:

No. Type of Vehicle Fare
Charge/
time (kip)

1. Car, Jeep, Pick-up 25,000

2. Minivan — 7 seats 50,000

3. Van/Bus from 8 -25 seats 80,000

4. Bus more than 26 seats 150,000

5. Truck — 6 wheels 50,000

6. | Truck — 10 -12 wheels 80,000

7. Truck — 18 wheels 165,000

Source:

Mr. Khamphay Channyyavong, Head of Custom House,
Border, Luang Namtha Province, Mobile: +856 (0) 20 9921 1888

Boten International




Attachment 11: Fee charges by Inspection and Quarantine Bureau in Laos
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Attachment 12: Sample of contract with Lao farmers (in Lao), provided by Sing District
Planning and Investment Office










Attachment 13: Sample of contract with Lao farmers (in Chinese), provided by Xingnong
Cooperative




Attachment 14: Literature review on contract farming
Definition of contract farming

There are a variety of definitions of contract farming in existing literature. According to
FAO (2001), CF is defined as an agreement between farmers and processing and/or
marketing firms for the production and supply of agricultural products under forward
agreements at a pre-determined price. The US Department of Agricultural, on the other
hand, defines CF as the growing and marketing of farm products under such circums-
tances that selective terms of the market - quantity, grade, size, inspection, timing, or
pricing - are specified to both the grower and the processor or shipper before production
is undertaken (Bijman, 2008). While an Indian scholar, Sukhpal Singh in his paper Con-
tract Farming for Agricultural Development; Review of Theory and Practice with Special
Reference to India (2005) sees CF as a system for the production and supply of agricul-
tural and horticultural produce by farmers/primary producers, who provide a standar-
dized quality of an agricultural commodity, at a specified time, price and in specified
quantity to a recognized purchaser under an advance contract. However, despite diverse
definitions, CF usually involves specifications of the price, quantity and quality of pro-
duce, production conditions, delivery and grading requirements (Runsten& Key, 1996).

Various views on CF

Globally, there appears to be evidence that CF has successfully promoted high value
food products in developing countries and that this has led to the emergence of ‘New
Agricultural Countries’ (NACs) (Patrick 2004). Reardon and Berdegué (2002), in The
Rapid Rise of Supermarkets in Latin America: Challenges and Opportunities for Devel-
opment, found that farmers enjoy the benefits of CF because frequent sales to super-
markets give them more regular income. Consumers tend to see CF as a more politically
acceptable form of agriculture than large concessions or estates, while investors see it
as a way of overcoming land acquisition constraints. The investors also favor CF be-
cause their risks are reduced by not being directly responsible for production and be-
cause more consistent quality can be obtained than if purchases were made on the open
market (Eaton and Shepherd 2001; Patrick 2004; Songsak and Aree 2008; and Set-
boonsarng 2008).

A key argument in favor of CF is that it has the potential to incorporate low-income
growers into the modern sector through private-driven efforts whereby inputs are pro-
vided in exchange for specified crops. Through contracts, the buyers provide significant
inputs such as credit, information, reliable markets, and services. In this way, smallhold-
ers are supported and enabled to cultivate lucrative non-traditional crops. Proponents of
CF argue that this brings positive multiplier effects for employment, infrastructure, and
market development in the local economy (Key and Rusten 1999, and Sautier 2006).
Studies of rice CF in Cambodia by Cai, Ung, Setboonsarng, and Leung (2008), entitled
Rice Contract Farming in Cambodia: Empowering Farmers to Move Beyond the Contract
Toward Independence, found that contract farmers, in comparison to non-contract far-
mers, had greater opportunities to obtain stable markets, access to credit, extension
services, infrastructure, and other benefits.



Improved income is the key benefit identified by proponents of CF. Rice and Watts
(1993), in their paper entitled Thailand and the World Tomato: Globalization, New Agri-
cultural Countries and the Agrarian Question, found that farmers involved in CF in north-
east Thailand were reaping a number of benefits. The authors found empirical evidence
of substantial quantities of cash flow within the villages involved, and new pick up trucks,
and communal projects and private building efforts were seen in evidence.

As with any form of contractual relationship, there are potential disadvantages and risks
associated with contract farming. If the terms of the contract are not respected by one of
the contracting parties, then the affected party stands to lose. Common contractual prob-
lems include farmer sales to a buyer other than the one to whom the farmer is con-
tracted (side selling or extra-contractual marketing), a company's refusal to buy products
at the agreed prices, or the downgrading of produce quality by the buyer. Side selling by
farmers to competing buyers is perhaps the greatest problem constraining the growth of
contract farming. Contractors also may default by failing to pay agreed prices or by buy-
ing less than the pre-agreed quantities.

Another concern about contract farming arrangements is the potential for buyers to take
advantage of farmers. Buying firms, which are invariably more powerful than farmers,
may use their bargaining clout to their financial advantage. A number of authors have
presented evidence of CF being detrimental to the poor (Goodman and Watt 1997,
Tiongco et al 2009, and Rosset 2009). Many of the studies reviewed take a pessimistic
view of CF, emphasizing a wide range of problems which include limited benefits for
small-scale farmers, unequal power relations, disputes within participating households,
market failure, production difficulties, food insecurity, health hazards, loss of new varie-
ties to diseases and pests, fluctuating global prices, and limited benefits for landless
people.

Studies of contract farming in the PRC on supply chains suggest that contracting firms
generally favor contracts with larger farms and tend to bypass smaller producers. Cer-
tain types of CF require relatively high levels of farm managerial skills, which farmers
usually lack. Indeed, if farmers are not well organized or where there are few alternative
buyers for the crop or it is not easy to change the crop, there is a danger that farmers
may have an unfair deal. As a result, they are often at risk of breaking contractual
agreements or of taking on the full risk of crop failure due to seasonal factors such as
drought or floods (Rosset 1997; Rosset and Rice 1999; Coulter et al.,1999; Guo, Jolly
and Zhu 2005).Delforge (2007) is also critical of the impact of contract farming on small-
scale farmers. Although farmers are motivated to join CF in order to get secure income,
inputs, and a certain market, the research reveals that small farmers are exploited and
highly controlled. The question of distribution of benefits between growers (farmers) and
firms, which is known as “bargaining problem,” requires attention.
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