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About Vietnam Development Forum VOF

Who Are We?

The Vietham Development Forum (VDF) was establisieed®004 by the joint
research project between the National Graduat@utesfor Policy Studies (GRIPS)
in Tokyo and the National Economics University (NE Hanoi.

VDF-Tokyo is a branch office of VDF in Tokyo, whishas established in October
2004, superseding the Japan-Vietnam Economist QUMEC)-an informal
volunteer group, which was set up in 2003 by Psiedenichi Ohno (GRIPS),
Professor Tran Van Tho (Waseda Univ.) and Vietnanggaduate students studying
in Japan in order to promote research on Viethareeseomy.

The VDF aims at innovating research methodology disdemination for policy
impact. For this purpose, young talented Vietnanpesgple are mobilized.

The VDF bridges the gaps between academic res@adipolicy formulation. We
build open networks where researchers and polickensacan meet, discuss and
help each other.

The VDF initiates and coordinates studies on Vietsadevelopment. We also
happily publicize excellent research produced bykus and organization outside
the VDF.

The VDF is an academic unit and not a consultingir®ss. It is financially
supported by the Japanese government until 2008.

How Can We Help?
Policy Makers: We will listen to you and discuss with you conergblicy issues related to

Vietnam’s development, and explore ways to solesrthogether.

Researchers. We will offer opportunities to development and neisyour ideas, interact with

other researchers and policy makers, and publigshgatput (subject to review).

Everyone: We are happy to work with you and help you buitdratellectual network.

Principal Project Areas

VDF is prepared to support any research topic eglevo Vietnam’'s development and
conducted by capable researchers. Our researdblmomcludes:

Formulation of industrial strategies and mastemglander integration (with the
Ministry of Industry)

Sector studies including electronics, motorbiketomobile, steel, electricity and
supporting industries



« Social issues under market-orientation and gloattim such as social security,
street children and drug addiction

+ Trade and environmental analysis using input-ouipbies and other data

+ Aid partnership and modality

Activities
+ Continuous networking and cooperation with MOI, MGA, MPI, ADB, Japanese

government, domestic and foreign business comnasniind other research
organizations.

+ Research competition in which talented Viethamessearchers are supported
academically and financially.

« Logistic and financial supports for visits by Viamese and foreign researchers.
+ VDF-organized research trips to HCMC, Japan, Thdildalaysia, etc.

« Hosting two international conferences (with ADB avi®l), a national conference
with Hanoi’s People Committee. So far, VDF-Handidh&6 workshops, while VDF-
Tokyo held 32 workshops.

+ VDF published 8 books, 8 working/discussion pap@rgolicy notes, and many
issue papers and drafts.

Frequent appearance and contribution to newspamess and broadcasting media.

How to Contact?

VDF-Hanoi:

Suite 401, Melia Central Office Building

44B Ly Thuong Kiet Street, Hoan Kiem District, Handetnam
Tel: +84-4-936 2633 Fax: +84-4-936 2634
Website:http://www.vdf.org.vn

VDF-Tokyo:

Room E404, National Graduate Institute for Politydgs (GRIPS)
7-22-1 Roppongi, Minato-ku, Tokyo 106-8677

Tel: +81-3-6439 6337 Fax: +81-3-6439 6010
Website:http://www.grips.ac.jp/vietnam/VDFETokyo/index.html
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Drafting Motorbike Master Plan
under Market Orientation and Globalization”

Dr. Kenichi Ohno
Professor, National Graduate Institute for Polibyd&es (GRIPS)
Research Director, Vietham Development Forum (VDF)
Email: kohno@vdf.org.vn

1. Introduction
1.1. Methodology and Content

As the process of market orientation and intermafiontegration deepens in Vietnam,
industrial strategy formulation must adapt to thergyes which are brought about by this
process. Market forces and global competition iasigly determine the performance of
each industry as well as the winners and losersgreaterprises. In many industries, private
enterprises, including foreign private enterpriseee becoming major players instead of
state-owned enterprises. Multinational corporatideside products, output, production sites,
procurement, investment, export and import as malggarts of their global business strategies.
This means that a large portion of industrial atstiin Vietnam is now taking place outside
the direct control of the government. These trearésalso visible in the motorcycle industry.
This master plan tries to respond to these chahgeslopting a new drafting methodology
and a new content structure.

With respect to drafting methodologgtakeholder involvemerdnd inter-ministerial
coordination have been strengthened. For any industrial madéer, phe most important
stakeholders are business enterprises that must @atr the plan. In the second quarter of
2006, the Joint Working Group (JWG) was formed taftcthe motorcycle master plan under
the official recognition of and in close cooperatioith the Ministry of Industry. Its members
included policy makers, businesses and experts.Vigéimam Development Forum, a joint
research project between the National Economicsvedsity in Hanoi and the National
Graduate Institute for Policy Studies in Tokyo,eacas a coordinator. JWG conducted a large
number of internal discussions, and received in&tiom and views from motorcycle-related
enterprises and researchers as broadly as podsilgeeparing each chapter and determining
policy measures, consultations with related mimstrand agencies were held. These
methodological innovations were pursued withinlatreely tight schedule under which JWG
worked. Except for a few confidential cases, keguinents and meeting minutes of JWG
were uploaded in a website for openness and tregspa

With respect to content structure, demand-sideessuwe given approximately the same
weight as supply-side issues. User concerns sutraffis safety, congestion and air pollution
are analyzed fully in separate chapters, in additmo more standard chapters dealing with

" This manuscript is combination of the first twoapkers in the preliminary draft on Motorbike Master
Plan. The draft was prepared by the Motorbike J@ibtking Group (JWG), which included producers,
experts and officials, in the period from April Z@® April 2007. The Vietham Development Forum (VJDF
coordinated its activities. Producers, experts @fidials outside the Motorbike JWG were also cdtesii
This draft is an open document made available &ry@ne for comments. For inquiries or comments,
please contact VDF at hellovdf@vdf.org.vn or +88362633. The full draft can be read at
http://www.vdf.org.vn/jwg.htm.



production, demand forecasts and industrial capabilThe future of motorcycles is
considered to be not only an industrial issue lad a social issue. This is necessitated by the
fact that motorcycles take up a very unique pasitio the Viethamese society, whose
popularity and density in use, especially in urlaaeas, have an enormous bearing on the
quality of life of all people, including motorcycleders and non-riders. For this reason, the
present master plan covers a much wider ground temxisting guideline for master plan
content set forth by the Ministry of Planning angdstment and the Ministry of Industry.

1.2. The Role of Government

In an increasingly integrated market with a largespnce of foreign producers, such as
the motorcycle market in Vietnam, the basic rolehaf government should be $apport the
healthy growth of the industripy understanding and responding to its needs adstd
dictating it. Private business enterprises areptti@ary decision-makers and executors of
industrial dynamism, but the government also hagrgrortant role of providing supportive
visions, rules and measures to ensure that thestinaluplayground is predictable, fair, and in
line with the general interest of the nation.

More specifically, three roles of the governmerd @entified as crucial for the healthy
growth of the motorcycle industry, and chapters amanged accordingly to discuss them.
First, the government should clarify policy oridida and make indicative projections so that
enterprises can use them as a basis for their éassidecisions (chapters 1-3). Second, the
government should set and enforce realistic andnmgtul standards for quality, safety,
environment and intellectual property rights (cleapt-9). Third, the government should help
to upgrade Vietnam’s industrial capability with peular attention on supporting industries
and industrial human resources (chapters 4 and 9).

This master plan contains projections of motorcyake, sales and production in
chapters 2 and 3. These are the results of intergiscussion among businesses, policy
makers and experts. They are meant to be indicatideguiding, and subject to modification
as circumstances change, rather than rigid tatbatsare set officially and must be fulfilled
under any circumstances.

1.3. About Policy Measures

Chapters 4, 5, 6, 7 and 8 contain general poliogctions. Some of them are developed
into proposals of concrete policy measures in aradt Other policy directions are desirable
but not developed into concrete measures. Thistsaty is partly due to the limited time and
human resources available to JWG, and partly ferpirpose of increasing the possibility of
properly implementing proposed measures in theeatipolicy environment of Vietham.

2. The Role of Motorcycles in Viethamese Society
2.1. Overview

When society develops, demand for personal and @mah transport also rises. The
means of transport must respond to increasing denmaall aspects of quantity, quality, and
modal diversification. Each transport means hasnisits and demerits. The problem is to
select and combine each transport means in a watyntlaximizes merits and overcome
demerits, under the specific natural, economic, soxlal conditions of our country in this
particular development stage. We must satisfy pemptavel need by providing convenient
transport modes while at the same time ensurirffictrsafety, clean environment, and other
social demands.

During the period 1995-2006, the Viethamese econoamtinued to operate under the
market mechanism with socialist orientation, acimgvrelatively high growth of 8% or
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higher in consecutive years. As a result, the spéenbanization as well as demand for trips
and commercial transport also increased. Sinceigubhnsport systems are currently
underdeveloped, people tend to possess personakmé#&ransport such as motorcycles and
automobiles to satisfy their travel demand.

Figure 1: Motorcycles and Automobiles in Circulatio
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Source: National Traffic Safety Committee. Autoadiat 1990-1994 are obtained from VRA.

According to the data of the National Traffic Sgf€@ommittee and the Traffic Police
Road and Railroad Department (Figure 1), motoreyeled automobiles have long been the
two principal means of transport in Vietham in termaf absolute volume as well as
contribution to cargo transport in the whole coungispecially urban areas and economically
developed areas. Between them, motorcycles arartifig dominant means of transport.

At the end of 2005, Vietnam had 16.09 million régied motorcycles and 0.89 million
registered automobiles in use. Compared with ttea §890, this is an increase of 5.8 times
for motorcycles and 3.6 times for automobiles. Tise of both transport means rose very
rapidly, especially motorcycles.

The studies of Hanoi and HCMC urban planning byNheistry of Transport and JICA
confirm that motorcycles are the dominant transputle of residents in large cittesn 2005,
motorcycles served 62.7% (Hanoi) and 77.9% (HCMfiravel needs, while the shares of
passenger cars and taxis were only 3.5% (Hanoipa3fb (HCMC), and the shares of buses
were 8.4% (Hanoi) and 5.9% (HCMC). Clearly, the onoycle is the preferred choice of
urban population, providing personal mobility inatévely short distances and frequent trips,
under the condition that public transport is unéeedoped, cars are beyond the reach of the
general public at the current income level, and amytles often travel faster than
automobiles. Many people also use motorcycles tkerliging.

Although the “Master Plan for Transport Infrastiwet in Hanoi and Ho Chi Minh up to

! The Study on the Urban Transport Master Plan aasibility Study in Ho Chi Minh Metropolitan Area
(HOUTRANS), 2004, and the Hanoi Integrated Develeptrand Environmental Programme (HAIDEP),
2007. Both plans were supported by JICA technissistance.
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the Year 2020” prioritizes investment in transpunrastructure such as roads, railroads,
subways, and public buses, it also foresees teatise of motorcycles in Hanoi and HCMC
will remain relatively high in the future, namel9®% in Hanoi and 35% in HCMC in 2020.

At the same time, living conditions in rural areae expected to improve by 2020, and
rural road systems are also likely to be upgradiedier these circumstances, rural demand
for motorcycle use will surely rise, especially light of the fact that current density of
motorcycle use in rural areas is still very low.

At present, the geographical distribution of moyoie use is not uniform within
Vietnam. In absolute volume, the registration amdutation of motorcycles are concentrated
naturally in cities and provinces with a large pagion or a dynamic economy, or both. They
include HCMC, Hanoi, Dong Nai, Hai Phong, An Giaifganh Hoa, and Nghe An. In terms
of density of use, Hanoi and HCMC again lead th@nawith one motorcycle for every two
persons, followed by Da Nang, Binh Duong, Dong N@ilang Tri, Ba Ria-Vung Tau, and
Khanh Hoa, where there is at least one motorcymlevery four persons. All other cities and
provinces have fewer motorcycles per person. Imtally, the density of automobile use is
positively correlated with the density of motoraycise (Figure 2).

Figure 2: Motorcycle and Automobile Density by Pioce, 2005
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Source: National Traffic Safety Committee. See agpeto chapter 1 for original data.

The above considerations lead us to the concluiah motorcycles will continue to
contribute significantly to road transportationMietnam, at least up to the year 2020. Thus,
the development of motorcycles is an objective imrequent for Vietnam, and we should
continue to study how motorcycles can co-exist lwamously with other transport means and
how they can better serve consumers’ needs.
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2.2. Development of the Motorcycle Industry from 1990 t®?005

Before 1995, Vietnam had a relatively small motaoteystock in use, at about 2-3
million units, and it increased slowly by tens abtisands of units per year. Most of the
motorcycles were imported.

During the period 1995-1999, FDI motorcycle assemslinvested in Vietham and
began production, at first using imported parts ¢gratdually increasing parts localization.
Consumers’ demand for motorcycles increased annudlbwever, production volume
remained relatively low during this period, andcpd were high in comparison with the
income level of most people.

Around 2000, local motorcycle assemblers suddemtyeased in number, producing
motorcycles with parts originating mostly in Chimveith average to moderate quality and at
reasonable prices relative to people’s income. FEO®O to 2003, this type of motorcycles
occupied as much as 60-70% of the domestic maltkeesponse, FDI enterprises adjusted
business strategies and changed models to regaikeimahare. Some FDI producers
introduced popular, low-priced models while othé&l Pproducers targeted up-markets with
fashionable style and new colors. At the same tipe®ple’s living conditions continued to
improve. As a result, motorcycles in use increasgudly by about 2 million units per year,
except in 2003 when Hanoi and HCMC applied polieeebmit the number of motorcycles.

At the end of this process, over-capacity and sewempetition exerted significant
downward pressure on the prices of “Chinese” metdes produced by Vietnamese
assemblers. Many consumers also turned away frain pinoducts which failed to satisfy
their quality demand. This prompted them to rewissiness strategies for survival, which
included enhancing in-house production, becomingpbers of FDI assemblers, building
supplier networks, turning to sales and marketorgexiting from the industry. Direct parts
import from China fell and domestic production @fHinese” parts increased.

From around 2003 to present, motorcycle demandiraged to expand strongly, with
market shares shifting decisively back to FDI adders. Apart from robust income growth,
motorcycle demand has been fueled by the removdkeofand-restrictive measures such as
parts import quotas (2002-2005) and registratiantrobin large cities (2003-2005). By 2006,
Vietham’s motorcycle market reached nearly 2 millimits per year, with an expectation of
further expansion in the future. This domestic dednsize is sufficient for major assemblers
to aggressively introduce new models and for garnpliers to willingly invest in Vietnam.

2.3. International Comparison and Vietnam’s Unigueness

Asia dominates the global market of motorcycleshwoughly 95% of total production
originating in several Asian countries. Asian méskare also dynamically growing in sharp
contrast to saturated markets in developed cosnt@éina, India and Indonesia are the top
three producers, with annual production volumed a2, 12.7 and 5.1 million units each.
Japan, Thailand and Taiwan also have significaotlyxction size, with each producing 1.8,
1.5, and 1.4 million units in 2085With an expected production volume of over 2 imill
units in 2007, Vietnam has now joined the groufaadest motorcycle producers in the world.

There are three reasons for the popularity of negtdes in Asian developing countries.
First, the region contains large tropical and syfitral areas with high temperature and
frequent showers, a climate particularly suitalde motorcycle use. Second, rapid income
growth, and associated industrialization and urzstion, are boosting individual trip needs.
Third, despite that, public transportation gengra#mains underdeveloped. For example,
Bangkok, Jakarta, Manila, Hanoi and HCMC have ndewr urban rail lines in comparison

2 Honda,World Motorcycle Facts and Figure8006.
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with more advanced cities such as Tokyo, LondonisRand New York which have extensive
networks of commuter rails and buses, subwaystrslys and other urban mass rapid transit
(UMRT) systems.

Figure 3: Motorcycle Holdings in Asia, 2000
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Source: Fukuda, Nakamura, and Takeuchi (2004)—es#adte 4.

But even by Asian standards, Vietnam’s use of nogtdes is highly intense and unique.
The motorcycle is a “popular vehicle” in Vietnanregs all ages, genders and occupations. It
is used not only for delivering commercial goodst bor virtually all personal
purposesl commuting, shopping, dating, visiting friends, dlwng children to and from
school, and even for sheer fuMotorcycle use is particularly heavy in urbanasewhere it
is by far the preferred means of transport foredidents. Both Hanoi and HCMC have flat
terrain, compact urban areas relative to populatire, and deep and narrow lanes
crisscrossing the built-up areas. These charattsriare particularly amiable to motorcycle
use. The contrast between severe shortages of abilemparking and well-developed
motorcycle parking at present also tends to sustenpopularity of motorcycles. Thus, the
motorcycle is the key determinant of the mobilipgmfort, safety, and health of the
Vietnamese people, with great influence on thérdiyle and life quality.

Additionally, the motorcycle market in Vietnam Hhae following features which are not
seen in most other developing countries.

First, motorcycle use in Vietnam is disproporti@iathigh relative to its automobile use.
There are only 12 countries in the world where thenber of registered motorcycles
surpasses that of registered automohilamong them, Vietnam is by far the leading country

% The survey by Prof. Atsushi Fukuda (Nihon Unionducted on 130 families in Hanoi in March 2003
shows that 97% of families possess at least oneroyaie, and each motorcycle is often used by more
than one person. Top reasons for the primary ugecammuting (54%), going to school (14%), relaxing
(10%), going to hospital (7%), shopping (4%), amdirdy (3%). Top reasons for other users are regaxin
(28%), commuting (18%), going to school (10%), ging (15%), additional study (8%), and dating (7%).
It can be said that most people use motorcyclesroltiple purposes, in addition to the basic use of
commuting or going to school.

* Compiled from Atsushi Fukuda, Fumihiko Nakamurad &enzo Takeuchi, “Current Situation of
Motorcycle in Metropolis of Southeast Asia and l#sues,”’Kokusai Kotsu Anzen Gakkaigfliournal of
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with the ratio of motorcycle stock to automobil®dt of 13.3 in 2000 and 18.1 in 2005.
According to the 2000 data, the next country irs tlanking was India (5.6), followed by
Thailand (5.4), Indonesia (4.6), Cambodia (4.2)in@Nh(3.1), Pakistan (3.0), Taiwan (2.4),
Bangladesh (2.4), Philippines (1.6), Mauritius J1&hd Malaysia (1.3). Viethamese people
are extremely fond of motorcycles, and this facusth be taken into account in formulating
transport policy.

Second, as noted above, there is a significantnuni@l gap in motorcycle use.
Motorcycles in Vietham are concentrated in two dstgcities and their vicinities. In rural and
remote areas where income levels are still low,efemotorcycles are owned per person
(Figure 2).Vietnam’s urban markets are near saturation in gesimnumber of motorcycles,
but rural markets are likely to grow strongly ahé urban-rural gap is expected to narrow in
the medium to long run. Although Taiwan, Malaysianda Thailand had higher
motorcycle-per-person ratios than Vietham in 20B@yre 3), cars are far more visible than
motorcycles in Taipei, Kuala Lumpur or Bangkok. §hs because motorcycles in these
countries are more uniformly spread geographicaNational average comparison hides the
unevenness of motorcycle distribution within Viema

Third, the Vietnamese motorcycle market is very aigic. Not only the sale has
increased, but what consumers expect from motagsyid also changing rapidly. Until the
late 1990s, the motorcycle was considered a mefasaving that retained good value over
time as well as a practical means of transportuAdo2000, with a large inflow of cheap but
low-quality “Chinese” products, the motorcycle sadly became a commodity. After 2003,
the popularity of “Chinese” motorcycles declined demand shifted toward high-quality,
stylish motorcycles and scooters, especially iranrareas. These shifts are brought about by
an interaction of changing consumer tastes, intemma influences, and manufacturers’
business strategies. Now, with a domestic marketvef 2 million units per year, motorcycle
assemblers will have many business options inctudie broadening of market segments
with new models and reorganizing domestic and dlsbppliers.

2.4. Transport Modal Balance

Cars, motorcycles and public transportation systeraghree pillars of transportation in
any developing country. Each of these transporteadths merits and demerits. It is people
who make the final modal choice based on theirnmeotravel need, climate and geography,
and the existing state of transport infrastructtdewever, policy can also make a significant
difference by guiding people’s choice. The crugialicy question is how to combine the three
principal modes to achieve maximum transport bénefhile reducing social and economic
costs. This will require encouragement of certaodes and restraint on others with effective
policy instruments under a consistent roadmap.

The motorcycle excels in personal flexibility, alimg the rider to make door-to-door
trips at any time without waiting, walking or trdes It is also efficient in space use,
occupying about one-fourth of space on road anghiking in comparison with a car when
motorcycles are dominant, and about one-half ofed a car in mixed traffic. Its small size

International Association of Traffic and Safety @wes), vol.29, no.3, Dec. 2004 (in Japanese). Mewe
numbers in the text should be treated with careesiimternational comparison data are somewhat
inconsistent.

® In Thailand, the urban-rural gap is not very lalge2003, there were 2.47 persons for each mottedy
Bangkok, and 3.61 persons for each motorcyclel iothér areas, with the national average of 3.46@es

per motorcycle (IDE-JETROMotorbike Industries in Asja2005, in Japanese). In Vietnam, the
corresponding figure in 2005 for Hanoi and HCMC w6 persons for each motorcycle, and 6.14
persons for each motorcycle in the rest of the tgumith the national average of 5.11 persons per
motorcycle (see Appendix). Hanoi and HCMC have éigmotorcycle density than Bangkok, but rural
Vietnam has lower motorcycle density than ruralilEmal.
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and agility permit faster urban travel than a ca&hich reduces congestion and overall
pollution. However, if motorcycle use and maintet&rare unregulated, there is a risk of
excessive traffic accidents and exhaust emission.

The strength of the automobile is comfort and pryvdn closed air-conditioned space
with soft seats, travelers can enjoy scenery, aodonversation, or just take a rest. For this
reason, private car use becomes increasingly popslincome rises. However, automobiles
are generally not very efficient in space and eperge, especially in single occupancy. If
urban road capacity is insufficient, peak-hour é¢tatime becomes very long and highly
unpredictable in comparison with other modes.

The urban mass rapid transit (UMRT) system, whieimlgines commuter rail networks
with rapid bus transit, is highly desirable in modeities with large travel demand. If it is
operated competently and used by most peoplepitsignificantly reduce road congestion,
traffic accidents and environmental damage. Ciigsh as Tokyo, Seoul, London and Paris
all have extensive UMRT systems that crisscrosetiige urban and suburban areas. While
public transport commuters in these cities sa&ifiersonal flexibility, comfort and privacy,
they usually feel better off because air is cleatmavel time is shorter and more predictable,
and there is no need to compete with other drivers.

Table 1: Comparison of Three Principal Modes in Wiem'’s Urban Travel Setting

Motorcvcles Automobile (personal Urban Mass Rapid
Y use) Transit (UMRT)
Personal flexibility High High to moderate Low
Comfort and privacy Moderate High Low
High to moderate Low

Space efficiency (mod?rr:;feizcl)f mixed (depends on occupancy) High
Enerav efficienc Low to moderate Low Hiah

9y y (depends on occupancy) (depends on occupancy) —ian
Predictability of .
peak-hour travel time Moderate Low High

, Low Moderate .
Traffic safety (if unregulated) (if unregulated) High
Environment Low Low Hiah
friendliness (if unregulated) (if unregulated) mgn

Motorization or the expansion of personal car use, is inelgtabany rapidly growing
developing country, but its speed is controllabje golicy. In more developed countries,
personal means of transport shifted from motoreyde automobiles as income rose.
Vietnam’s motorization is at a very early staged ah is expected to continue for a
considerable time, provided that robust GDP groisthustained. However, a rapid increase
of automobiles from a small base even now is ayreadusing traffic conflicts with
motorcycles and bicycles in urban areas. Vietnanifges are not yet equipped with
infrastructure required for a large number of aubites, such as expressways, bypass and
ring roads, multi-lane trunk roads, overpassesgdges, tunnels, and parking facilities.
Building them in sufficient numbers will take tina@d large financial resources.

The need for public transport systems, such as adgsrmnails, subways, sky trains, and
rapid bus transit, is keenly recognized in Hanal &CMC. Many projects are planned, and
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some are already under construction. In the long public transport should become the main
means of urban and suburban mobility in Hanoi a@M& as in the large cities of advanced
countries. This will greatly reduce road congestamcar and motorcycle use is reduced.
However, completing these infrastructure projeci$ also take a large amount of time and
money. While very desirable, an efficient and cosmensive UMRT system cannot be
realized in the short run, and can only be pagéfized in the medium run, in Vietnam.

Figure 4: Rapid Motorization vs. Controlled Motoréion in Urban Areas

Travel demand Travel demand
/’/Amﬂe/
Automobile
\/ Motorcycle
Motorcycle Public transport Public transport
Time Time
Scenario A Scenario B
- Rapid motorization - Controlled motorization
- Strong restriction on motorcycles - Gradual ghast of motorcycles
- Slow construction of transport - On-time construction of transport
infrastructure infrastructure

Figure 4 illustrates two hypothetical modal combims in a rapidly developing country.
In Scenario A, motorcycle use is discouraged bycpalhile motorization proceeds rapidly
without restraint. Building of transport infrasttupe, including UMRT, is assumed to be slow.
In this scenario, severe urban congestion is iablét and commuters are forced to spend a
long time in gridlocks in the absence of altermatiransport means. With severe congestion,
fuel consumption rises and air quality deterioraldss is a situation observed in many mega
cities around the world, including Bangkok in tralg 1990s where one had to allow at least
two hours to get from one part of the city to aeotiin contrast, Scenario B suggests one
possible way to avoid such a disastrous situatignallowing motorcycles to be phased out
only gradually and building public transport sutictly and on time. As a result, motorization
proceeds modestly, and traffic time loss and envirental damage can be minimized.

The view that motorcycle use should be curbed imately by administrative measures
to reduce pollution, congestion and accidents @stsighted. Suppressing travel demand by
depriving people of motorcycles, without giving mhealternative transport modes, can be
considered a policy failure. Traffic demand is peeable, and there should be a long-term
strategy to respond to it well in advance. Both ¢ilaand HCMC have drafted urban master
plang which aim to provide public transport services fivout 30-50% of total travel
demand by 2020, as compared with less than 10%y.tddeese goals are highly consistent
with the policy direction of this master plan. Matgcles should be the principal mode of
urban transport in Hanoi and HCMC until new pulbtliansport systems are introduced,

¢ See footnote 1.



step-by-step, to replace them. Moreover, this frartsstrategy must be accompanied by
another set of policies to deal effectively withe tioroblems associated with continued
motorcycle use, as explained below.

2.5. Policy Direction

Policy that affects the use and production of nmtoles should be designed from a
broad perspective, which includes the life styld ke quality of the people, urban and traffic
planning, and industrial promotion. Motorcycle pglishould be consistent with, and
constitute an integral part of, an overall trantgigzn master plan as well as an overall
industrial master plan. For this purpose, all edaministries and organizations should have
close and continuous consultation to coordinate fwdicies.

Motorcycle policy should pursue the following fooljectives.

(i) Peoples mobility and conveniende--the circumstance of rising income and
increasing travel demand, people’s mobility and vesmence associated with
transportation should be ensured. At present, éselents of Hanoi and HCMC
enjoy relatively shorter commuting and more frequeips than the residents of
other large cities in the region (chapter 5). Téitsation should be maintained
while modal options for non-motorcycle transpormsld be expanded.

(i) Quality of life-traffic congestion, traffic accidents and airlptbn associated with
transportation should be reduced for the safetg|tihheand comfort of the people.
Even though travel demand increases, these sihsasioould be improved, not just
be prevented from worsening, in comparison withdineent situation.

(i) Reasonable cost and timing of building transpoffrastructure-Vietham must
build many subways, trains, expressways, roadsigées, tunnels, and so on.
However, the total cost of building them is enorsioand time required for
planning, financing, resident relocation and cartton is substantial. Motorcycle
use should partly cover the increasing traffic neetlile new transport
infrastructure is being built at a reasonable aadistic speed.

(iv) Leveling-up of industrial capabilitpVietnam’s motorcycle industry has reached a
domestic demand size which is sufficiently large fmiming at production
efficiency and supporting industry development. AMitroper policy support, the
motorcycle industry should strengthen its role asoee industry for industrial
agglomeration and technology improvement, with Igpdr effects to other
industries. Capability of parts production shoutraised with respect to quality,
cost and delivery. Industrial property rights slibbke protected and illegal copies
should be eliminated.

These objectives can be restated as follomstorcycles should continue to be used to
ensure people’s mobility and reducing infrastruetwost per year, provided that sound and
sustainable solutions are found and effectivelylémented to cope with traffic congestion,
traffic accidents, environment, and industrial peofy rights. At the same time, the motorcycle
industry should become the principal industry byoktsupporting industry base is built and
indigenous industrial capability is promoted.

It is noteworthy that, in the case of motorcyclé® Viethamese government does not
have to worry about the competitiveness of majodpcers, since motorcycle production in
Vietham is dominated by FDI assemblers with higtht®logy and global reputation. The
government has to be engaged in close dialoguethétim to compile and revise policies, but
there is no need to dictate their production, itmesit, marketing, export or R&D activities.
These are decided by markets as well as businegeges of individual companies. Instead,
supply-side policies should be mainly directedite promotion of supporting industries and
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industrial human resources, which improves locababiity and indirectly helps FDI
assemblers, and additionally to reorganize or stliea Viethamese assemblers. Apart from
supply-side policies, people-oriented policiesmipiove motorcycle use, as discussed above,
are extremely important in the case of motorcyct&sce motorcycles have great impact on
the general welfare of Viethamese people.

Motorcycle industry promotion and addressing thebfgms associated with motorcycle
use are not contradictory. In fact, from the loag# perspective, addressing these problems
adequately is the pre-condition for the healthywdlo of Vietham’s motorcycle industry.
Industrial development and comfortable life haveerbeachieved simultaneously in many
advanced countries. Motorcycle manufacturers shoatdpursue, and policy makers should
not allow, unregulated expansion of motorcycle satthe severe social cost of increasing
deaths, injuries, and health problems of the génpublic. The industry can develop
sustainably and competitively only if producers egic corporate social responsibility
associated with their products and if the goverrnneopts policies to cope with them
effectively.

17



Appendix: Registered Motorcycles and Automobiles by Province, 2005

Ciity or Province Population Number of Number'of Motorcycles/ | Automobiles/
x1000 Motorcycles | Automobiles | 1000 persons| 1000 persons

Ha Noi * 3,145 1,565,641 163,796 498 52.1
HCMC * 5,891 2,619,525 275,160 445 46.7
Da Nang * 777 315,041 17,311 405 22.3
Binh Duong 915 313,002 20,775 342 22.7
Dong Nai 2,193 640,143 29,913 292 13.6
Quang Tri 622 178,920 5,605 288 9.0
Ba Ria-Vung Tau 913 253,990 13,640 278 14.9
Khanh Hoa 1,123 301,272 12,900 268 115
Can Tho * 1,135 268,001 9,722 236 8.6
Tay Ninh 1,039 242,062 7,593 233 7.3
Hai Phong * 1,793 409,229 5,352 228 3.0
Lam Dong 1,161 252,009 8,996 217 7.7
Tien Giang 1,701 357,664 9,026 210 53
Phu Yen 861 180,187 3,892 209 4.5
Thai Nguyen 1,109 222,809 9,352 201 8.4
Thua Thien-Hue 1,136 222,797 7,972 196 7.0
Dak Lak 1,711 329,385 10,994 193 6.4
Binh Thuan 1,151 220,155 5,587 191 4.9
Ninh Thuan 562 105,737 2,922 188 52
Quang Ngai 1,269 237,587 6,180 187 4.9
Binh Dinh 1,557 283,446 12,417 182 8.0
An Giang 2,194 393,462 5,541 179 2.5
Gia Lai 1,115 198,743 12,612 178 11.3
Long An 1,413 243,945 5,638 173 4.0
Quang Ninh 1,079 180,049 16,991 167 15.7
Quang Nam 1,463 240,007 8,396 164 57
Dong Thap 1,655 268,252 4,560 162 2.8
Ving Long 1,055 170,386 4,364 161 4.1
Ben Tre 1,352 217,577 2,166 161 16
Hai Duong 1,711 271,244 16,352 158 9.6
Kon Tum 375 56,790 2,299 151 6.1
Binh Phuoc 796 118,980 5,181 149 6.5
Phu Tho 1,328 196,855 11,644 148 8.8
Bac Ninh 998 147,935 4,883 148 4.9
Vinh Phuc 1,169 166,740 7,679 143 6.6
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Tuyen Quang 727 103,232 3,252 142 45
Tra Vinh 1,028 145,205 2,807 141 2.7
Nam Dinh 1,961 270,991 6,508 138 3.3
Bac Giang 1,582 217,321 4,974 137 3.1
Ninh Binh 919 125,595 5,316 137 5.8
Bac Lieu 798 104,795 2,866 131 3.6
Ha Tay 2,526 325,896 15,786 129 6.3
Yen Bai 732 94,275 2,796 129 3.8
Lang Son 739 94,971 4,678 128 6.3
Dak Nong 398 50,435 4,544 127 114
Quang Binh 842 106,472 3,807 126 45
Lao Cai 576 72,644 3,617 126 6.3
Hung Yen 1,134 140,647 4,165 124 3.7
Thai Binh 1,861 230,223 4,443 124 24
Bac Kan 299 36,611 1,692 122 5.7
Kien Giang 1,655 199,828 5,660 121 34
Nghe An 3,042 360,325 13,596 118 45
Cao Bang 515 58,652 3,864 114 7.5
Soc Trang 1,272 142,964 3,436 112 2.7
Ha Tinh 1,301 138,697 7,608 107 5.8
Son La 989 103,385 4,532 105 4.6
Hoa Binh 813 83,231 3,701 102 4.6
Thanh Hoa 3,677 367,736 12,418 100 34
Dien Bien 450 44,875 2,421 100 54
Ha Nam 823 74,007 5,265 90 6.4
Ca Mau 1,219 84,498 2,671 69 2.2
Ha Giang 673 45,297 2,578 67 3.8
Hau Giang 791 27,733 648 35 0.8
Lai Chau 314 10,958 805 35 2.6
Total or average 83,120 16,251,066 887,865 196 10.7

Note: The asterisk (*) shows five cities under calrtdministration.

Source: National Traffic Safety Committee
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1. Introduction: Shark Hunting

Those of you familiar with the movigaws or Jurrasic Park will know that just as
everything seems safe - with a leak fixed or a dosed - and the actors relax a little and
take a deep breath — you know that is exactlyithe NOT to relax. And of course you are
right, and a dinosaur comes in the back way, ostiak bites the legs off a minor character.
It seems to me that is one of the main things wedaing in this Regional Outlook — looking
for the shark in the water — looking out for thexinénancial crisis; the next political
upheaval; the next period of boom or bust.

In the case of Vietham, | and others have beeningokut for the shark for quite a
while. | was first invited to Singapore by ISEAS P92, when | gave a paper on
Development and the Conditions for Success in &etfor an “Indochina Roundtable
Conference”. In that paper | qualified a generalgy picture for Vietham with concerns
about an increasing number of landless poor, stateopolies in some sectors, and an
apparent hesitation to liberalise trade and bankinghe Vietnamese leadership. Some of
those concerns persist today, 13 years later,nbgéneral Vietham has just “grown through”
the obstacles thrown in its path, and in generbtypoeform has been fast enough to keep the
sharks away.

In my presentation today | will run through a faamlset of outlook topics: political
developments and corruption; international relajonacroeconomic trends; domestic reform
and business regulation; foreign investment; ariidiaf development assistarice but first |
want to talk a little more about that shark.

| don’t see any sharks in the water approachingridi® for the next few years. That,
however, is just an educated guess. | am sure knpwledgeable individuals said that about
Thailand in 1996. The problem is that when we aoking for sharks we have to throw away
our trend data, because what we are looking farliseak in a trend. It is that methodological
problem that is causing the headaches for thosplpemwadays trying to construct “early
warning systems” for financial or other crises.s€s are hard to predict. All the preconditions
for one can be there but nothing happens; or ipéap because of some small “trigger”.
Something seems to “tip the scales”, and the caresemps cascade in a process some have
described as “contagion”.

From this understanding of crises, we could maylwk for “triggers”, but they have
probably come and gone before we have measured tramanyway only hindsight can tell
us what events really were “triggers”. Another aygwh is to understand the political and
economic imbalances which give crises their enetdgntifying imbalances identifies the
potential for a crisis, without forecasting whemvitl happen (and crises are not essential for
reducing imbalances). In political terms an imbatais the difference between nominal and
actual regime legitimacy, and in economic terms itypically macroeconomic adjustment
being avoided by band-aid policies.

Vietnam has no patrticularly striking political azaomic imbalances. Legitimacy of the
one-party state remains robust, linked as it idetiivery of sustained high rates of economic
growth with targeted efforts to address growingqunaities (grass roots democracy; anti-
corruption; ethnic minorities; decentralisationoBomic imbalances also do not appear of
too much concern, but that is given the weak ecanalata about the banking sector and
foreign exchange reserves. But even allowing fonesancertainties, we can safely bet on a
crisis-free Vietnam for the next few years.

! The review of sectors and developments in 2005vsitaeavily upon the Joint Donor Report to the
Vietnam Consultative Group Meetingetnam Development Report 2006: Busindasoi, December 6-7,
2005. This was an exceptionally comprehensive ammai@ssive document this year.
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External variables are more uncertain for foreogsthe outlook for Vietnam. Delayed
membership to the WTO, an increasing trend fordrddspute problems, and, like most
ASEAN economies, a high dependence on global dertrands, create an environment that
can add or subtract a couple of percentage paimtis €conomic growth forecasts.

Thus the safe bet is for another five years of regret GDP growth, plus-or-minus two
points due mainly to the movements of externalaldes. This growth-as-usual conclusion
was the essence of a recent articl§ e Economisabout Vietnam, after years of gloomier
forecasting. Even the donor community in Hanoi, vene in the business of explaining the
need for faster reforms (irrespective of the achsle of reforms), seem to grope for policy
problems. The World Bank posit a model of Vietnasguiring a “second generation” of
“harder” institutional reforms® — public administration reform, banking reform,
decentralization, public finance restructuring, gmperty rights and corporate business
development — despite evident consistent progressl ithese areas. (Actually, it is donors
who are doing the second generation thinking ag theve from broad growth assistance
[“trickle down?] to more direct poverty targeting)

There are no sharks in sight, so maybe we can agldxake that deep breath?

2. Recent Developments and Trends
2.1. Macroeconomic Data and Policy Developments

Vietnam’s economic growth rate has increased irh edicthe past three years, and is
expected to be about 8.4 percent in 2005. Thisgtperformance has been accompanied by a
continuation of Vietnam’s remarkable success irucgty poverty, which has declined from
57 percent in 1992 to under 20 percent in 2004, arig a marginal increase in measured
income inequality the Gini index (measuring inequality) has increasely slightly, reaching 0.37
in 2004).Further, the ratio of investment to GDP is expedtegtach a healthy 38 percent in
2005.

The trade deficit began to narrow in the second #faR005 after having increased in
the first half. Under current trends, the tradeidieff.o.b basis), is likely to narrow to
between about 3 percent of GDP in 2005 compared SR percent in 2004, due in part to
overseas remittances (likely to reach about 3l®bilollars, an increase of 20 per cent over
last year). The deficit is mainly financed throl@BA and non-debt-creating FDI inflows.

In 2004 the government issued bonds for about 8tZegmt of GDP. In October 2005 it
successfully issued Vietnam'’s first sovereign bohtd S$750 million, roughly 1.5 percent of
GDP. Bonds are kept off-budget, to comply with S&ate Budget Law, which limits the
budget deficit at 5 percent of GDP. Public debt WS planned to be stay at under 30
percent of GDP to 2010 (Figure 1).

The supply side-shocks that sparked inflation i92Mave not fully abated or have
recurred. These shocks are the outbreak of avithmenza, poor weather conditions, and
hardened international prices of key imports suchihk fertilizer, cement and steel.

Inflation had trended downwards from 10.3 percewtyin October 2004, to around
7.3 percent y-0-y in August 2005, but may end ughdly higher. Increased food prices lead
the inflationary result.

2 Introducing competition and proper regulationrifrastructure services, modernizing tax administrat
reforming the legal and judiciary systems, redudnguption, improving governance at local levels
all part of a second generation of reforms thatrteebe put on track for Vietham to move up to tiest
phase. (WB 2005:14).

22



Figure 1: Public debt over time
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Source: From IMF (2005). Figures based on selected scenarios from a joint
Debt Sustainability Assessment by the IMF and the World Bank.

Figure 2: Rapid financial deepening
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After having climbed to 42 percent y-o0-y in DecemB604, the pace of credit growth
slowed to 37 percent in July 2005. The slowdowmésnly attributable to a decline in credit
growth to SOEs from around 36 percent in Decemi@&42to 28 percent in June 2005.
Sustained growth in credit and money supply (M2jirdp 2000-2005 has seen financial
deepening (Figure 2) against a background of stgnogth and low inflation.

Macroeconomic stability remains an outstanding atiaristic of the Vietnamese
economy. The World Bank Country Policy and Institoal Assessment (CPIA) confirms this
conclusion (Figure 3), and Vietnam also scores lfigh terms of fiscal policy and public
finance. Less impressive are the sectoral politiegnsure a competitive microeconomy
(finance sector, trade policies, business reguiatio

Figure 3: WB evaluation of Vietnam’s strengths amieaknesses
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Source: Based on data from the World Bank.

2.2. Political Developments and Corruption

Political and formal legal activity in 2005, incind a crack-down on corruption, has
largely been focused on two pending future everietnam’s accession to the WTO, and the
forthcoming 18 Communist Party Congress in 2006.

The seventh session of the National Assembly, reMay and June 2005, passed 15
laws important for WTO accession. The October-Navernsession, included discussing and
adopting 14 more Laws, including the Law on Intllml Property, the Enterprise Law, the
Investment Law, the amended Law on Value Added Th® amended Law on Special
Consumption Tax.

The past year has also seen the preparation df pleafs by ministries and provinces
and the drafting of the Socio-Economic Developnian (SEDP) 2006-2010 at the central
level. The planning activities that have taken elaave been shaped by the introduction of
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Prime Minister’s Directive 33 which encourages arenopen and strategic approach to
planning at the national and sub-national levetsngared with the “command-and-control”
approach of the past.

In 2005, the Corruption Perceptions Index of Tramepcy International gave a rating of
2.6 to Vietnam, on a scale of one to 10 where 1@esponds to the highest integrity
standards. Most other countries in the region dghdr grades, including Malaysia (5.1),
Korea (5.0), Thailand (3.8), Laos (3.3) and Chiga2). Only the Philippines (2.5) and
Indonesia (2.2) appeared to be more corrupt. Yatraing to a recent Investment Climate
Survey (ICS), corruption is less severe in Vietrtaan in any other developing country in the
region, save Malaysia (Table ia)

Table 1la: Corruption in the East Asian region

Is corruption a constraint to business? (percent of responses)
No Minor Severe or major

Cambodia 4.7 39.4 559

China 241 48.5 27.3
Indonesia 293 29.2 41.5
Malaysia 53.8 31.7 14.5
Philippines 40.6 24.3 35.2
Thailand 497 32.1 18.3
Vietnam 52.3 17.8 14.2
Source: 1CS database of the World Bank, using un-weighted averages.

It is likely that the ICS is more reliable than @erruption Perceptions Index, but either
way corruption remains a problem for Vietnam andtEesia in general. A law on corruption
was approved in late 2005. One of its implicatie®go hold the heads of agencies and
organizations responsible for the prevention anurobof corruption. The law also includes
the monitoring the assets of civil servants andr imemediate families. The Law and other
main initiatives for fighting and controlling coption include increased public disclosure and
transparency in areas such: as public procurenoemstruction activity; management and
equitization of SOEs; auditing of the state budgegnagement and use of land; and
personnel management.

The campaign against corruption also netted mae tbken results in 2005, reaching
up to Vice-Minister level. More than 400 officialgorking in Vietnam's legal system were
charged with criminal offences in 2005, accordiogstate media. Most of the cases against
police officers, state inspectors and even judgeseworruption-related offences such as
bribe-taking. Rather embarrassingly, Luong Cao Klm@ad of Vietnam's anti-corruption
inspection taskforce and deputy director of theegoment's inspection department, was
arrested in October over allegations he took brédyesabused his position.

% The ICS for Vietnam, conducted in the summer di®omprised 1,150 firms in 25 provinces across
five of the eight regions of the country. Among &#veys of this type completed so far, only thaxe f
China (3,948 enterprises), India (2,722), Brazit42) and Thailand (1,385) had bigger samples.
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Table 1b: Which are the most corrupt government ages in Vietham?

[nvestment Climate Survey Diagnostic Study on Corruption
Traffic police Land administration agency
Customs department Customs department
Tax department Traffic police
Land administration agency Tax department
Market controller Regulators in construction
Construction permit authorities Construction permit authorities
Import/ export license authorities Health care

Planning and investment agencies
Regulators in transportation
Economic police

Sowrce: Based on data from [CS by the World Bank and on Communist Party of
Vietnam (2003). In the case of the ICS, rankings are based on the share of
respondents declaring that corruption is widespread or gifts are required to
get a favorable decision. Only agencies with a share in excess of 3 percent
are reported.

2.3. International Relations

A steady strengthening of ties with China and thdufe to join the WTO were the
international relations highlights of 2005. In Oumto, Chinese Defense Minister Cao
Gangchuan was quoted in Xinhua as saying Chinajowll hands with Vietnam to promote
comprehensive development of the relations betwibertwo nations and the two military
forces, and the following month Chinese President Jihtao visited Vietnam. After a
relatively flat period, trade with China is increas(Figure 4).

In 2003, the completion of China’s own WTO accessiegotiations, the prospect of
remaining subject to textile quotas at the exmratof the Multi-Fiber Agreement, the
successful experience with export growth under W8BTA, and the difficulty to oppose
protectionist measures abroad, prompted the Viedsarnteaders to target 2005 for Vietnam’s
accession to the WTO. Now, however, this may nqtdzsible until 2007.

The main reason is that Vietham has been unabkudcessfully conclude bilateral
negotiations with the US. For unconditional acaassVietham would need to be provided
Permanent Normal Trade Relations (PNTR) statusthauschedule for its consideration and
potential approval by the US congress may entédydeof more than one year.

2.4. International Trade

In the first ten months of 2005, exports grew byp22cent. As in 2004, crude oil was
the leading export - increasing by 33.5 percentallue terms, despite a fall in volume of 7.2
percent. Exports of other main commodities suchiaes coffee, rubber and coal have also
benefited from increased prices in 2005. Over its¢ fen months of 2005 imports grew 18.3
percent.

26



Vietnam’s exports are once again facing an unaegavironment due to antidumping
actions. The items currently under threat are feaiwbicycles, and wood products. Bicycles
have already been hit with antidumping tariffs df (Brcent in the EU. In July, the EU also

started an anti-dumping probe against footwear mspmom Vietnam. Seafood exports also
continue to suffer from punitive tariffs and varsomon-tariff barriers.

Figure 4: Exports to China
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The structure of Vietnamese exports has changeledlgrin recent years. The US and
EU (and China) have increased their share of Viagse exports by about 50% since 2001,
with smaller shares of intra-ASEAN trade and expdd East Asia. Reduced levels of
effective protection, particularly in manufacturingxplain some of the trade growth and
structural change (Table 2), although protectioparticular industries remains high.
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Table 2: Tradebarriers andeffective protectior

1997 2001 2003
Weighted average Nominal | Effective | Nominal | Effective | Nominal | Effective
Agriculture 8.1 7.7 6.3 7.4 11.1 12.5
Mining 0.4 6.1 8.9 16.4 3.6 0.0
Manufacturing 30.6 121.5 253 96.0 29.2 439
Total 21.0 72.2 17.9 58.5 18.2 24.9
Simple average 23.3 59.5 20.1 54.1 20.0 26.2
Rate dispersion 133.8 156.0 149.9 172.3 106.5 134.9

Based on Premachandra Athukorala (forthcoming). The nominal rate of protection is
estimated based on most-favored nation tariffs. The effective rate of protection measures the
gap in value added computed at domestic prices and at border prices. It is estimated using the
input-output table for the year 2000. Rate dispersicen is measured as the ratio of standard
deviation over mean, in percent.

Source:

2.5. Financial Sector Reform

Vietham’s banking reform roadmap, prepared by SBeiek of Vietham (SBV), was
recently endorsed by the Politburo. The reformheflanking system entails four main tasks:

1. Revision of the laws on SBV and credit institutiokese laws will be drafted in 2006 and
issued in 2007. They should transform the SBV emtoindependent central bank, and be
consistent with WTO commitments and other inteoratl best-practice principles.

Separation of SBV from State-Owned Commercial BgSiK3CBs).

Speeding up the SOCB equitization process: VCB Me#tong Housing Bank should be
equitized in 2006. The Bank for Investment and Dewaent of Vietham (BIDV) should
follow in 2007, and the Industrial and CommerciahR (Incombank) in 2008-2009.

4. Upgrading human resources and IT technology.

Work continues on the non-performing loans (NPLs)the banking system. The
issuance of Decision 493, in April of 2005, wadsraportant step towards bringing Vietnam'’s
loan classification and provisioning practices eloso international standards of credit
quality. The first reports are expected to be awdd at the end of 2005.

Vietnam’s stock market remains small. It comprisge organized trading centers, in
HCMC and Hanoi, both operating as non-businesss uaitached to the State Securities
Commission (SSC). The HCMC trading center had 3@pamies, 281 bond issues, and one
closed-end fund listed on it by late 2005. Theltotarket capitalization stood at 5.9 trillion
dong for listed stocks, 33.7 trillion for bond iasges, and 0.3 trillion for the investment fund
respectively. Established in March 2005, the Haraaling center is intended to serve SMEs.

2.6. State Enterprise Reform

As a result of ongoing transformations, the nundfe8OEs had been reduced to below
3,200 at the end of September 2005 compared witle than 5,600 in 2001.

The Government will retain ownership of the largéaite enterprises for some time,
although it has announced that only nine out obf7/@e smaller “1990” Corporations met the
criteria to remain state-owned. Four of the largestporations are being restructured into
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holding companies that will be encouraged to comaetross a broad product range, rather
like the South Korean conglomerates.

The pace of equitising small and medium state prig&s is gaining momentum.
Equitisation is not, fundamentally, a process @ring the actual ownership of enterprises.
It is more about clarifying the ownership of thadakeholders already in control, and then
moving towards some more meaningful solution to dhéversal principal-agent problem:
making managers work for owners, and stopping osvfrem managing. Another aspect of
the equitisation process is the removal of suckerpnises from access to state subsidies or
“pbails outs”. Thus formal ownership is exchangedaturn for cutting the ties to the state.
This deal has become increasingly attractive toitii@rmal owners of state enterprises in
recent years. As the cost-benefit analysis swindavour of equitising there have been many
more applications, as shareholding firms emergm fitweir state enterprise shells.

Recent equitisations are part of the overall tréodards less state ownership of
production in Vietham (Figure 5b). A rapidly growirforeign invested sector and private
companies are also contributing to this relativelide. Still, however, over one-third of
industrial output, and about one-quarter of expanms produced by state-owned enterprises.

Figure 5b: A declining state share of the economy
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Source: Own calculations, using data from GSO and SBV.

During 1993-2002, state enterprises increased sheire of the Viethamese labor force,
and only during 2002-2004 has that share beguretding (Table 3). The data seems to
reflect structural change in the Viethamese econobwyring 1998-2002, farmers were
moving into non-farm self-employment, private epteses, and even state enterprises. During
2002-2004, however, the move has been from non-fegeifremployment into FDI and
ongoing strong private enterprise growth. The sbagovernment employment has increased
consistently over the period. Note the relatively Ishares of government and state enterprise



employment in Vietham (compared to other trans@logconomies). This explains why the
privatization process has been less problematitith&hina.

Table 3: The Structure of the labor force

1993 1998 2002 2004
Inactive 19.42 15.32 16.69 17.17
Active 80.58 84.68 83.31 82.83
Employed
Government 3.08 3.55 4.44 5.25
SOEs 2.50 2.57 3.30 3.14
Private enterprises 10.78 10,14 15.71 16.99
FDI companies 0.10 1.12 0.80 1.33
Non-farm self-employ ment 14.67 16.52 19.05 16.52
Farmers 49.46 50.15 38.20 RE N
Unemployed 0.63 1.80 0.83
Total unemployment rate 0.74 2.16 1.00
Urban unemployment rate 1.44 3.31 1.96
Urban unemployment rate (MOLISA) 6.85 6.01 5.60

Sowrce: Own calculations based on data from GSO and MOLISA. All figures are in percent of
the population aged 15 to 64, except for unemployvment rates, which are in percent of
the active population. The last row is based on MOLISA's labor force survev.  All
other figures are from VLSS and VHLSS. Household businesses are treated as private
enterprises for their hiring of wage workers, and as a source of non-farm self-
emplovment for the jobs they provide to household members on an unpaid basis.

Figure 6: Number of strikes in Vietham by enterpgsownership, 1995-2005 (May)
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The “playing field” between forms of enterprise awship remains uneven in many
respects, although differences are becoming leskanidas discussed above concerning the
“equitisation choice”). One area of notable diffeze, however, is labor strikes. Labor strikes
peaked in 2003, with 100 strikes in FDI enterpresed 37 in private enterprises. Both totals
have decreased in 2004 and 2005, but the lackikéstin state enterprises is remarkable.

2.7. Other Domestic Reform and Business Regulation

New business registrations in 2005 are estimatedaoh 38,000, an increase of about
3.3 percent over the previous year. The averageatap these new enterprises is around 170
thousand dollars. While this is still quite sméllhas shown an appreciable increase of about
33 percent in 2005 compared with 2004.

The Common Investment Law (CIL) passed in late 2f#)Fesents a significant step
towards leveling the playing field, as it applies all forms of businesses, regardless of
ownership or corporate structure.

There is clear evidence that the real estate bubliger by now. A major reduction in
sales started at the beginning of 2005. Over that §ix months of the year, transactions
registered in HCMC fell by 68 percent compared wiith previous year. According to press
reports, by end 2005 Hanoi still topped the countith a median sales price of around
150,000 dollars for street-front homes. But thisvii® percent less than the previous year,
and many listings were staying on the market foglperiods of time.

Figure 7: Growing entrepreneurs
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Figure 7: Increasing enterprise registration

50,000

40,000 /

30,000 //'/
20,000 5

e

1999 2000 2001 2002 2003 2004 2005e

Source: Own calculations using data from NBIC. Figures reflect new registrations
per vear.

Table 4: Closing the Competitive Edge

Hanoi HCMC Bangkok Jakarta Manila K.Lumpur

Industrial electricity = =

4 5.5 5.5 2 5. 0.0 Al
(cents/kWh) ) + ] — ]
40-feet container to 1630 1150 1300 990 050 725
Yokohama (dollars)
Call lo Japan 1.95 1.95 1.49 3.78 1.20 1.42
(dollars/three minutes)
-‘J'\\.I:)Sl. 'ClH‘l”L"C[.lUﬂ _"rb..g _"'b..l ]-l'.ﬁ _-"32.1 2.‘_1.4' 1(‘52.(-5
(dollars/month)

Souwrce: JETRO (2005). Figures refer to 2004,

The Electricity Law, which came into effect in JWQO05, is an important step towards
efficient regulation. The Law basically calls fdret unbundling of the electricity sector and
the creation of a competitive power supply marRetble 4 shows that electricity and other
industrial costs in Vietham are now on a par wiglgional competitors, with the notable
exception of the cost of shipping a container fmada

2.8. Foreign Investment and Remittances

After achieving a seven-year high of 4.2 billionllds in 2004 (Figure 8), FDI
commitments improved further to 4.6 billion dollaby end-October. These include 2.98
billion dollars of new commitments and 1.6 billidiollars for capital expansion by existing
firms.

Since 2005, foreign investors are no longer reduiee pay for the reimbursement of
existing tenants of the land they are allocateddddrthe revised policy, investors pay the
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lease and the provincial government takes chargallofesettiement and ground clearing
expenses. If the investor incurs such expenseaniteduct them from the cost of the lease.

Electronics giant Canon completed construction 60#00-square-metre factory in northern
Vietnam of what will be the world's largest laseinfer factory, churning out a projected 4
million printers per year by 2007.

Figure 8: Registered and implemented FDI from albantries (US$millions)

Source: MPI. The FDI data in this figure are not adjusied for dissolved and expired projects.

Figure 9: Implemented FDI from the Six Biggest Ingtors in Vietham (US$millions)
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Figure 10: Measures to improve the investment elviment in Vietnam
(ratings are 1-5, with 1 being the most important)
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The US has emerged as a major investor in Vietnage 22003 (Figure 9). A 2005
survey of US and other foreign investors in Vietnatantified enforcement of laws and
joining the WTO as the most important measurestiprove the business environment in
Vietnam (Figure 10). Tax issues were also rankegh,hout less so was access to land and
sectoral barriers to FDI.

It is estimated that about 3 million people of Vi@mnese origin, or close to 4 percent of
the country’s population, live abroad on a permarssis. Their transfer of resources to
Vietnam has grown steadily in recent years, fromege US$35 million in 1991 to over four
billion by 2005.

2.9. Official Development Assistance

In the last five years, ODA accounted for 11 pemtoaf total investment capital in
Vietnam. Between 2001-04, over $11 billion was ghkaito support Vietnam, of which $7.84
billion was disbursed. Vietham plans to nearly deuts GDP to 1,000 dollars per capita by
2010 with the help of another 11 billion dollarsfareign aid. In 2005, donors committed a
record amount of US$3.75 billion in support of Viem's poverty reduction and development
agenda - US$ 300 million more than last year.

2.10. Avian Flu

Vietnam has reported two-thirds of the 64 deaths wuthe H5N1 strain of bird flu,
which re-emerged in Asia starting in December 2@&iice October 2005, poultry in 25 of
Vietnam's 64 provinces have been affected by tmasviBut 15 of the provinces are
considered temporarily free of the virus after ségiing no new outbreaks for more than 21
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days. More than 3.4 million poultry have been allie Vietham or have succumbed to the
virus in the last two months.

Leading a multinational team of medical expertsnobilize Southeast Asian nations
against bird flu, Health and Human Services Seprétichael Leavitt said in December that
the likelihood of a flu pandemic in the future ety high." Leavitt, accompanied by the
director of the World Health Organization and othep health professionals, is visiting
Thailand, Laos, Cambodia and Vietnam to seek thellaboration in preparing for the
anticipated public health emergency. The H5N1 stadibird flu has swept through poultry
populations in Southeast Asia, and while the vitoes not pass from person to person easily,
this could change if the virus mutates.

Government transparency and response to the profdenbeen impressive, especially
relative to China. The Prime Minister has persgnitl the effort to control outbreaks and
has announced that Provincial Chairmen are to lsedegsonally responsible for outbreaks in
their provinces. In November, Vietham sent eighti@at members, including all three
deputy prime ministers, to the provinces to insgemiv local officials have implemented
measures to control bird flu. Dr. David Nabarrog td.N. coordinator for bird and human
influenza, said he was impressed with Hanoi's lesdiile and transparency in dealing with
avian influenza in poultry and in preparing forwartan pandemic.

So far, however, a human flu pandemic has not emdeend most costs are simply
economic. In Vietham, the economic costs of chickemave so far have been fairly limited,
but could rise significantly, and have already bkgyh for specific sectors and communities.
Direct economic costs have included losses of pouwte to the disease and to control
measures such as culling birds, with impacts extendot only to farmers but also to
upstream and downstream sectors such as poulatgrgafeed mills, breeding farms etc.
Vietnam has lost over 20% of its stock of poultry.

The size of the poultry sector in the national exoies was about 0.6 percent of GDP in
Vietnam, so when poultry output was down by aro@fdpercent, this part of economic loss
was worth about 0.2 percent of GDP. Additional ésskave occurred because of lower egg
production and reduced activity in distribution ohals. The costs of prevention and control
also need to be taken into account, including cwsthe government of purchase of poultry
vaccines, medications and other inputs, hiring wslfor culling, cleanup, surveillance and
diagnosis. According to the World Bank, these direasts are likely cost 1.2 percent of
Vietnamese GDP.

One presumes an indirect cost on tourism, but seeens apparent and tourists come in
ever-increasing numbers to Vietnam, which has Memeffrom tourist concerns about
terrorism and the tsunami. Vietham's booming toariadustry expects a total 3.5 million
arrivals by the end of 2005, up more than 20 pat oa 2004. Tourism earnings are expected
to surpass US$3 billion in 2005 compared with atd8$2.6 billion in 2004.

3. Outlook for 2006

For Vietnam, ongoing strong domestic demand, dribgnthe reform process and
expansionary policies, should be complimented Istadle external environment in 2006.
Vietnam’'s GDP growth could exceed 8% in 2006. Klarshland, the World Bank's
representative in Vietnam, argues that Vietnanmesadly booming economy could top 10 per
cent annual growth if the country can manage tacedpersistent structural problems like
corruption and lax regulation. He highlights theality of credit, and managing the risk of
continued inflation, as immediate policy challenges
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Whatever happens, Viethamese trade with and inwsgtrfrom with the US will
probably continue to grow due to the impetus (“suppsponse”) to the US bilateral trade
agreement. This is a good example of a reform bkrigenerating real short-term growth
gains. It is unlikely that the dong will fall muah trade-weighted terms, and it may gain
relative to the US dollar. Exports will probablycesed 20% growth again in 2006, depending
mostly on international price fluctuations.

4. Competitiveness and Long-Term Growth Prospects

Competitiveness is relative, and nothing concernet Wam more than the
competitiveness of China. China’s entry to the Wai@ its lead in many areas of reform is
pushing Vietnam’s own reform process. That reforecpss has sped up in recent years, after
a slump in 1990s, even in the more difficult arebstate enterprise and banking reform.

Long-term growth prospects remain good for Vietnaimespective of external
environment fluctuations. This is because centtahming placed Vietham’s economy well
away from its Production Possibilities Frontierdigth potential), and ongoing reform is a
steady process of moving towards that Frontier.sTiwhile Vietham’s factor and product
markets remain weak by international standardg, #me much stronger than they were only
five years ago and are improving every year. Thax@ss unleashes potential and increases
productivity, and generates “once-off” supply respes to institutional reforms.

Thus the nature and pace of reform in Vietnamsislfitan important “macroeconomic”
variable in explaining short-run growth performanoeich more so than in more developed
economies with efficient markets where the growdtums to reforms are less significant.
From this perspective, there are still large “gtowhins” to come from trade liberalization,
financial sector and state enterprise reform, amah further business deregulation.

Vietham’s long-term development may therefore betuped as the progressive
blossoming of an economy that had been shacklatidgeadening grip of central planning
regulations. As those regulations are removed, @oan activity and growth respond. That
process was led initially by a booming householtae In the 1990s, foreign investment and
rapid export growth added more speed. Then, aftetasively slower period, a new phase of
growth led by an emerging private corporate setdseginning. Combined with ongoing
reforms and macroeconomic stability, a decade orenawf high growth rates may be
expected.
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Annex 1: A Comprehensive Rating

The list of potential determinants of a countrytslity to prosper in the global market
place is bound to be long. Trying to nail it dowenat few key features, such as the regulatory
framework firms operate in, is bound to give a jpagicture of a country’s relative position
in the global market place. Productive efficienagl anternational competitiveness depend on
a range of factors, from macroeconomic stabilitgaand policies for business to high-quality
human resources to limited corruption. While itpisrfectly legitimate for different cross-
country ratings to focus on specific determinarit®usiness performance, a comprehensive
assessment of the strengths and weaknesses ontaycoeeds to take them all into account.

Such is the idea behind the so-caltéduntry Policy and Institutional Assessment
(CPIA) of the World Bank, and also of similar indices e&singly used by other multilateral
and bilateral organizations. The CPIA is a tootlézide how much support a country should
be given. CPIA ratings are reviewed on an annuaisbaA high CPIA is in principle
associated with potentially better economic perfomoe, which in turn could make foreign
aid more effective. Regardless of its aid impliocasi, a comprehensive indicator of this sort
could arguably be used to produce an overall raifrdeveloping countries.

The CPIA covers four main areas. These are: macnmgic management, structural
reform, social inclusion and equity, and publicteeenanagement and institutions. Each of
these four areas is disaggregated into a seriesmofe specific indicators. Thus,
macroeconomic management includes macroeconontiititytafiscal policy and debt policy.
Structural reform refers to trade integration, fioal sector policies and the business
regulatory environment. Policies for social incarsiand equity consider gender equality,
equity in the use of public resources, human resoualevelopment, social protection and
labor and environmental sustainability. Finally,bfjc sector management and institutions
covers property rights and governance, budgetasfiaancial management, the efficiency of
revenue mobilization, the quality of public admirasion, and transparency, accountability
and corruption. Therefore, the CPIA includes 16idatbrs in total, each of them further
disaggregated into a series of specific questwiih,examples given for possible answers.

A rating from one to five is generated for eachtted 16 indicators in the four policy
areas, with five meaning highly satisfactory ana aneaning unsatisfactory. The specific
guestions behind each of the 16 indicators are arexivby the World Bank teams working on
each (and often in each) of the countries, but embjo a vetting process aimed at
strengthening international comparability. As atfistep, the process involves benchmarking
with respect to two countries in each region. Whit¢ being perfect, the CPIA is by now one
of the most reliable cross-country rating system@lable. When considered on an indicator-
by-indicator basis, the resulting ratings help tdgna country’s strengths and weakness.
When taken together, under the form of an aggregsieg, the provide information on the
country’s relative position in the world.

Disaggregated CPIA ratings suggest Vietnam’s méiengths are in macroeconomic
management and in fiscal policies. Public financ@nagement gets relatively high ratings
too. Vietnam also does well in the social areautiog gender equality, the equity in the use
of public resources and the quality of its humasotgces. But it still has important
weaknesses. One of them is related to structui@ime ratings are still low for trade policies,
the financial sector and the regulatory environnfenbusinesses. Vietnam’s other weakness
concerns the institutional area, with the ratingsttee efficiency of revenue mobilization, on
transparency, accountability and corruption, andagial protection, being below the average
for other East Asian countries (Figure 3.6).
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Figure 3.6: Vietnam’s Strengths and Weaknesses
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Figure 3.7: Vietnam Ratings in International Perspective
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As for the overall rating, in 2004 Vietnam scored.3Among the 135 developing
countries and transition economies for which théAORas computed, there were another 13
with the same rating as Vietnam, and 48 with highéngs. In relative terms, this means that
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Vietnam is somewhere between the 36th and the $@tttentiles of the worldwide
distribution (Figure 3.7). But its position impra/eubstantially when only the 81 low-income
countries in the group are considered, as onlyfltBem score higher than 3.7. Within this

group of countries, Vietnam falls between the 1&td the 22nd percentile, or roughly in the
second decile of the distribution.
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Annex 2: Key Economic Indicators

Vietnam: Key Economic Indicators

2000 2001 2002 2003 2004 ¢/ 2005 p/ 2006 p/

Year Year  Year Year Y ear Year  Year
Output, Employment and Prices
GDP (% change previous year) 6.8 6.9 7.1 73 7.7 T.5 1.5
[ndustrial production index (% change, previous vear) 5.7 4.6 [4.5 15.5 16.0 6.0 6.0
Unemployment rate (%o, urban areas) 6.4 6.3 6.0 5.8 3.6 3.3 3.5
Consumer price index (% change, period-end) -6 0.8 4.0 3.0 Q.5 8.5 6.5
Public Sector
Government balance (% GDP) 2.8 -2.9 -1.9 -2.0 -1.4 -1.4 -6
Damestic public sector debt (accumulated, % GDP) 4.5 3.3 6.3 6.8 7.5 8.3 9.2
Foreign Trade, BOP and External Debt
Trade balance (SUS million}) -LIST -1 035 3,027 -5.107 0 -5451 -T3400 -B 282
Exports of goods, (SUS million) 4448 15,027 16,706 20,149 26,503 31804 36,733
Exports of goods (%% change, previous vear) 4.0 11.2 20,6 31.5 20.0 [5.5
Key exports, (value, % change) - crude o1l -10.8 4.6 [ 6.8 453 35.0 25.0
[mports of goods, (SUS million, cif) 15,655 16,162 19733 25256 31,954 39144 45015
[mports of goods (% change, previous year) 4.7 3.2 22.1 283 26.5 22.5 [5.0
Current account balance (5US million ) 641 672 418 -840 -1.7020 22,3250 224806
Current account balance (percent GDP) 2.1 2.1 -1.2 -4.9 -3.8 -4.6 -4.5
Foreign direct mvestment (SUS million) L1000 1250 2.045 1,900 1900 2350 2,620
Total external debt -DOD- (SUS billion) 1.6 1.4 12.2 14.2 [5.8 17.2 [8.2
Total external debt (% GDP) 37.2 KRN KRR 364 350 355 34.9
Debt service ratio (% exports of gds) 1.6 6.8 6.0 3.5 5.0 3.0 4.5
Reserves, including gold (SUS million) 3,030 3390 3695 5620 6300 7575 9015
Reserves (in weeks of imports of gds) 10.9 9.7 8.7 9.7 10.0 0.0 [0.5
Financial Markets
Credit to the economy (%o change, period-end) 381 214 222 284 41. 350 25.0
Short-term interest rate (3-M deposits, period-end) 4.3 5.9 7.0 6.3 6.7 T 1.5
Memo item: Nominal GDP in USS billionGDP 31.2 32.5 3501 39.5 453 50.9 34.7

Source: GSO, SBV. IMF and WB
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Abstract

The purpose of this paper is to estimate technialigcative and economic
efficiencies as well as productivity change, techhiefficiency change, and
technological change in across the economic seatorsng the period 1986-
2006. We seek the turning points for productivitgwgh to see whether it was
accompanied by technological change and/or techniefficiency. For
estimating economic growth, we use aggregate pramludunction. We find
that, during the study period, technical progresmicibuted 19.65% to the
country’s economic growth. In addition, using thaetad envelopment analysis
(DEA) technique to estimate technical, allocativel @conomic efficiencies, we
find that the mean technical, allocative and ecomogificiency indices were
72.7%; 75.7%; and 57.5%, respectively under cortstaturn to scale (CRS)
technology, while they were respectively 89.5%;1%8. and 67.9% under
variable return to scale (VRS) technology. We aéstimate total factor
productivity (TFP) index for the whole economy aimdividual economic
sectors. By using rank statistics to analyze ietmporal efficiency and TFP
trends, we find that allocative efficiency of thdustrial sector was consistently
higher than those of the agricultural sector ane tervices sector during the
study period. This is also supported by our est®dtom the Malmquist index
approach that the economy’s productivity growth Wasgely driven by the
industrial sector.

" This paper is prepared to preseritta Third Vietham Development Forum (VDF)-Tokyof€@mce on
the Development of Vietharwhich will be held on 2 June, 2007 at the NatidBeaduate Institute for
Policy Studies (GRIPS), Tokyo, Japan. The authoulévdike to thank many colleagues at the National
Economics University (NEU) and other research tastins for providing data and useful commentstan t
previous version of the paper. Special thanks gdrtoGiang Thanh Long (GRIPS) for excellent reskarc
assistance. The author, however, is fully respdméily all remaining errors.
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[. Introduction

Over the last two decades, the Viethamese econasyhhd a remarkable record of
economic growth, and unequal growth rates in diffieleconomic sectors have led to a rapid
transformation in the production structure. Sinice tverall high growth rate came mainly
from the industrial sector and the services secige, saw a decreasing share of the
agricultural sector from 35 percent of Gross Dome2toduct (GDP) in 1985 to 20 percent in
2005 (GSO, 2006). It would be interesting to find bow factor inputs and technical changes
played their parts in generating such a remarkaptevth, and how economic sectors
contributed to the country’s economic growth. Thouthere are still many problems that can
affect negatively the productive efficiency, suchpoor infrastructure, lack of information,
and abundant unskilled labor. Due to these hurdtga) factor productivity (TFP) and the
technical efficiency level, particularly in term§labor, were still low (Nguyert al, 2007,
forthcoming).

There are many factors that determine the sizeai@mic growth or output at different
levels (i.e. the country, industry, or firm), andanges of these factors cause the output to
change. We may classify these factors into dematedesxd supply-side ones. On the demand
side, the analysis is based on the model, in wtin@nges in total output can be decomposed
into two parts: firstly, changing a sector’'s shafdabor can change its output share causing
economy-wide productivity growth to the labor-aliBog sector’'s productivity growth rate;
and secondly, effect of labor reallocation depeungsn the existence of differences in the
sectoral productivity levels. On the supply sidee tanalysis is relied on the concept of
production function, which explains the relatiomshietween factor inputs and outputs.
Studies on the supply side are known as the provtycstudies, and they are carried out
under some approaches.

Total factor productivity (TFP) is widely regardad one of the most crucial factors that
have potential impacts on the supply side. Therdmutton of TFP is always estimated as
residual. Contribution of TFP is usually interpoetes contributions of technical progress and
efficiency change. Indeed, TFP growth (technoldgiteange) can be analyzed and estimated
by using production function. This can be seemeworks of Nadiri (1970), Jorgensenal
(1987), and Jorgenson (1988). Such type of techmicange is a shift in the production
function over time, reflecting greater level ofieincy in combining factor inputs.

There is another approach whereby the growtugsut can be explained without any
assumption of production function form. This apmtoas known as the growth-accounting
analysis with profit maximization assumption. Thewth-accounting approach replaces the
output elasticity with respect to each input, whishunobservable, and it must be estimated
from production function by the share of observdalgtor income. It is possible to explain
the output growth in a given period by the growtleach input weighted by its income share.
The remaining residual is known as TFP or techribainge. Although this approach is quite
appealing, and it has been done in many counttidgfarent levels such as industry or firm,
it has been done only for Vietham at the natiosaél with aggregate data, which could not
consider changes in technical inefficiency. Fortanse, Nguyen (2005) estimated the
aggregate production functions and showed thatetmmomy’s productivity growth during
the study period was largely driven by the indastsector, and the technological progress
was one of the critical factors contributing to #g®nomic growth. During 1985-2004, the
TFP of the country increased by about 1.5%. Theribmriion of the technological progress
was about 0.7 (or 11 percent) and that of theiefficy change was 0.89 (or about 12 percent)
to the average GDP growth rate of 6.68 (or 100 guejc The contributions of the factor
inputs, i.e. capital and labor, to 6.68% annual @Go&wth during the study period were about
50.41% and 29.16%, respectively.



Recent developments have showed that, accompamithdthe technical progress,
changes in technical efficiendythe gap between frontier technology and its actual
productior could also contribute to productivity growth. Tocdepose TFP growth into
technical progress and changes in technical efiigie the stochastic frontier production
function (SFPF) could be applied. Stochastic femthodels assume that firms or industries
do not utilize the existing technology fully becausf various factors, and this causes
inevitable technical inefficiencies in the prodoctiprocess. Under these circumstances, TFP
growth might arise from improvements in technicticeency without technical progress.
Coelli (1995) presented the most recent review afious techniques used in efficiency
measurement, including their limitations, streng#usd applications. The main strengths of
the stochastic frontier approach are that it caal dé&h stochastic noise, and permit statistical
tests of hypotheses pertaining to production atrecand degree of efficiency. The main
weakness of this approach is the requirement obgimg an explicit parametric form for the
underlying technology, and an explicit distributdassumption for the inefficiency term.

Recently, non-parametric approaches, commonly knasvaata envelopment analysis
(DEA) technique, do not require specification oé thnderlying technology, and they have
advantages in dealing with disaggregate inputsraaotiiple output technologies. However,
this model is not able to separate deviations ftleenfrontier technology into their systematic
and random components, and thus it attributehalldeviations from the frontier technology
to inefficiency. Because this methodology does megjuire a prior functional form for the
production frontier, it imposes no prior parametestrictions on the underlying technology
that may create the distortion in the efficiency aswes. Since the DEA method is
deterministic and attributable to all the deviaidrom the frontier to inefficiencies, a frontier
estimated by DEA seems to be sensitive to measunteareors and/or other noises in the
available data.

In this paper, we apply the non-parameter appragith macroeconomic data of the
Viethnamese economy in order to answer for the aipo@etioned research questions. Based
on the estimates, the paper will propose some yaliggestions for improving growth and
efficiency performances of the industries in paiac, and the economy in general.

The paper is organized as follows. The followingt®a Il will make an overview of
growth performance and structural changes of thetndimese economy and its economic
sectors sinceDoi moi with some initial estimates of economic and praunhity growth.
Section Il describe theoretical framework to estienTFP growth and evaluate the sources of
such growth by using Malmquist index. The estimatesllts and analyses will be provided
in Section IV. Finally, some major findings, poligyplications, and concluding remarks are
presented in Section V.

Il.  An Overview of Growth Performance and Structural Ch anges in
Vietnam since Doi moi

In this paper, we will use both parametric and parametric approaches,
macroeconomic models, and statistic methods toyaeajrowth performance and structural
changes of the whole economy and individual secWies will use the data from the General
Statistics Office of Vietnam (GSO) for three sestare. the agricultural sector, the industrial
sector, and the services sector, over the peri88-2006 (see Appendix A). The procedures
used to create proxy variables for real wages amital prices are discussed more detail in
Nguyen (2005).
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1. Growth Performance of the Economy

In this part, we review the growth performance loé £conomy in different periods
during 1986-2006. In addition, we will discuss somajor indicators of factor productivity,
including labor productivity and investment effioty.

1.1. Growth Performance in the Period 1986-2006

In the early 1980s, the economy faced many hardstapulting from changes in the
international conditions and rising weaknesseglasihe economy. Particularly, Vietham no
longer received aids from the former socialist ddes. The hybrid economic modeh
combination of centrally-planned economy and markebnomyl and the failures with
hyperinflation from price-wage-money reforms forcé government to launcBoi moi
policy programs in 1986 in order to change the eopntowards a market economy. Since
then, the economy has made impressive growth pe&ioce (Figure 1).

Figure 1: Vietnam’s GDP growth
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Figure 2 (a): Long-term trends of five series ovitre period
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Figure 2 (b): Five-year moving average of the figeries over the period
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Figure 2a and Figure 2b show the estimates of ibwt trends for real GDP, real GDP
per capita, population, employment, and produgtiiMote that, these long-term trends are
represented by horizontal straight lines and tlve-yiear moving averages are plotted as
percentages of the trend values. In 1995, the ¢roates of real GDP, real GDP per capita,
and productivity accelerated. The straight lineBigure 2(a) show the long-term trends of the
five series over the period. The annual averagavtiyaates presented by five lines are as
follows: real GDP (6.84%); population (1.63%); emyhent (2.9%); real GDP per capita
(3.84%); and productivity (2.5%). Therefore, redDIS per capita grew more rapidly than
labor productivity (real GDP per worker), and théflects an employment growth during the
last two decades.

While these long-term growth rates are importanbto understanding of economic
growth afterDoi moi, we also need to evaluate these rates of chartpewie study period.
Based on the policy changes and external impacisglthe period, we have four sub-periods
to review the important factors, which track thewth pattern in Figure 1. The four sub-
periods include 1986-1988; 1989-1996; 1997-1996;2000-2006.

1.2. Period 1986-1988: Initials Adjustments towards a Meket Economy

In this period, the initial adjustments created rem@nomic incentives for the economy
in general and household economy in particular. &avh the major reforms include
abolishment of internal check points for free moeeats of goods; adjustment of prices
towards unofficial levels and reduction of ratiagsn in which the Vietnamese Dong (VND)
was evaluated in line with the parallel market satthe approval of the Land Law and
recognition of long-term land use rights; the elitaiment of a two-tier banking system. The
launch of economic renovation helped boost the trgeerformance of the economy. The
economy started with the growth rate of 2.8% in6L8A&d it then had increasing growth rates
in the following two years. In 1988, the growth erabf the economy reached 6%.
Implementation of the renovation policy clearlywla fresh wind into the economy after a
persistent economic crisis. In particular, the pesitrend of GDP growth also strengthened
the willingness of the government for further refist

1.3. Period 1989-1996: Early Transformation to the Marke Mechanism

This sub-period started with liberalization and bdization packages, including
elimination of most of price controls, unificatiaf the exchange rate system, imposition of
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positive real interest rate, the issuance of théif@nce on Economic Contracts, and
especially the removal of subsidies to state-owargdrprises (SOEs). The radical changes in
1989 made the turning point for the economy to mowveards a market economy. Behind the
initial drop in 1989’s growth rate was contractmiithe state sector due to the restructuring of
SOEs. However, this drop was compensated by sgomgth of the non-state sector, which
resulted from liberalization policies. Speciallgetshare and growth rates of the state sector in
1989 were 41 % and -1.8%, respectively, while thoisthe non-state sector were 69% and
9.8% (GSO, 2003).

After 1989, the economy was on a high growth tnaitk a peak in 1995. Fast growth in
this phase could be attributed to the effects ef iast and on-going reforms. Some of the
major reform included the issuance and amendmédrsams relating to government budget;
state and non-state enterprises, credit and ban&mgpuragements of domestic and foreign
investments; and expansion of trade and finaneiakions with the international community
via negotiations and further liberalizations. Irrtgaular, Vietnam joined the Association of
Southeast Asian Nations (ASEAN) and ASEAN Free @rattea (AFTA) in 1995. In
addition, since the Donor Conference within theif&ub framework in 1993, the official
development assistance (ODA) resources associdtbdcenditionality has helped promote
structural adjustments.

In summary, this early phase of transformation it of fundamental framework for a
market economy, in which allocation of resourced @nices interact for the better final
outcomes.

1.4. Period 1997-1999: Transformation under the Asian Gsis Impacts

The third sub-period was the first major challetm®ietnam’s young market economy.
The Asian financial crisis, which was originatednr Thailand and expanded to other East
Asian countries, led to trade and investment disoap. The Viethamese economy was not
directly hit by this crisis due to strong capitabntrols. However, FDI reduction and
intensified competition in export markets broughbat “real blows” to the economy. The
growth rate declined sharply in this phase, frodb86 in 1997 to 5.8 % and 4.8% in 1998
and 1999, respectively.

FDI decreased dramatically in both number of ptsjend total value. Under negative
impacts of the crisis, the crisis—hit and majoreistors in Vietnam had to solve the problems
in their own countries. As a result, there was pbkDI in Vietham. Many projects became
dissolved and the new ones were seriously affdayefreign trade. The major importers of
Vietnam in East Asia had to reduce the volume gdarts. Devaluation of currencies in the
region made the competitiveness of Vietham worsms€quently, there was a significant fall
in the export growth rate, from 28.8 % in 1996 1041% in 1997, and only 7.8% in 1998.

Facing such unfavorable context, the Vietnameseemonent devalued the currency
four times and carried out other structural refodusng the period 1997-1999. However, the
external contexts affected the economy signifigartirough both direct and indirect
channels, and thus the downward trend in GDP wasrabd.

1.5. Period 2000-2006: Resumed and Further Growth

As the financial crisis was dying down, the economgumed growth momentum in
2000. After laying out the fundamental frameworktie previous sub-period, the reform
agenda has been tuning to structural reforms, dimetu promotion of non-state sector and
SOESs’ equitization

The new Enterprise Law enacted in 2000 with fatilitn of business activities and
creation of a more playing field level for privasterprises helped promote the private sector.
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There was rapid growth in the number of newly dihbd enterprises, which were mostly
private ones.

Although the SOES’ equitization was ignited in tiirst sub-period, the process was
extremely slow. The major frictions are unwillingiseof equitization within the management
boards, difficulties in firm evaluation, and unehbtraatments in the market place. The high
equitization profile in the period 2000-2006 wapasitive signal of a radical change in the
production structure

In short, in the period 1986-2006, Vietham presg e impressive average growth path
with several spurts of high growth in line with real economic reforms. Strong growth in
GDP brought about important conditions to raise likeng standard of the Vietnamese
people. However, the high growth path can only l@@ntained in the long run if growth is
based on productivity rather than accumulationegburces. The quality of economic growth,
including the structural evolution and input protiity, is a key for further successes.

2. Structural Changes
2.1. Change in GDP Shares by Economic Sectors

A historical perspective suggests that developrhastalways been associated changes
in productive structure. Particularly, if the ecomp is divided into three sectors, i.e.
agriculture, industry, and services, we expectede the increasingly important role of the
latter two sectors.

Figure 3a: GDP shares of agriculture, industry argkrvices
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Figure 3b: Growth performance of agriculture, induiy and services
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Figure 3a and Figure 3b present the contributidnth@se three sectors to Vietnam’s
GDP during the period 1986-2006. It can be obsethatthe share of the agricultural sector
declined, while the industrial sector has playedrameasing role in the economy over the
period. At the same time, the services sectorlasbincreasing contribution to the GDP, both
in terms of growth rate and value.

2.2. Contributions of the Economic Sectors to the County’s Economic Growth

This part presents the estimated results for ecangnowth, which resulted from the
model for analyzing growth and structural changee (8ppendix B). Detailed estimates for
each sub-period are presented in Table 1.

Table 1: The estimated results for sectoral growth

Year GGDP | GGDPA| GGDPI| GGDP$ GR LA L Ls
1986-1988 0.0312 0.0013 0.076 0.0347 0.0121 0.5566.0915 0.1018
1989-1996 0.0751 0.0342 0.112 0.0802 0.0505 0.7298.1266 0.1436
1997-1999 0.0623 0.0436 0.095 0.0482 0.0400 0.6950.1180 0.1866
2000-2006 0.0750 0.0388 0.102 0.0692 0.0334 0.6246.1437 0.2318

Note: GGDP=GDP growth;GGDPA=growth of the agricultural outpu6GDPI=growth of the industrial
output; GGDPS-output growth in the services sect@fR=average rate of growth of labor productivity for
the economyt_x=share of labor force employed in the agricultgeattor;L,=share of labor force employed
in the industrial sector; and=share of labor force employed in the servicesosect
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Source: Author compiled from GSC&3tatistical Yearbookvarious years)

In the first sub-period (1986-1989), the economg ki®w productivity growth, and the
agriculture sector accounted for the largest shafekoth input and employment. In the
second sub-period (1989-1996), the output and gmat shares of the industrial sector and
the services sector started to rise.

Going further, the effects of labor reallocation average productivity growth can be
decomposed into two parts. First, changing a secstrare of labor could change its output
share in GDP (99.8%; 99.5%; 99.3%; and 99.2% inndul986-1988; 1989-1996; 1997-
1999; and 2000-2004, respectively), and this cawsethomy-wide productivity growth to
depend on the labor-absorbing sector’'s productigitywth rate. The second effect of labor
reallocation depended upon the existence of difieze in the sectoral productivity levels. As
labors shifted to a sector with a higher produttilevel, the average productivity growth rate
increasedgeteris paribug0.19%; 0.43%; 0.64%; and 1.78% in 1986-1988; 19896; 1997-
1999; and 2000-2006, respectively). It is genertlle that the industrial sector has a higher
productivity level than the other sectors, and tlee®nomy-wide productivity growth is
accelerated as labors shift to the industrial secto

In summary, this part gives an overview of Vietnamconomic performance in the
period 1986-2006. The economic growth rate had beeorded high since the launchdi
moi. The productive structure was changed with inéngasoles of the industrial sector and
the services sector. In addition, we also found ledzor productivity showed increasing trend,
while investment efficiency presented a decreasind.



lll.  Measuring Efficiency and Productivity: Theoretical Framework
1. Growth and Factor Decomposition of Growth

In this paper, we will examine the processggrowth with the aggregate production
function. The aggregate production function canubed to determine the contributions of
labor, capital, and technical change to econonoevtr. One such type of technical change is
a shift in the production function over time, whiokflects greater efficiency in combining
inputs. It is called disembodied technical charaes(mply, technical change), and it can be
represented by the following production functiofef(K,L,t) or y(t)= f(K(t),L(t),t), wheret
indicates time.

The change in output over time is given as follows:
dy _ of dK , of dL , of
+ +

dt oK dt AL dt ot

The first two terms on the right-hand side indéctitat output change is due to increases
in capital and labor, respectively; in other worishows a movement along the production
function. The last term on the right-hand side datkks that output change is due to
disembodied technical change; in other words, @dwsha shift in the production function.
This type of technical change is called “disembddieecause it is not embodied in the factor
inputs; rather, it involves in a reorganizationimguts. It can occur with or without increases
in inputs. Dividing the both sides of equation 6§)outputy, we can convert to proportionate
rates of change and yield:

ldy_ Kof 1k Lot 1d, 10f 2

y dt yoK"K dt "'yoL'Ldt vyot
where all terms have been expressed as propoeioatgs of change. The first two terms on
the right-hand side are the proportionate rateshahge of two inputs, and each weighted by
the elasticity of output with respect to input. Tinrd term shows the proportionate rate of
technical change.

(1)

If we assume that the proportionate rate of charidechnical change is constant at the

ratem. The equation (2) implies that
1d Kof,1dK  Lof,1dL
= = () (S o) S, 3)
ydt "yoK K dt "yoL L dt

wheremis the rate of neutral technical change.

The assumption of constant elasticities shows @@duglas-type production function,
and thus equation (3) can be derived from suclodyation function with the scale parameter

A that increases exponentially over time, ye= (Aemt )L“Kﬁ.
Taking logarithms and rearranging the equationsyieigl:

m:lﬂl—ﬂid_}(_al%_ (4)
ydt "Kdt Ldt

In the case of constant elasticity of substitu{lG&S) production function, we have:
y = (Aem o + a- o)k #|"”. 5)
ExpandingLny in Taylor’'s series approximation of the CES aromwD, we have:

Lny = a+hdLnL +h(l - &)LnK +W(Ln|_—ml<)2 +mt. (6)
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The elasticities of output with respect to labod aapital (3 and/f) are:
_of() L _ h

= - . .
SRR { ) (Kj_p:l )
1+ ——| —~
1-5\ L
and
5. _of() K _ h @©)

K () 1+5(ij :
1-0\ L

2.  The Malmquist TFP Index and Efficiency
2.1. Productivity and Efficiency Measurements: An Overvew of Literature

The aggregate production function is based on skaraptions that the economy lies on
the frontier and requires that the economy’s prtidacfunction has to be specified prior to
estimation. It should be noted that this methoddgieestimates of “average” production
function. This is in contrast to the application mén-parametric method and also other
econometric methods for estimating frontier progrctunction.

Fareet al (1994) proposed the Malmquist TFP index, whicls Wwased on the work of
Caveset al (1982), on the Farrell (1957)'s measurement chiéal efficiency, and on
Shephard (1970)’'s distance function. One of theomaglvantages of the Malmquist index is
that it requires only data on quantity, and ita$ constrained by a specific functional form for
the production, cost function, or profit functiorhe Malmquist index allows us to decompose
productivity growth into two mutually exclusive c@anents, i.e., changes in technical
efficiency and shifts in production technology oviene. These components lend themselves
in a natural way to the identification of catchimg and innovation, respectively. Our
measurement of productivity growth is a geometr&aamof these two Malmquist productivity
indexes.

There are some studies based on the DEA approaahalyze TFP, technology, and
efficiency changes. For example, the work of Mad ¥von (1997) focused on the Chinese
agricultural production in the period 1984-1993.e¥ltlassified 29 provinces in China by
advanced-technology and low-technology categoles, also decomposed the Malmquist
productivity measurements into two components: @t change index, and efficiency
index. The estimated results showed that TFP ofimi@ese agricultural sector rose in most
provinces for both categories during the periodeyralso proved that technical progress was
mostly attributed to the Chinese agricultural prtddty growth after the rural economic
reforms in China. McMillanet al (1989) divided productivity increase into pricada
incentive components, and found that 78 percengrofvth in the Chinese agricultural
productivity in 1978-1984 was attributed to theeaption of the household-responsibility
system, and the remaining 22 percent arisen froioe pincreases. Wangt al (1996)
developed a shadow-price profit frontier model nweistigate the production efficiency of
farm households. Their study indicated that farseg'source endowment and education had
great influence on the Chinese farmers’ locativiiciehcy. Both technical and allocative
efficiencies could be improved by gradually elinting the market distortions.

Measuring productivity by the Malmquist index, Sa{2002) analyzed changes in the
productivity of Australian banks during the perid®95-1999, and found that technical
efficiency of banks as well as TFP index declined.
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Chieko et al (2003) examined the TFP, efficiency, and techgickld change in the
Philippines’ rice sector for the post-Green Reviolutera. They concluded that the average
annual Malmquist productivity growth was positivesignall. It was negative during the early
1970s, then positive in the next period. More dpeadly, the positive growth was coincided
with the introduction of new varieties of rice.

Fareet al (1994) considered the productivity growth in 1TEQCD countries in the
period 1979-1988. They also used DEA to computeMhbnquist productivity indexes, and
then decomposed them into two components, namehlntdogical change and efficiency
change. Their analysis provided more informatiortt@nstatus of the production technology
applied by firms. The US productivity growth wasosm to be slightly higher than the
average level, which was due to the technologitenge. Japan ranked the first in the
productivity growth in the sample, in which halfgriowth relied on efficiency change.

2.2. The Malmquist Productivity Indexes

In this study, we estimate productivity changehesdeometric mean of two Malmquist
productivity indexes. Our Malmquist index is consently a “primal” index of productivity
change. To define the output-based Malmquist inofeproductivity change, we assume that
for each time period=1,..., T, the production technologyl is presented ad=[(x,y): x can
producey]. We also assume thét satisfies certain axioms, which are to define nregfnol
output distance functions. Following Shephard (3930 Fare (1988), the output distance
function is defined at the peridds:

inf {y(x, y§) O7H}= (sup {y: (x, %) THY™ (9)
This function is defined as the reciprocal of timaXimum” proportional expansion of

the output vectoy, given inputsk. It characterizes the technology fully, if andyoiil(x, y) O
H. In Farell's terminology, this is known as tectaliefficiency.

Also note that, under the assumption of constatutrme to scale (CRS), the feasible
maximum level of output is achieved when the praoditg average valuey/x, is maximized.
For simplicity, under the case of one output and oput, this level is also the maximum
observed total factor average product (produclivity empirical studies, the maximum
values mean the “best practice” or the highest mlabde productivity in the sample of
countries, and it is determined by using prograngntgchniques, which will be explained
further in the next section.

By definition, the distance function is homogeneatigegree 1 in output. Additionally,
it is the reciprocal of Farrell (1957)’'s measureimeh output technical efficiency, which
calculated “how far” an observation was from thenfrer. To define the Malmquist index, we
need to describe the distance functions with radpeevo different time periods as follows.

inf{y: (X", Y"1y OH). (10)

This distance function measures the maximal prapuat change in outputs required to
make (", y"*Y) feasible in relation to the technology at theiget. Note that, production
(<! y*Y occurs outside the set of feasible productiompéniodt. The value of distance
function evaluatesx(", y"**) relatively to technology in periodis greater than 1. Similarly,
one may define a distance function as the onentieaisures the maximal proportional change
in output required to make'(y") feasible in relation to the technology at theigub(t +1).

The Malmquist productivity index can be definedakws:

t t+1 +1
My = DoY) (11)
DO(X l} yt)
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In this formula, technology in the peribis the reference technology. Alternatively, one
could define a period, i.et £ 1), based on the Malmquist index as follows.

. _ D(t)+l(xt+1, yt+1)
tOD(XLY)

In order to avoid choosing an arbitrary benchmasie specify the output-based
Malmquist productivity change index as the geometmean of two-type Malmquist
productivity indexes as follows:

Mo(X™, ¥y, X, ¥)

~ D(;(Xt+1’ yt+1) DI+1(X'(+1, yt+1) 1/2_ (13)
Dy(X, ¥) D" (X, )
The output-based Malmquist productivity change ingeconsidered as the geometric
mean of (11) and (12), and it is decomposed asvisl

MO(XHI, yt+1’ )é’ )})

:(DYl(XHl, yt+1)J [ D(K)(XH:L’ yt+l) j( D(t)()é, y) j 1/2, (24)
Do(X, ¥) D (X y™))L O™(%, ¥)
where the ratio outside the square bracket measheeshange in relative efficiency between

yearst and (+1). The geometric mean of two ratios inside theasg bracket captures the
shift in technology between the two periods evadaitd andx'*?, that is:

DlHl(XHl, yt+l) .

(12)

Efficiency change= DX y) (15)
Technical change K D?él((x;ly;z)j[ [l)?ég();’};))ﬂ , (16)

Note that ifx = x** andy = y**!, the sign of the productivity index in (14) doest n
change, i.eMg (.)=1. In this case, the components measuringieffcy change and technical
change are reciprocals, but not necessarily equhl t

Improvement in productivity yields the Malmquistdexes greater than unity.
Deterioration in performance over time is assodiatgh a Malmquist index less than unity.
In addition, increase in any of the components id Malmquist index leads to those
components’ values greater than unity. While thedpct of efficiency change and technical
change components, by definition, must be equahéoMalmquist index, those components
may be moving in opposite directions.

To sum up, we define productivity growth as thedwma of efficiency change and
technical change. We interpret our components addymtivity growth as follows:
improvements in the efficiency change componentcaresidered as evidence of catching up
(to the frontier), while improvements in the tedalichange component are considered as
evidence of innovation.

We believe that these approaches complement ebehfor productivity measurement.
It also provides a natural way to measure the pmemon of catching up. Technological
progress component of TFP growth captures thesshiftthe frontier of technology, or
innovation. Decomposition of TFP growth into catagiup and technical change is therefore
useful in distinguishing diffusion of technologydaimnovation, respectively.
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2.3. Data Envelopment Analysis (DEA) Approach

Despite the prevalence of parametric techniques;pasametric methodologies would
be picked in case of unknown production technolole first one essentially relies on the
ideas of Afriat (1972) and others, which dealt witlir issues in the neoclassical theory of
production, namely consistency, form restrictioecaverability, and extrapolation without
maintaining any hypothesis of functional forms. STmethodology is applied to time-series
data, and has been used in several studies toatealechnical efficiency. Alternatively,
Farell (1957) decomposed efficiency into techniaald allocative efficiency. Faret al
(1985) introduced a non-parametric method of cating efficiency across firms, which
extended Farell's approach by relaxing the restecassumptions of CRS, and of strong
disposability of inputs, which were the primaryticism of Farell's method. Moreover, Fare
et al (1994) noted that the input efficiency of a fidhd not necessarily imply that the firm’s
output efficiency. Technical efficiency, allocatiesficiency, and others in terms of output
could not be derived from corresponding efficiemesgasures in input and vice versa, since
output and input efficiencies focused on differaspects of production. Hence, it was crucial
to determine the type of efficiency to be evaluated

In order to obtain separate estimates of techreffadiency and scale efficiency, we
apply the output-oriented technical efficiency meament to the data of three sectors, i.e.
agriculture, industry, and services. This measurgmeust satisfy three different types of
scale behaviors, including the CRS, non-increasetgrns to scale (NRS), and variable
returns to scale (VRS).

Let Y be an(MxN) matrix of outputs of the Viethamese sectors, iniclv the elemeny;
represents thé" output of the/™ industry. LetX be a PxN) matrix of inputs, in which the
elements; represents thid" input of thej'™ industry. Letz beanN-vector of weights with its
elements are denoted by..., zy. Lety; be Mx1) vector of outputs ang| be the Px1) vector
of inputs of thg™ industry.

The CRS output-oriented measurement of technicétiericy for the ™ sector in
Vietnam is calculated as the solution to the follaydinear programming problem:

/DSy =max, , v, (17)

subject to
N
VYL s z Vi % 11,2, M
k=1

; (18)
XL 2 z X:.k 2( i=1,2,..P

Z, 20 for allj.

In equation (18), the left-hand sides of the inpatd output inequalities show the
analysis set, and the observations to be evaluatetithe right-hand sides show the reference
sets. This linear program evaluates observationpeaiod t relatively to the reference
technology at periot In order to estimate the Malmquist productivitgléx from period to
(t+1), we have to solve the remaining three lineagmmming problems. The computation
of Do(x**,y**1), we have to solve the problem as follows:

Do (XY= max,, y, (19)
subject to
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N
yy't < z Yie Z i=1,2,.M

(20)

z, >0 for allj.

The computation ob,"*(x** y**!) is similar to the equations (19) and (20), in viHids
substituted byt¢1). It means that we have to solve the followingigbems:

/D1t+l(xt+l,yt+l)]1: maXA’Zy1 (21)
subject to
N
yYSTE X YA o
k=1
N
X1i+l 2 z Xi:lZ:( i=1,2,..P (22)
k=1
z, >0 for allj.

The computation ofDy*(X',y)/ is similar to the equations (17) and (18), in wihids
substituted byt¢1) for inputs and outputs in the right-hand sidesneans that, we have to
solve the following problems:

Do (X W)= max, , v, (23)

subject to

N
J/y; s Z Vi & k=1,2,..M
k=1

o (24)
X;. 2 kz_; th:lz'i k=1,2,...P

z, >0 for allj.

Note that, production points are compared to teldyies from different periods in the
linear programming problems.
2.4. Stochastic Production Frontier

A stochastic production frontier can be writterf@bws:

Yie = fF(Xi; i)+ e, (25)

wheret indicates timey; is output for theé™ economic sector at tinteX;; is a vector of inputs
at timet; i is a vector of respective parameters for inputdieais the composite error term.

Aigneret al, (1977) and Meeusen and van de Broeck (197 7hekdf as follow:
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&it = Vit - Ui, (26)

wherev;s are assumed to be independently and identicaslisitiitedN(0, o> ) random errors,
independent of they:s; andugs are non-negative random variables and associaitd
technical inefficiency in production, which assumed be independently and identically
distributed and truncation (at zero) of the norrdetribution with meanu and variance

).

Note that the technical inefficiencyi is the product of an exponential function of time
asu, =7ue™ M t0Or(i), where the unknown parametgrepresents the rate of change in

technical inefficiency over time. The parameteshows inefficiencies are time-varying or
time-invariant, e.g. the value @f, which is significantly different from zero, indites time-
varying inefficiencies. The paramefeidetermines the distribution of the inefficiencyeets
to be either a half-normal distribution or a trurechnormal distribution, e.g. if=0 then the
inefficiency effects follow half-normal distributio

oi(N(u.o;

The maximum likelihood estimation of equation (3Bbvides estimators fof and
2
, o,
variance parameters’ = ¢’ + o’ and y = —4
o

>
From equation (25) and (26), we get:
9it =VYi Vg = f(Xit;ﬁi) — Uy, (27)
where ¥, is the observed output of tife sector at time, and it is adjusted for the stochastic

noise captured by;.

Equation (27) is the basic for deriving the techiycefficient input vector. In empirical
work, we use both production functions as follows.

Cobb-Douglas form

LnGDPR =a, +a,LnL, +a,LnK, +Vv, —u,. (28)
CES production function

LnGDR = a, +a,LnL, +a,LnK, + B(LnK, —LnL)* +Vv, —u,. (29)

The growth rates of GDP are used as growth ratesatbnal output, which can be
explained by factor inputs at the national levehc8 value-added is measured as the national
output or GDP, the factor inputs are the primauis, including laborl(), and capital K).

We also use the above framework to study of eactosef the economy, and just add
subscript to indicate the studied sector.

IV. Empirical Results and Analysis

In this section, we present the estimated restilesconomic growth, efficiency of the
economy by sectors and change in TFP, technicaliefity, and technical progress of the
economy.

1. Economic Growth and Growth-factor Decomposition

According to the likelihood values for Cobb-Dougtasd CES production functions, the
statistics of the likelihood ratio test for the twequations are 4.91176. It is larger than the
critical value (3.84), so that we reject the hypsik that CES is the same as the Cobb-
Douglas production function.
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The estimated results for the case of CES produétioction are shown in Table 2. It
is shown that output elasticity of labor for theoromy (0.906) is higher than the output
elasticity of capital (0.240). In other words, dyithe past two decades, the Vietnamese
economy was relied on labor more heavily than eapitthe production processes.

Table 2: Estimated production function: CES

Variable Coefficient Std. Error t-Statistic Prob.
LnK 0.239850| 0.058083 4.129462 0.000f7
LnL 0.906384| 0.053437 16.96184 0.000p
(LnK —LnLy 0.067497| 0.034753 1.942195 0.068p
t 0.013448| 0.006486 2.073563 0.053p
R-squared 0.998559 Durbin-Watson stat. 1.577p12
Adjusted R-squared0.998220

Notes: The dependent variable is the natural ltdgariof real GDP. All coefficients are significart &
percent significance level, except coefficientlafl{ —LnL)?.

Source: Author’s estimates.

Table 3: Estimated coefficients for CES productifunction GDP = A[d_"’ + (1—)K"’]_h/p

Coefficient for Value
Efficiency A 1.0000
Distribution o 0.79075
Substitution o, 0.711764
Elasticity of substitution n 0.584193
Degree of homogeneity H 1.146234

Source: Author’s estimates.

CES production function does provide more infornratiban Cobb-Douglas does. In
Tables 3, a few important coefficients are computedising estimated coefficients in Table
2. It shows that coefficients of efficiency, dibtition, substitution, elasticity of substitution,
and degree of homogeneity of the economy are 0.0@; 0.71; 0.58; and 1.15, respectively.

Table 4: Estimates of technical change in Vietnam
and the sources of industrial growth, 1986-2006

Year GDP K/L B B Return to Scale
1986-1988 0.0416 0.6278 0.1828 0.83)0 1.0198
1989-1996 0.0751f 1.047%5 0.24Q07 0.89p7 1.1404
1997-1999 0.0623 1.9280 0.3402 0.9880 1.3232
2000-2006 0.0750 2.6082 0.3929 1.01p1 1.403

1986-2006 0.0684 1.552Y 0.2974 0.93p4 1.2368

Note: GDP is GDP growth rateK/L is capital-labor ratiof3, and S, are elasticities of output with
respect to labor and capital, respectively.

Source: Author’s estimates.
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Table 4 provides all information about GDP growtterautput elasticity of labor and
capital and return to scale of the economy unde® @Giduction function. It is shown that in

each sub-period, the output elasticity of labg X was higher than the output elasticity of
capital (5, ), meaning that the Vietnamese economy was heaelyed on labor in

production. Average return of economic scale foe #conomy was 1.236, and it had
increasing trend during the study period (from 2®in 1986-1988 to 1.403 in 2000-2006).

Table 5: Sources of economic growth, 1986-2006 (%)

Contributions of K,L, and TFP to GDP growth
GDP growth K 3 TFP
100 45.3 34.52 19.65

Source: Author’s estimates.

Table 5 provides the results of the growth-factorameposition analysis, in which all
entries are expressed as a percentage of GDP grbadtors leading to output changes in the
Viethamese economy are identified by using thereged CES production function for the
period 1986-2006. The aggregated production functiethod provides a quantitative
explanation for the sources of output changes ftoensupply side in a certain period. The
contributions of capital, labor, and technical aj@no economic growth in Vietnam during
1986-2006 were 45.83%; 34.52%; and 19.65%, respygtiTherefore, the increase in capital
stock was the largest contributor to output growatid the least contributor was TFP.

2. Estimates of Efficiency for the Economy

We use two approaches, i.e. parametric and nor¥@re ones, to estimate efficiency
levels for all economic sectors in Vietnam durihg study period.

2.1. Estimated results from parametric frontier

For this approach, we must select the most apm@mtgpproduction function (between the
Cobb-Douglas production function and the CES prtadacfunction) for the Vietnamese
economy during the study period with available datae maximum-likelihood estimates of
the parameters for the production function can b&ined by using the computer program
FRONTIER Version 4.1 (Coelli, 1996a). The estimatesguits from production function
forms, which are prsented in (28) and (29) willfogher discussed to explain the efficiency
performance.

Table 6: Statistics for tests of hypotheses invioysome coefficients
of the stochastic frontier production function

Null Hypothesis Log-Likelihood Function| Test Statistic A ) C\:/rg:szl Decision
1.H,:8=0 4.818 5.202 3.84 Reject,H
2.H,:u=0 7.416 1.532 3.84 Not reject,H
3.H,:n=0 7.416 134.628 3.84 RejectH
4H,:u=n=y=0 -13.223 175.906 10.50 Reject H

Note: The critical value for this test involving = Ois obtained from Table 1 in Kodde and Palm (1986).
Source: Author’s estimates .
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Table 6 presents the test results of various nuyblotheses. The null hypotheses are
tested using likelihood ratio tests. The likeliheadtio statistic isA =—2[L(H0)—L(H1)],
where L{Hp) and LH;) are the values of the log-likelihood function endhe specifications
of the null hypothesisHp) and the alternative hypothesibl;}, respectively. If the null
hypothesis is true, thea is approximately a Chi-square (or a mixed Chi-sgudistribution
with degrees of freedom equal to the number ofiicdigins. If the null hypothesis includes
y =0 then the asymptotic distribution is a mixed Chirsg distribution.

The first null hypothesis the technology was a Cobb-Douglas technology Her
L£=0)0is rejected. Thus, the Cobb-Douglas production fonctwas not an adequate
specification for the dataset. The CES frontier paicbn function model was appropriate to
evaluate efficiency and productivity of Vietham atsdeconomic sectors in the study period.

The second null hypothe&ighere were no technical inefficiency effects (op: H
1=0)T is not rejected. Thus, the CES production functiothwi =0 could be used for
analysis.

The third null hypothesis technical inefficiency was time-invariant (ory:H;=0)J is
also rejected at the 1% significance level. Thiplies that technical inefficiency was not
time-invariant.

The last null hypothedisthere were no technical inefficiencies (of: b=t=¢=0)0 is
rejected at the 1% significance level. It meansetiveere technical inefficiencies during the
study period.

Though, all the estimates ¢f are statistically significant at 5% significanex¢l, and
the estimates of are all positive and statistically significant.erafore, a significany and a

positive and significang imply the existence of technical inefficienciesittldeclined over
the years.

Table 7: The estimated CES frontier production fuman
LnGDP=a, +a,LnL+a,LnK + B(LnK —LnL)* +V -U

Coefficient Value Standard-error t-stat
a, 7.2458 0.2732 26.5200
a, 0.3122 0.0155 20.1874
a, 0.1309 0.0246 5.3114
) 0.0504 0.0126 4.0017
o? 0.0552 0.0378 1.4590
y 0.9156 0.0613 14.9466
H 0
n 0.0642 0.0060 10.7582
Log likelihood function 74.7389

Notes: The dependent variable is the natural Itdtyardf real GDP. All coefficients for capital, lat) and
square of (IK-InL) are statistically significant at the 1 percegngficance level.

Source: Author’s estimates.

Table 7 presents the estimated coefficients withS GEbntier production function.
Concerning productivity, there are two indices thmaticate whether the economy had high

production efficiency: (i) a random error ternw{) and (ii) a technical inefficiency term



(o?). Their total *) represents the total variance of output. In Tahlee can see that®
is not too large (0.0552).

Table 8: Technical efficiency of the country fromapameter approach, 1985-2006

Efficiency Range Mean Std. Dev. Obs.
[0.5, 0.6) 0.579997 0.011205 2
[0.6,0.7) 0.649447 0.032517 7
[0.7,0.8) 0.752608 0.030292 8
[0.8,0.9) 0.824569 0.015131 5

All 0.720447 0.084805 22

Source: Author’s estimates.

The estimated technical efficiency of the econompymf stochastic frontier production
function and their frequency distributions are suamimed in Table 8. The mean technical
efficiency for the whole country during the studgripd was 72.04%. There were two years
that technical efficiency varied from 50% to 60%hwnean of 57.99%. There were five years
that technical efficiency lied in the interval d% to 90% with mean of 82.45%.

Table 9: Efficiency distribution of three sectoré985-2006

Agriculture Industry Service
Mean 0.679201 0.503871 0.978268
Maximum 0.828956 0.711192 0.989692
Minimum 0.485821 0.269342 0.961059
Std. Dev. 0.106792 0.138978 0.008782
Observations 22 22 22

Source: Author’s estimates.

The frequencydistributions of technical efficiency are summadz@ Table 9. The
mean technical efficiency for the agricultural secthe industrial sector, and the services
sector during the study period were 67.9%; 50.388@ 97.8%, respectively. The results in
Table 9 are striking since the average technidediehcy for the services sector (97.8%) were
much higher than those of the agricultural sechar the industrial sector (67.8% and 50.38%,
respectively).

The efficiency distribution during the study peristidows that the agricultural sector and
the industrial sector had wider efficiency rangantiihat of the services sector. Specifically,
the minimum technical efficiency level for the amiiural sector and the industrial sector
were 48.58% and 26.93%, while the maximum valueevas high as 82.89% and 71.19%,
respectively.

2.2. Estimated results from non-parametric frontier (DEA)

As indicated by Faret al (1994), the distance function is equivalent te ifverse of
Farrell (1957)’'s measure of output efficiency. Waed this indeX which is defined as the
reciprocal of (9)] to measure the technical efficiency with respecteénitions from (C1),
(C3) and (C4) in Appendix C.

The technical, allocative, and economic efficienogasures are estimated by using the
computer program DEA2.0 (Coelli, 1996b), and tm@ans are presented in Table 10. Under
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the specification of CRS, the estimated mean tecthmfficiency {e), allocative efficiency
(ae) and economic efficiencyc€) indices are 72.7%; 75.7%; and 57.5%, respectiwehile
those for the variable return to scale (VRS) ar&®88 73.1%; and 67.9%, respectively.

Table 10: Mean technical, allocative and economiti@encies of the economy
from DEA approach, 1985-2006 (%)

Assumption te ae ce
Constant Return to scale 72.7 75.7% 57.5
Variable Return to scale 89.5 73.1 67.9

Where:te denotes overall technical efficiency (or techniefficiency) under the assumption of constant
return to scale (CRSge denotes the total economic efficiency; asdlenotes the allocative efficiency.

Source: Author’s estimates.

2.3. Comparing the estimated results from parametric andhon-parametric approaches

The two approaches used to measure sétémhnical efficiency levels are based on
different function frontiers. The parametric apmioas based on a stochastic production
frontier, while non-parametric analysis with datevelopment analysis (DEA) is based on a
non-stochastic or deterministic frontier. It isfdifilt to say that the estimated results from
DEA frontier would be smaller (or greater) thangadrom stochastic frontier because DEA
attributes any deviation from the frontier to inei#ncy.

On average, the mean technical efficiency leveleanlde assumption of variable return
to scale (VRS) in DEA was higher than that in pagttio approach (89.5% vs. 72.04%). The
guestion is why the final results from two appraslare different? Since we used the same
dataset, the major differences probably lie ingpplied techniques.

Table 11: Comparison of mean technical efficienmeasures
by Spearman rank correlations of efficiency rankiag

.- Sample mean . -
Efficiency Parametric DEA Spearman rank correlations| Probability
Technical efficiency 72.04% 89.5% 0.878 0.000

Source: Author’s estimates.

To further examine the agreements between the maramand nonparametric
approaches, we compute the Spearman correlatidhooeat between the efficiency rankings
from these two approaches. The result is presentéicthble 11. Technical efficiency rank
correlation is positive and highly significant, atidis there is strong correlation between the
efficiency rankings from these two approaches.

2.4. Estimated results for changes in TFP and other prodkctivity indices.
The Malmquist Index during the period 1985-2006

We decompose the Malmquist productivity index itgohnical change (TC) index and
efficiency change (EC) or technical efficiency (TiBJlex. To identify changes in scale, we
further divide TE into purely technical efficien¢E), and scale efficiency (SE). To obtain
the Malmquist productivity indexes and other indei@ each sector in each pair of years, we
apply DEA approach to compute the output distanggtions by solving a set of non-
parametric linear programming problems.

61



Table 12: Summary of the mean Malmquist index filnree sectors, 1985-2006

Agricultural sector Industrial sector Services dec

effch | techch| tfpch effch | techch  tfpch effch|  techch tfpch

Mean 1.0380] 0.9859 1.015 1.0330 1.0306 1.0626 000.0 0.9529| 0.9529

Median 1.0000{ 0.9990 1.012 1.0000 1.0350 1.0b300000 | 0.9610| 0.961(

Minimum 1.0000| 0.7170 0.920 0.7980 0.9010 0.8830D.0000 | 0.8430] 0.843(

-
0

Maximum 1.4470| 1.1410 1.1850 1.3730 1.1030 1.32800000| 1.0730] 1.073(
D
3

Std. Dev. 0.1085 0.0966 0.066 0.10p0 0.0466 (G.09%.0000| 0.0570 0.0570

Observations 21 21 21 21 21 21 21 21 21

Note: effch=change in efficiency;techchrtechnological changepech-change in purely technical
efficiency;sech=change in scale efficiency; atfgch=change in TFP. All is estimated from non-pararetri
approacheff=level of technical efficiency, which estimatedrfrgparametric approach.

Source: Author’s estimates.

Table 12 presents the average changes of the Matmoductivity indexes and their
components for the period 1985-200&chnical efficiency component of the Malmquist
index only tells us what happened to the fronttealinput mix. A Malmquist index of more
(less) than 1 indicates the progress (regress)levthe index equaling to one shows no
changes.

It can be seen that the average indices for alustries (excepttechch for the
agricultural sector and the services sector) wenpraved during 1985-2006, but this
improvement was not steady. The average rate bhtdogical change deteriorated over time
in these sectors, meaning that there was lowernagative annual growth rate of TFP in
these sectors. Only the industrial sector expeeergrowth in all of the five indices during
1985-2006. More particularly, the industrial setofFP grew at 6.26 percent, while the
agricultural sector's TFP grew at 1.57 percent, vl service sector's TFP grew at -4.71
percent.

The Malmqguist Productivity Index Trend

Figure 5: TFP Growth, technical and efficiency chayes, 1985-2006
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Note: techchdenotes technical changeffch denotes efficiency changdpch denotes TFP change; A, |,
and S denote the agricultural sector; the industeietor, and the services sector, respectively.

Source: Author’s estimates.
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Since the Malmquist productivity index and its campnts are multiplicative, we can
estimate the cumulated Malmquist productivity in@ad its components, i.e. the cumulated
technical change index, and the cumulated effigietange index.

Figure 5 illustrates TFP, technology, and efficierahanges in three sectors of the
Viethamese economy during 1985-2006. The patteiF6f growth was mostly attributed to
technological change and efficiency change. We s some points indicating that lower
technical change was associated with lower TFP drow

2.5. Detecting Stable Efficiency Rankings between ThreSectors

As we know, the mean technical efficiency for #evices sector (97.8%) was higher
than those of the other sectors, and the averageifidex of the industrial sector (1.0626)
was the highest in comparison with the other secfbhe question is whether technical
efficiency and TFP growth comparison can be madedsn sectors and overtime?

Intertemporal analysis of the type performed hdreds light on issues related to the
hypothesized TFP catching-up of a sector to therstWe use rank statistics to evaluate
efficiency performance trends. Here, we will inwgate whether it can be said that all these
sectors maintained their same relative positionsnduthe study period, given statistical
confidence. To provide an analytical answer to spadstion, we apply Kuruskal-Wallis non-
parametric ANOVA test. We will test the followitnypotheses.

. H1: The hypothesis of equivalent distribution of affiecy ranking of technical
(allocative, economic) efficiencies (which are estied from non-parametric
approach) for three sectors.

. H2: The hypothesis of equivalent distribution of affiicy ranking of technical
(allocative, economic) efficiencies (which are estied from non-parametric
approach) for the agricultural sector and the itrialssector.

. H3: The hypothesis of equivalent distribution of effiecy ranking of technical
(allocative, economic) efficiencies (which are estied from non-parametric
approach) for the agricultural sector and the ses/sector.

. H4: The hypothesis of equivalent distribution of affiecy ranking of technical
(allocative, economic) efficiencies (which are estied from non-parametric
approach) for the industrial sector and the sesvigetor.

. H5: The hypothesis of equivalent distribution of ramkiof tfpch (which is
estimated from non-parametric approach) for thestoss.

. H6: The hypothesis of equivalent distribution of ramkiof tfpch (which is
estimated from non-parametric approach) for theicafjural sector and the
industrial sector.

. H7: The hypothesis of equivalent distribution of ramkiof tfpch (which is
estimated from non-parametric approach) for theicaljural sector and the
services sector.

. H8: The hypothesis of equivalent distribution of ramkiof tfpch (which is
estimated from non-parametric approach) for theistiil sector and the services
sector.

For these hypothesis tests, we use three “popoHiti®ectors) simultaneously, and the
null hypothesis is that all three “populationsé&(jcrste ae, or ce from three sectors) have the
same distribution of ratings. We compute the KriMallis test statistidd (Appendix D).
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The test statistic is distributed according tg adistribution with -1) degree of freedom.
The estimated results are presented in Table 13a.

Table 13a: Sum of ranks matrix for ae (from DEA) dlfiree sectors
and the estimated results of hypothesis tests

Critical value o
Ra R Rs H /\’?—1 (001) Decision
aeA ael, aeS 253 1182 776 53.5 9.21 reject
aeA ael 253 737 32.26 6.635 reject
aeA aeS 253 737 32.26 6.635 reject
ael, aeS 698 292 22.70 6.635 reject

Note:R denotes the sum of the rank corresponding to sEdol, andS denote the agricultural sector, the
industrial sector, and the services sector, resmhet

Source: Author’s estimates.

As can be seen in Table 13a, all hypotheses areteei. Rejection of the null hypothesis
(H1) leads to the conclusion that, in general, difiéreectors maintained their relative
allocative efficiency (ortfpch) position over time. In other words, there wadeast one
sector, which was consistently better than thersthe

The rejection of the null hypothesigZ) with rank of the agricultural sector (253) and
rank of the industrial sector (737) indicates talcative efficiency of the industrial sector
was consistently better than the agricultural geaver time.

The rejection of the null hypothesisl) indicates that allocative efficiency of the
services sector was consistently better than theudtyiral sector over time.

The value of the Kruskal-Wallis statistitd) that corresponds to the rank of the
industrial sector (698) and the rank of the sewisector (292) in the null hypothesis4|
does allow the rejection of the null hypothesis.

Rejections of the null hypotheses could help toctafe that (i) allocative efficiency of
the industrial sector was consistently better ti@nagricultural sector and the services sector
over the study period, and (ii) allocative efficdgnof the services sector was consistently
better than the agricultural sector over the sfglyod.

Table 13b: Sum of ranks matrix for crste (from DEA)f sectors
and the estimated results of hypothesis tests

Critical value o
Ra R, Rs H Xr?—l (001) Decision
crsteA crstel, crsteS | 4545| 667.8| 1152.7 43.38 9.21 reject
crsteA crstel 451.5| 538.5 1.042 6.635 not rejec
crsteA crsteS 256 734 31.47 6.635 reject
crstel, crsteS 369.5 620.5 8.68 6.635 reject

Note:R denotes the sum of the rank corresponding to sEdol, andS denote the agricultural sector, the

industrial sector, and the services sector, reahet

Source: Author’s estimates.
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The hypothesis of equivalent distribution of effiecy ranking of technical efficiency
under the assumption of CR&4te (which is estimated from non-parametric approdoh)
the agricultural sector, the industrial sector, ahd services sector is rejected at 1%
significance level. The rejection of the null hylpesis indicates that there were stable
differences between three sectors over time. Thatlghquestion is which sector had the best
performance of technical efficiency? To answer thisestion, we have the following
hypotheses and the results are presented in Table 1

. (H1): The hypothesis of equivalent distribution ofi@éncy ranking of technical
efficiency (which is estimated from non-parameaproach) for the agricultural
and the industrial sectors. The value of the Krls§Kallis test statistidci=1.042.

This value ofH is smaller thany; (001) =6.635, so we cannot reject of the null
hypothesis.
. (H2): The hypothesis of equivalent distribution ofi@#ncy ranking of technical

efficiency (which is estimated from non-parametjaproach) for the agricultural
sector and the industrial sector. The value of kKmaskal-Wallis test statistic

H=31.47. This value off is greater thary, (001)=6.635, so we can reject of the
null hypothesis.
. (H3): The hypothesis of equivalent distribution ofi@#ncy ranking of technical

efficiency (which is estimated from non-paramefgproach) for the industrial
sector and the services sector. The value of thesk&l-Wallis test statistic

H=8.68. This value of is greater thary; (001)=6.635, so we can reject of the
null hypothesis.

Rejections of the null hypotheses could help toctue that, in general, technical
efficiency of the services sector maintained redagfficiency position over the study period.

Table 13c: Sum of ranks matrix for ce (from DEA) skctors
and the estimated results of hypothesis tests

Critical value o
Ra R Rs H Xr?—l (002) Decision
ceA ce ceS 253 896 1062 45.04 9.21 reject
ceA cel 253 693 14.93 6.635 reject
ceA ceS 253 737 32.26 6.635 reject
cel, ceS 412 578 3.79 6.635 not reject

Note:R denotes the sum of the rank corresponding to sEdtol, andS denote the agricultural sector, the
industrial sector, and the services sector, reamhet

Source: Author’s calculation based on the estimedgsdlts

Similarly, Table 13c shows the results for economificiency €e€). Rejections and
acceptance of the null hypotheses for these setdars to the conclusion that economic
efficiency of the industrial sector and the sesgicsector maintained relative efficiency
position over time.

Table 13d shows two conclusions: (i) tifiech of these sectors could be ordered from
the highest to the lowest position by their ovemlim-of ranks as follows: the industrial
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sector, the agricultural sector, and the servicestos; and (ii) thetfpch was not only
dependent on efficiency change, but also on teaholtange.

Table 13d. Sum of ranks matrix for tfpch (from DBAf sectors

and the estimated results of hypothesis tests

Critical value o
Ra R Rs H x5, (00)) Decision
tfpchA tfpchl, tfpchS 701 | 931 | 384 21 9.21 reject
tfpchA tfpchl 357 546 5.65 6.635 not reject
tfpchA tfpchS 575 328 | 9.65 6.635 reject
tfpchl, tfpchS 616 287 | 17.12 6.635 reject

Note:R denotes the sum of the rank corresponding to sEdol, andS denote the agricultural sector, the
industrial sector, and the services sector, reamhet

Source: Author’'s estimates.

3. Decomposition of TFP Growth into Four Sub-period s

The economy’s TFP growth can be decomposed into dob-periods, i.e., 1986-1988;
1989-1996; 1997-1999; and 2000-2006. In Tables B, E3, and E4 (Appendix E), we
present the average changes of the Malmquist ptiettycindexes, their components and
level of technical efficiency (from parametric apach) for each sector over the study period.

Two TFP components, i.e., technical efficiency @ed by TE) and technological
progress (denoted by TC), are analytically distiacid they may have quite different policy
implications. Therefore, there is a necessity twestigate the relationship between
technological progress and technical efficiencytf@ purpose of policy making. TFP growth
should be divided into technical efficiency impravent (or catching-up process) and
technological change in order to identify the sesrof productivity variation.

According to the definition, technical efficiencyasn be defined as the ability of an
industry to produce as much output as possiblegerg& certain level of inputs and certain
technology. These industries show purely techreéfadiency and scale efficiency. High rates
of technological progress can coexist with low techl efficiency performance. Growth in
technical change and decline in technical efficjersuggest that increased TFP in all
economic sectors in Vietham during the study pernadht be derived from technological
innovation rather than technical efficiency imprmants. Decline in technical efficiency was
partially due to decline in purely technical efiocy. Furthermore, technological change in
form of innovation (which raises productivity) obuisly will lead to a shift of the production
frontier. Therefore, high technological change comgnt of TFP growth associated with low
rate of technical efficiency in Vietham might beedio the fact that new technology could not
be utilized in the best way as a result of the amadbility, low-skilled workers, or
mismanagement.

In general, there are several ways to explain #wertbration in technical efficiency
during the years 1985-1988; 1989-1996; and 200@® 20 the agricultural sector. For
instance, rapid growth of the industrial sectodm&em attractive to employees, particularly
young, dynamic, and educated labors. A movemelahafr force to more attractive industries
caused a downward shift of labor supply in the tabwrket for the less or unattractive
industries, which in turn make these industrieidift in improving performance efficiency
within given factor inputs. It might also be resdltfrom different strategies of each firm or
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group of firms in each sector. Moreover, high techhchange associated with low technical
efficiency could be arisen from unfamiliarity of vkers to new technology, mismanagement,
or other reasons.

TFP growth was negative during 2000-2006 becauseeghtive TFP growth in the
agricultural sector and the services sector, whighie caused by negative trend in these
sectors’ technical progress. Negative growth ratée-P during 2000-2006 might also imply
that the technological change was not enough to tied economy continue its positive TFP
growth as in the previous periods.

4. Single-factor Productivity and Total Factor Prod uctivity

Arnade (1994) found that a decline in the agriqalturlFP was associated with an
increase in single-factor productivity in many deyéng countries. Mao and Won (1997),
studying on productivity growth and technologicélange in the Chinese agriculture, also
found similar results. In this paper, we will alsgamine the relationship between TFP and
their single-factor productivity indexes in Vietnatuaring the study period.

Figure 6: Trend of single-factor productivity in th service sector, 1986-2006
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Source: Author’s estimates.

TFP change in the service sector during the stedyp@ was lowest in comparison with
other sectors. TFP growth of this sector in ab-periods was negative, except in the third
period. It was associated with an increase in shfi@ttor productivity of this sector.

5. Vietnam's TFP Growth, and International Comparis  ons

Over the last two decades, economists have seek gpmterests in studies on TFP in
developing countries, especially the four Asianefigg(Hong Kong, Singapore, South Korea,
and Taiwan), and the newly industrialized econongikcs) in Asia, including Indonesia,
Malaysia, and Thailand. This interest in TFP ig@dpct of their attempts to understand what
lies behind the spectacular growth of these ecoesnm their miracle era. The approaches
used vary in both the methodology and dataset.

Table 14 presents a comparison of TFP growth faioua East Asian and other
countries from previous studies, and it also sunwear the differences in their
methodologies, periods of study, functional forrmseell as data set.

67



The most obvious reason for different TFPG estimamong these studies is the
different time periods. However, the important eiinces are methodologies and dataset
employed in these studies. Most of them used paramepproach by production function
estimates. Some studies also employed non-paramapproach by growth accounting
equations. Although they employed similar method@s, there were differences in the price
series, and different estimates of factor inconaesh

Table 14: Studies on TFP growth (TFPG) around theorid

Author(s) | Country EF')stteirrlr?gtigfn TFPG tgg‘gﬁ?g?&) ) Methodology and Dataset

lkemoto . Non—parametri_c;

Thailand 1970-1980 1.4 19.7 growth accounting;
(1986) / |

time series
Tinakorn and Non-parametric;
Sussangkarn | Thailand 1978-1990| 2.69;1.19 (35.6;15.8) ( growth accounting;
(1996) time series
Martin , .
(1996) Thailand 1970-1990 1.6 425 Parametric; panel data
Collins and
Bosworth Thailand 1960-1994 1.8 36.0 Parametric; panel data
(1997)
: 1978-1996 Elasticity estimation; growth
Sarel (1997) Thailand 1991-1996 2.03 39.0 accounting; panel data
Sarel (1997) Indonesia 1978-1996 1.16
Sarel (1997) Malaysia 1978-1996 2.00
Sarel (1997) Philippines  1978-1996 -0.78
Sollow (1957) u.s 1909-1949 Growth accounting
(Alrg%"i’)et al U.S 1909-1949| 1.8 CES production functior
’a‘g'gg)st Norway | 1950-1955 1.8 Conb-Douglas production
Young (1995)| Hong Kong 1966-1990 2.3 Growth actiogn
Young (1995)| Singapore 1966-1990 0.2
Young (1995) South 1966-1990 1.7
Korea

Young (1995) Taiwan 1966-1990 2.6
Nguyen, K.M Vietnam 1985-2004 1.56 23.39 CES prdidndunction
Nguyen, K.M Vietham 1986-2007 2.38 34.99 CES prdéidadunction
Nguyen, K M Vietnam 1986-2007 0.2 Malmquist index
Nguyen, K.M Vietham 1985-2006 1.3448 19.65 CES patidn function
Nguyen, K.M Vietnam 1985-2006 0.7 Malmquist index

Sources: Tinakoret al (1998), and author's own summary.

The lesson learned from the above internationalpaoative findings is that different
data set, methodologies, and sizes of elastiaifiesitput to inputs may produce significantly
different estimates of productivity growth. Cher99¥) correctly pointed out that technical
change as a residual was quite sensitive to thes wegt data were measured and the time
period was chosen.

TFPG for Vietham has been found to be positiven(fiearameter and the Malmquist
index approaches during 1986-2006). This is a eagouraging result in comparison with the
negative numbers found in some other countries. é¥ew from the annual TFPG figures for
each sub-period, we also could observe some dsdlinthe TFPG during the period 2001-
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2002 in comparison with the second half of the E98Ad 1990s. This occurred despite the
high growth of GDP during the same period, anduggests that we should explore more
factors that could influence TFPG.

V. Concluding Remarks

This paper examines the sources of growth in Viatdaring the period 1985-2006 by
using the parametric and non-parametric approadiesparametric approach found that the
economy’s productivity growth was driven by capit4b.85 percent), labor (34.52 percent),
and technological progress (19.65 percent). Furmbeeg, it was also possible to decompose
TFP growth into technological progress and effickenhange using parametric approach. We
estimated the Malmquist index at sectoral levet] &und that the industrial sector's TFP
grew at 6.26 percent, the agricultural sector's TgfBw at 1.57 percent, and that of the
service sector grew at -4.71 percent. This ratd® growth might be explained by the
improvements in the quality of labor (such as etlonal composition). The same framework
applied to the sectoral data also showed that TBRtY in the service sectors was lower than
those of the industrial sector and the agricultaeadtor. The results from both parametric and
non-parametric approaches confirmed that the imdilissector had more significant
contribution to the output growth and TFP growtlarththe other sectors during the study
period.

Low technical efficiency might be originated fronanous sources of inefficiency,
which resulted from inadaptability of workers towné&echnology or mismanagement. Based
on these findings, it is suggested that Viethamdneeimprove quality of education and
training as it is always important in improving tieality of labor force.
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Where:GDP, K, andL is growth rate of GDP, capital, and labor, respett. K/L is capital-labor

ratio.

Appendix A: Data Sources

Table Al: Growth rate of GDP, K, and L

Period GDP K L K/L
1986-1988 0.041613 0.1093 0.02503 0.62728
1989-1996 0.075091 0.1605 0.0236 1.04745
1997-1999 0.0623 0.0805 0.02141 1.92799
2000-2006 0.074988 0.1088 0.04036 2.60816
1986-2006 0.068447 0.1245 0.02908 1.55272

Source: Author’s estimates

Note: GDP is real GDP of the whole econom@DPA, GDPI, andGDPSare real GDP of the agricultural
sector, the industrial sector, and the servicemsaespectively.

Table A2: Basic statistics for output

GDP GDPA GDPI GDPS
Mean 221716.0 55077.55 74200.78 92437.68
Median 204700.0 52448.00 62783.00 89469.00
Maximum 425088.0 79488.00 174210.0 171390.0
Minimum 106176.0 40792.00 21351.0( 44033.00
Observations 22 22 22 22

Source: Author’s estimates

Note: K is net capital of the whole econoni¢A, Kl, andKS are net capital of the agricultural sector, the

Table A3: Basic statistics for capital

K KA Kl KS
Mean 59279.49 3459.909 35326.95 20492.64
Median 53196.50 3530.500 33600.50 15954.00
Maximum 146898.7 5009.000 79032.00 62858.00
Minimum 13247.00 2137.000 8644.00( 1616.0Q0
Std. Dev. 41227.83 869.6171 22194.66 18345.81
Observations 22 22 22 22

industrial sector, and the services sector, resmhet

Source: Author’s estimates

Note: L is number of labors employed of the whole econobd; LI, and LS are number of labors

Table A4: Basic statistics for labor

L LA LI LS
Mean 34421.64 23586.50 4531.18p 6303.955
Median 33714.00 23925.50 4238.500 5448.000
Maximum 47438.00 28246.00 7284.000 11908.00
Minimum 26020.00 19267.00 3146.000 3607.000
Observations 22 22 22 22

employed in the agricultural sector, the industsidtor, and the services sector, respectively.

Source: Author’s estimates
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Appendix B: Growth Performance and Structural Chang e

In this appendix, we present a model that explaitenomy-wide productivity growth
rates as the outcomes of both demand and supptauBe productivity growth is influenced
by changing output and employment patterns, weeptes modest level of disaggregation.
The model emphasizes the role of changes in theldison of output and inputs. It has three
sectors: agriculture, industry, and services. Thaee sufficient to show how demand
determines the sectoral shares of output, govémaltocation of labor, and determines the
growth rate of economy-wide average productiviiyeg the sectoral productivity levels and
growth rates.

Disaggregation into three sectors permits the madetapture the stylized facts of
economic growth and transformation. The basic modwdlides the following variables.

. R is average rate of growth of labor productivity the economy;

3
A is share of labor force employed in tkie sector. ThusZAi =1,

i1

. g, is average labor productivity of ti sector;

. r, is sectoral productivity growth;

. Q= Z/]iqi is average productivity of the economy;

. k. =Aq /Q is sectoral output share;

. g =(A'q -Aq )/ AqR is output elasticity of the sectith; a prime indicates the
end-of-period values;

. & = f,(y)is income elasticity of demand for thtt good; and

. y is per capita income.

Both population and labor force are initially assahto be constant, and so are the
sectoral productivity growth rates. Using a threetsr model and the definitions dfand

k., we can write average rate of growth of labor paiwity for the whole economyRj as
follows.

R= (Q'_Q)/Q =Z(Ai'qi' _/]iQi)/Q,
which yields:
R=Y"kr, +[(A, -4, )an —d.)+ (A, -4, )a, -a.)]/ Q. (B1)

Equation (B1) shows that the economy-wide proditgtigrowth rate depends on
sectoral productivity growth rates, and on labaftisiy between sectors that have different
productivity levels. The subscrips, m ands refer to the agriculture, manufacturing
(industry), and services. A second relationshigoisnd by using the definition of output
elasticity as follows.

A=A =A(Reg —r)/A+r) (B2)

The equation shows the changing labor share of'tteector as a function of both its
income (or output) elasticity and its productivifsowth rate.



Equations (B1) and (B2) can be solved to find esgians for each sector’s labor
reallocation in terms of the initial parametersyoi@learly, labors will shift to the sectarif
&,/r, > & It . The economy-wide productivity growth rate coneargo the sector that is

absorbing labor, i.e., the sector with the highg'st ratio.

Appendix C: Estimates of Technical, Allocative, and Economic Efficiencies

C.1. Methodology

Under the non-parametric approach (DEA), we cames¢ technical, scale, allocative
and economic efficiency levels. Consider the situatvith three sectors or decision-making
units (DMUs), each producing a single output by usmgdifferent inputs. HereY; is the
output produced and; is the (nx1) vector of inputs used by théh DMU. Y is the (x1)
vectors of outputs and is the (nxr) matrix of inputs of alh DMUs in the sampleW is the
(mx21)vector of input prices for thigh DMU.

The technical efficiencyt€) measure under the assumption of constant retaresale
(CRS) [also called the “overall” technical efficey) is obtained by solving the following
problem:

min eiCRS
giCRS/‘
Subiject to:
Y <Y, (C1)
B°RSX. > Xz
z=0,
where6°RSis ate measure of thé" DMU under CRS, and is an (x1) vector of weights
linear to each of the efficient DMU

A separate linear programming problem is solvedbiain thete score for each of the
DMUs. If °RS=1, the DMU is on the frontier and is technicadlfficient under CRS. 1§°RS
<1, then the DMU lies below the frontier and ishieically inefficient. Under CRS DEA, the
technically efficient cost of production of tita DMU is given byW, (6,°7X)).

In order to derive a measure of the total econcefficiency (e) index, we can solve
the following cost-minimizing DEA model:

minW, X;
X; A

Subiject to:
Yi <Yz (C2)
X =Xz
z=0,

whereX;" is the cost-minimizing or economically efficiemput vector for thé™ sector (or
thei™ DMU), given its input price vectok\) and the output level).

The total or overall economic efficiencyef index for the™ sector is then computed as
follows.
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WX/
ce =———, C3
WX, (©3)
which is the ratio of the minimum cost to the oleercost and comparable to the economic
efficiency index .

The allocative efficiencyag) index is given by :
_cs WX
e W)
The CRS or “overall” measureée¢r9 can be decomposed into its “pure” TE and scale
VRS DEA model, which is obtained by imposing thediddnal constant,ZT:lzj =1
(Bankeret al, 1984). Letd“**denotes the TE index of thithn DMU under variable returns to

scale {evrg, then the technically efficient cost of productiof thei™ DMU under VRS DEA
is equal tOM (8°75X).

(C4)

Because the VRS analysis is more flexible and epgethe data in a tighter way than
the CRS analysis, the VRS measure §7°) is equal to or greater than the CRS measure
(8°%°). This relationship is used to obtain a measurscafe efficiencygg of thei™ DMU as
follows.

CRS

SQ - QVRS !

wherese=1 indicates scale efficiency or CRS, ad1 indicates scale inefficiency.

Scale inefficiency is due to the presence of eithereasing or decreasing returns to
scale, which can be determined by solving a noreamsing returns to scale (NIRS) DEA
model, which is obtained by substituting the VR8lsIcaintZ';:lzj with Z';:lzj <1. Let

O"'®S represents the TE measure under non-increasinmseto scale. If6°R° < RS there

are decreasing returns to scale. As in the parame#ise, the total cost or economic
inefficiency of theith sector YV, X, ~W, X;) can be decomposed into its “pure” technical
(vvi'xi —V\/i'HiVRSXi) , scale (\/\/i'¢9i"R5Xi -W, 87X, ) , and allocative (W, 8°F°X, —V\/i'xi*)
components.



Appendix D: Efficiency Ranking Methodology

This appendix presents two applications ofkratatistics to evaluate efficiency
performance trends using productive efficiency mess derived through various data
envelopment analysis (DEA) models.

D1. Detecting Trends Over Time

The method of statistical analysis through buildingnodel structure was developed for
non-parametric detection of trends in data. In prite access the known strengths and
robustness of non-parametric rank statistics, ak‘raatrix transformation” is used. To adapt
this methodology to detecting trends over timedificiency and TFP changégch) between
economic sectors of the Vietnamese economy, weusdl Brockett (1999)’s method with the
matrix of observed efficiencies as:

I-hii Jt:1,2 ..... k:j=1,2,..,n (B1)

The efficiency ratingshj t= 1..., k; j=1..., ) are generated by performing a single
DEA run, in whichn, kDMUs (or economic sectors) are evaluated.

According to this method, the efficiency ratinggeotime produce results from the
comparisons of different facets of DMUs (or economséctors) in different periods of time.
For the purpose of identifying the trends, we praée observe the relative ranking of the
ratings for each DMU over time.

Following this methodology, we replace the acificiency ratings in eacholumn
of the efficiency matrix within the corresponding ranktsc by ordering the scores within
the column in an ascending order. In this manner, we obtam rfank-value matrix as

|.Clj Jt:LZ,...k;j:lZ,...n -

The null hypothesis is that the vectorlofankings for each DMU, is not on time. It
means that the observed rankin@s, Cy,..., and C; are exchangeable, so that any
rearrangement of the elements of such a vectorqismlly likely to occur. A two-side
alternative hypothesis is posed to incorporate butteasing and decreasing trends over time.

Under the null hypothesis, the rank vector for &U; (i.e. Gj, C;,....., and Gj) is
uniformly distributed over the set of &l possible arrangements of (1, 2, k); meaning that
each possible arrangement has the same probatulityccur (namely, kI). Following

n k
Brockett and Kemperman (1980), we compute thestesisticS= > > t.C, .
j=1 t=1
Brockett and Kemperman (1980) have shown thatsidficiently large values
of n.k (for instancen.k>11), the distribution o8 is approximately normal with the mean and
variance parameters as follows:
nk

H= E(S) = T (k + 1)2 (D2)

o? =Var(S) :17:4 K2 (k? -1)(k+1)- k(k+1) ZZ( d, ) (D3)



In this analysis, the tergl, denotes number of valugs,..., hy that are tied in the"
group of ties.

It can be transformed the test stati§iom an approximately standard normal distribution
by usingZ=(S+4)/ o. The null hypothesis (that there is no trend & dibserved efficiencies)
can be rejected against a two-sided alternativetgsis of trend at a level of significance
wheneverz<-2Z,, or 222,,,, whereZ,,, denotes the upper/Q) percentile of the

normal distribution. Similarly, the null hypothegithat there is no trend in the observed
efficiencies) can also be rejected against a amhedsalternative hypothesis of an increasing
(decreasing) trend at a level of significaaceheneverZ > Z , (or, respectivelyZ =2 -Z ).

D2. Detecting Stable Efficiency Rankings

The same information gathered in (D1) can be Gisednother important aspect of the
intertemporal analysis. Ranking the set k] efficiency ratings and observing the sum of
ranks associated with each DMU, one can find abwtelative position of the DMUs, each
other across the study period.

To provide an analytical answer to the stabilitgstion, we apply Kruskal-Wallis non-
parametric ANOVA test. For this test, there are‘populations” simultaneously under
investigation and the null hypothesis is that rll'populations” (or DMUs or economic
sectors) have the same distribution of ratingsapply this statistical methodology, we first
rank order the set ofi{k) scores in an ascending order andRedenote the sum of the ranks
corresponding to DMJJThen, we compute Kruskal-Wallis test statisti¢a®ws:

__ 12 (R, R R
H-m{7+?+....+rj 3(nk +1). (D4)

It is known that this test statistic is distribtiteccording to gy distribution with -
1) degree of freedom. Rejection of the null hypsiti¢eads to the conclusion that, in general,
the different DMUs (or economic sectors) maintaaeit relative efficiency position over
time, meaning that at least one DMU (or economatasg is consistently better or worse than

the others. When the null hypothesis is rejecteduliiple comparison test can be performed
to gain further insights into stable structuretw tankings.

The rejection of the null hypothesis indicates tinetre are stable differences occurring
between the DMUs (or economic sectors) over timeirvestigation of why this is the case
may have significant managerial impacts for severasons. One possible explanation for the
rejection is that the set of inputs and outputsictvhivere selected for the DEA model, lacked
certain important factors that participate in tlregess under investigation (i.e., the model
might be constructed incorrectly). For example rehmight be some environmental factors
(e.g., a certain demographic characteristic) tiefyt particular DMUs to generate consistently
more outputs than other DMUSs, though they use #mesamounts of discretionary inputs.
When this is observed over a sufficiently long tiwé&h some changes in management
practices, we may suspect that the phenomenormeésant to the “production process” and it
is not due to the quality of management. On theerottand, accepting the null hypothesis
amounts to (at least partiallyalidation of the input-output formulation in DEA.

However, when we have enough confidence that thadeitas been correctly specified
and no hidden factors have been left out, rejeaifahe null hypothesis can be used to justify
the selection of consistent “winners” as sitesfliture marketing tests, pointing out consistent
“losers” as candidates for closure, evaluatingstinecess of training programs, etc.
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Appendix E: Estimates of the Malmquist Index

Table E1: Summary of mean Malmquist index for threectors, 1985-1988

effch techch pech sech tfpch
Agriculture 1.259 0.834 1.026 1.227 1.049
Industry 1.040 1.035 1.000 1.04( 1.077
Service 1.000 0.928 1.00(Q 1.000 0.928
Mean 1.094 0.928 1.009 1.08% 1.016

Table E2: Summary of mean Malmquist index for threectors, 1989-1996

Sector effch techch pech sech tfpch
Agriculture 1 0.978 1 1 0.978
Industry 1.07 1.034 1 1.07 1.106
Service 1 0.946 1 1 0.946
Mean 1.023 0.985 1 1.023 1.008

Table E3: Summary of mean Malmquist index for threectors, 1997-1999

Sector effch techch pech sech tfpch
Agriculture 1 1.045 1 1 1.045
Industry 1 1.041 1 1 1.041
Service 1 0.964 1 1 0.964
Mean 1 1.016 1 1 1.016

Table E4: Summary of mean Malmquist index for threectors, 2000-2006

Sector effch techch pech sech tfpch
Agriculture 1 0.998 1 1 0.998
Industry 1 1.012 1 1 1.012
Service 1 0.958 1 1 0.958
Mean 1 0.989 1 1 0.989

Table E5: Summary of mean Malmquist index for threectors, 1985-2006

Sector effch techch pech sech tfpch

Agriculture 1.033 0.981 1.004 1.03( 1.014
Industry 1.028 1.030 1.000 1.028 1.059
Service 1.000 0.951 1.00Q 1.000 0.951
Country 1.020 0.987 1.001 1.019 1.007

Table E6: Summary of annual mean Malmquist index
for the whole economy, 1986-2006

Year effch techch pech sech tfpch

1986 1.163 0.843 1 1.164 0.981
1987 1.083 0.883 0.989 1.096 0.956
1988 1.039 1.076 1.038 1.001 1.118
1989 0.998 1.031 1 0.998 1.029
1990 1.015 1.027 1 1.015 1.043
1991 1.063 1.024 1 1.063 1.088
1992 0.928 0.988 1 0.928 0.917
1993 1.014 0.945 1 1.014 0.958
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1994 1.006 0.978 1 1.006 0.984
1995 1.033 0.987 1 1.033 1.02
1996 1.111 0.952 1 1.111 1.05
1997 1 1.037 1 1 1.037
1998 1 0.999 1 1 0.999
1999 1 1.033 1 1 1.033
2000 1 1.014 1 1 1.014
2001 1 0.989 1 1 0.989
2002 1 0.943 1 1 0.943
2003 1 0.998 1 1 0.998
2004 1 1.011 1 1 1.011
2005 1 1.001 1 1 1.001
2006 1 0.993 1 1 0.993

Table E7: Summary of annual mean Malmquist indexrfthree sectors, 1986-2006

Agriculture Industry Services
Year effch techch tfpch effch techch tfpch effch| clech tfpch
1986 1.447 0.717 1.038 1.08¢ 0.991 1.079 1.000 30.84 0.843
1987 1.224 0.767 0.940 1.037 1.016 1.053 1.000 30.88 0.883
1988 1.126 1.053 1.185 0.997 1.101 1.098 1.000 31.07 1.073
1989 1.000 1.141 1.141] 0.994 0.990 0.986 1.000 90.96 0.969
1990 1.000 1.042 1.042 1.045 1.019 1.065 1.000 11.02 1.021
1991 1.000 1.036 1.036 1.20( 1.023 1.228 1.000 21.011.012
1992 1.000 0.943 0.943 0.79¢8 1.103 0.880 1.000 70.92 0.927
1993 1.000 0.920 0.920 1.042 1.062 1.106 1.000 40.86 0.864
1994 1.000 0.929 0.929 1.017 1.068 1.086 1.000 40.94 0.944
1995 1.000 0.999 0.999 1.102 1.002 1.104 1.000 10.96 0.961
1996 1.000 0.984 0.984 1.373 0.967 1.328 1.000  60.90 0.906
1997 1.000 1.066 1.066 1.00( 1.084 1.084 1.000  40.96 0.964
1998 1.000 1.012 1.012 1.00( 1.038 1.038 1.000 90.94 0.949
1999 1.000 1.079 1.079 1.00( 1.045 1.045 1.000 80.97 0.978
2000 1.000 1.027 1.027 1.00( 1.052 1.052 1.000  40.96 0.964
2001 1.000 0.977 0.977 1.00( 1.035 1.035 1.000 70.95 0.957
2002 1.000 1.022 1.022 1.00( 0.901 0.901 1.000 00.91 0.910
2003 1.000 0.980 0.980 1.00( 1.043 1.043 1.000 10.97 0.971
2004 1.000 0.984 0.984 1.00( 1.010 1.010 1.000 01.04 1.040
2005 1.000 1.047 1.047 1.00( 1.067 1.067 1.000 80.89 0.898
2006 1.000 0.978 0.978 1.00( 1.026 1.026 1.000 60.97 0.976




Appendix F: Estimates of Technical Efficiency and C  ost Efficiency

Table F1: Summary of mean technical efficiency acdst efficiency, 1985-2006

Technical efficiency Cost efficiency
crste vrste scale te ae ce
Country 0.7270| 0.8950 0.8150 0.7270 0.7970 0.5¢50
Agriculture 0.5908| 0.7638 0.7958 0.5908 0.3846 4P
Industry 0.6961| 0.9640 0.6754 0.8934 0.985 0.9061
Service 0.8934 0.9851 0.901 0.8984 0.9222 0.8249

Table F2: Technical efficiency and cost efficienoy the agricultural sector
from non-parametric approach

Period Technical Efficiency Cost Efficiency
crste vrste scale te ae ce
1985-1988 0.523 0.561] 0.931 0.523 0.384 0.199
1989-1996 0.627 0.695 0.900 0.627 0.382 0.205
1997-1999 0.583 0.803 0.727 0.583 0.394 0.230
2000-2006 0.591 0.942 0.629 0.591 0.441 0.260

Table F3: Technical efficiencies and cost efficiepof the industrial sector
from non-parametric approach

Period Technical Efficiency Cost Efficiency
crste vrste scale te ae ce
1985-1988 0.423 0.968 0.438 0.423 0.9%7 0.405
1989-1996 0.567 0.874 0.650 0.567 0.939 0.533
1997-1999 0.849 0.997 0.851 0.849 0.981 0.833
2000-2006 0.935 0.960 0.974 0.935 0.990 0.926

Table F4: Technical efficiencies and cost efficiepof the service sector
from non-parametric approach

Period Technical Efficiency Cost Efficiency
crste vrste scale te ae ce
1985-1988 0.958 0.989 0.968 0.958 0.918 0.878
1989-1996 0.976 0.994 0.982 0.976 0.940 0.918
1997-1999 0.875 0.992 0.882 0.875 0.916 0.801
2000-2006 0.770 0.97(Q 0.794 0.770 0.908 0.698
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Abstract

This paper examines the determinants of remittarafegternal migrants in
Vietnam using data from the 2004 Vietnam Migrat®urvey. It considers how,
among other things, the vulnerability of a migranlife at the destination, their
link to relatives left behind, and the time spenth@ destination affect remittance
decisions. The results show that altruism alonesdoet provide a sufficient
explanation for the motivations to remit. The pagastead, finds that migrants
act as risk-averse economic agents and send remétaas part of an insurance
exercise in the face of economic uncertainty. Randes are also found to be
driven by a migrant’s labor market income level andhotivation to accumulate
savings at home. The paper thus highlights the rapb role played by
remittances as an effective means of risk-coping) muitual support within the
family.
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1. Introduction

Migration flows used to be strictly controlled inietham by government migration
policies and the household registration systamkhay. In order to redress an imbalance in
population density across the country, urban talyuand rural to rural migration were
explicitly encouraged (Dangt al, 1997). Until the early 1990s, officially orgaet
migration was therefore the most common form oénmal migration observed in Vietham
(Guest, 1998; Dangt al, 2003). The government migration policies incliderganized
resettlement programs from the most populous Reg@rRDelta to the less densely settled
regions, primarily to the New Economic Zones (NEZsj settlement areas in the Central
Highlands. The government, however, gradually betgamecognize the limitation of the
resettlement process due to the difficulty in inédigg migration-related objectives with the
development of the NEZs, the high cost of buildmgw infrastructure, and the growing
shortage of readily available cultivatable land r{Bet al, 2003). As a result, although such
policies have continued, organized migration hasnbacreasingly replaced by a more
spontaneous migration since the middle of the 198@sdy, 2000).

The introduction of thedoi moi (renovation) program in 1986 was the main driving
force behind the apparent shift from organizedptmngsaneous migration in Vietnam. Daeg
al. (2003), for example, argue that e moipolicy affected internal migration in two ways:
(1) decollectivization in the agricultural sectoade farmers less tied to the land (see Fforde
and Huan, 2001and the marketization of the economy meant thapleegarticularly those
in the urban sector, no longer needed to dependogarnment subsidies and rationing for
their daily necessities, which has made the houdelegistration system less important; and
(2) the increased flow of foreign direct investm@rbl) into Vietham has attracted migrant
workers to certain urban areas that are the mastindgions of the FDI flows. In addition,
there are also considerable regional disparitias thight provide an incentive for internal
migrants. Pham and Reilly (2007), for example, repoat the average wage rate in the
Southeast is about 50% higher than the nationabgee

According to the 1999 Population and Housing Cermfaia, almost 4.5 million people,
or 6.5% of the population over five years of agearged their place of residence between
1994 and 1999.While 55% of these migrants moved within a proeinthe rest moved
across provinces, the majority of whom (67%) alsoved between regions. The country’s
three largest cities, namely Hanoi, Da Nang anddHoMinh City, were the main recipients
of migrants (GSO, 2001).

One of the important implications of the increagg@rnal migration is the significant
amount of remittances sent by these migrants. ldeNguyen (1999), for instance, point out
that about 23% of households received remittanceisgl the 12 months prior to the survey
and remittances accounted for, on average, 38%eaf €xpenditure based on data from the
VLSS 1992-93. Moreover, a survey conducted by tistituite of Sociology (I0S) illustrates
that remittances accounted for approximately twadth of total cash incomes for rural
households (10S, 1998 (cited in Daegal (2003)). Despite the great volume of remittance
flows, there has been limited empirical work thabmines remittance-related issues in
Vietnam, presumably due to the limited availabildf data. The data issue is particularly
serious for the analysis of remittance behavior mgnmigrants since data on migrants
themselves are often missing in conventional hooiselurveys (e.g., the Vietnam Living
Standards Surveys (VLSYS)).

Fortunately for our purposes, data from the 200&tndm Migration Survey have
recently become available. This survey collectemitbl information on migrants within the

! Note that this does not include short-term, ursteged movement and movement in the six months
preceding the census date.
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country. The main research aim of this paper isxtamine the key factors that influence the
remittance behavior of internal migrants in Vietndgiven the absence of data on recipients,
our focus will naturally be on remitters. We spweifly examine, among other things, how
the life circumstances of migrants at the destmatiheir link to relatives left behind, and the
time spent at the destination influence their reanite behavior. According to the 2004
Migration Survey data, about half of migrants seminey/goods home to their relatives
during the last 12 months prior to the intervieviheTtotal value amounted to, on average,
nearly one-fifth of migrants’ earnings, highlighgithe potential significance of remittances to
the origin households. The empirical findings dEthaper on remittance behavior may thus
have some important policy implications.

The remainder of the paper is structured as falolhe next section provides a review
of the existing theoretical literature on remittanmotives. A description of the migration
survey data used for the empirical analysis is iplex¥ in Section 3. Section 4 outlines and
justifies the variables used in our empirical mpdeld Section 5 discusses some econometric
issues related to estimation. Section 6 presemtsethpirical results, and Section 7 offers
some concluding remarks.

2. Literature Review

There have been a variety of theoretical modelpgsed to explain motives underlying
remittance behavior, including altruism, exchange self-interest, and insurance. The
altruistic behavior is modeled by allowing the ityilof a remitter to be derived from the well-
being, or often the consumption level, of those befhind (the recipients) (Becker, 1974).
This basically implies a negative relationship bedw the income of the recipient and the
amount of remittances. McGarry and Shoeni (199%)jrfstance, find a negative relationship
using data from the United States. Agarwal and Wadm(2002), on the other hand, examine
the effect of multiple migrants (as opposed toraylei migrant) on the level of remittances.
They argue that under pure insurance (or selféstgmotives, the number of other migrants
in the family would not affect the amount of pergmant remittances. However, under
altruism, the presence of other remitting migramtsreduce the average size of remittances.
On the basis of data for Guyana, Agarwal and Haw\2002) find some support for the
presence of altruism.

The exchange motive, in contrast, implies a mommplex relationship between the
recipient’s income and the size of remittances. (®87) formalizes a model where private
transfers are payments for services rendered. Uhiemodel, an increase in the remitter’s
income will be associated with a higher probabitifjtransfers as well as a larger amount of
transfers because the remitter is willing to payerfor the services provided by the recipient.
On the other hand, if the recipient’s income riglae,opportunity cost of providing the service
will rise, and the recipient is thus likely to reeua higher price for the service he/she
provides. As a result, as in the altruism casanarease in the recipient’'s income will reduce
the probability of transfer. However, if the tramstloes take place, then the amount of the
transfer could rise, fall, or stay the same depandn the remitter’s elasticity of demand for
the services of the recipient.

The findings from Cox (1987), Cox and Rank (199ayl £oxet al (1998) suggest a
positive relationship between the size of transtard the recipient’'s pre-transfer income,
rejecting the altruism behavior of remitters. Ird#idn, Secondi (1997) finds that altruism
alone cannot explain the observed transfers aricetdange may be involved. In the context
of China where much of the money flows appear ttréesfers from adult children to elderly
parents, child care is found to be one of the nsairvices that parents render to their adult
children in exchange for money (Secondi, 1997).
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The above motives are certainly not mutually exgkisand an individual migrant is
likely to have more than one motivation for remigtihome at any given time. Lucas and
Stark (1985), for instance, propose “tempered ialtnti or “enlightened self-interest” to refer
to transfers motivated by a combination of altruiand self-interest. This is based on the
view that remittances are part of a self-enforangtractual arrangement between a migrant
and his or her family, which is of mutual benefihe migrant adheres to the arrangement as
long as it is in his or her interest to do so (lsiead Stark, 1985). For example, based on data
drawn from the National Migration Study of Botswatizeir analysis suggests that transfers
are made as a repayment for the cost of the migraducation and transportation.

Poirine (1997) similarly suggests the implicit lo&meory whereby an implicit and
informal loan agreement between the migrant andohifer family explains remittances.
Poirine (1997) finds that, in the case of Tongad Western Samoan migrants, remittances
mainly supplement consumption of recipients andhdbnecessary decay overtime. This is
because a loan repayment will be replaced by adoaancement to finance the education of
the next cohort of potential migrants of the famMpoirine (1997) also finds that the level of
remittance is sensitive to the lending interestgan the migrant’s original country.

In a similar context to the contractual arrangem&ark (1991) suggests a model of
risk-sharing motives. In this model, remittance®val risk-averse households to diversify
their income sources and thus minimize the adveffgets of income shocks (Stark, 1991,
Gubert, 2002). Amuedo-Dorantes and Pozo (2006) algoe that migrants are likely to
behave as risk-averse economic agents and puréhageance in the face of economic
uncertainty. In this way, remittances can be careid as a payment to insure against risky
income in the destination region or country. Basedlata relating to Mexican migrants in the
United States, Amuedo-Dorantes and Pozo (2006)thad income risk proxies (e.g., being
an undocumented immigrant or not having social oete/ within the United States) are
associated with a higher propensity to remit arnti wihigher level of remittances sent home.

Hoddinott (1994) also suggests that the migrant kisdor her family enter into a
contractual arrangement, but this is to securetwdubequest. The bequest motive suggests
that migrants remit home to win favor from the hedtiousehold and ensure a larger share of
any future inheritance. Hoddinott (1994) finds somédence with data from Kenya that
favors this argument. Quinn (2005), on the othendhgouts forward another model of
remittance behavior whereby remittances are treatedooth a consumption transfer to
households and as an alternative saving mechawismigrants. The model predicts that the
migrant’s remittance/saving behavior is affectedli® relative rate of return on their savings
and on the savings of the remittance-receiving @ébaolsl. Using data on Mexican workers in
the United States, he finds that migrants remitemand save less when the remittance-
receiving household’s rate of return on savingsedases (or the migrant’s return falls). His
findings imply that the improved access to saviagd investment mechanisms for recipient
households in the home country may increase remgtanflows from migrants.

3. Data

The empirical analysis in this paper is based da tam the 2004 Vietham Migration
Survey. The survey was conducted by the Generéktital Office (GSO) of Vietnam with
an aim to provide, for the first time, a large-schsurvey on internal migration in the pdet
moiera (GSO, 2005).

Prior to the availability of the 2004 Vietnam Migjen Survey data, information on
migrants had been limited. Most of the existing kvon migration and remittance-related
issues in Vietnam is therefore based on the 199@ilBtbon and Housing Census data or the
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data drawn from the Vietnam Living Standards SusveyLSS) (e.g. Dangt al, 2003; de
Brauw and Hariyaga, 2004; Le and Nguyen, 1999)hdlgh the Census data provide an
overview of internal migration patterns across #wmuntry, temporary or unregistered
migrants are excluded. The data also lack detanEmation about migrants such as their
earnings, access to public services, and whetfer mit any money back horhi@n the
other hand, the household survey only collectsrimégion on whether the household receives
any remittances, and it hardly contains informationthe migrants themselv&sience the
availability of the 2004 Vietnam Migration Survegtd has overcome some of the data issues.

The survey was conducted in the areas identifigd tigh immigration rates, based on
the 1999 Population and Housing Census, and theleanas identified using the sampling
frame of the Census (see GSO, 2005). They inclgdate enumeration areas of Hanoi, the
Northeast Economic Zone (Hai Phong, Hai Duong andrn@ Ning), the Central Highlands
(Gia Lai, Dak Lak, Dak Nong and Lam Dong), Ho Chinl City, and the Southeast
Industrial Zone (Bing Duong and Dong Nai). Since survey was conducted only in certain
areas, some caution is thus required in generglim findings.

The survey interviewed both migrants (4,998) andh-migrants (5,009) in the
destination areas, who were in the 15-59 age categjothis survey migrants are defined as
those who had moved from one district to anothéhénfive years prior to the survey but not
more recently than a month before the survey. Tureey covered a wide range of topics
including information on the migration process, isemconomic characteristics of migrants
and non-migrants, demographic composition of theirsehold members (at the destination),
housing conditions, access to public services, padsonal history (e.g. migration and
employment) of migrants.

The data are, however, not without limitation. Egsample, the survey does not contain
any data on the household from which the migraigirted. This implies that we have no
information on the recipients of remittances. laiso unfortunate that non-migrants are those
found in the destination areas only and this esdgntprevents us from undertaking any
analysis of the process governing the migrant dactisNevertheless, it contains detailed
information on migrants themselves, and this allassto investigate the effects of various
factors on migrant remittance behavior.

4. The Empirical Model

The empirical model specified in this paper is ettein nature and guided by some of
the theoretical considerations outlined in the kesttion, but also reflects the Viethamese
context within which the analysis is situated. Eafil lists the dependent variable and the
explanatory variables used in our analysis. Thietalso contains summary statistics.

Table 1: Dependent and Explanatory Variables

Description Mean
Remittances (million dong) Total value of money/goods migrant sent to relativethe 1.248
last 12 months prior to the survey.

Age Age 28.697
Age squared Age x Age 899.15
Household head Dummy variable for being household head 0.543
Kinh Dummy variable for being Kinh 0.901
Female Dummy variable for being female 0.556

2 See GSO (2001) for more details about the Census.
% See World Bank (2001) for more details about th&$s.
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Description Mean
Married Dummy variable for being married 0.574
Presence of spouse Dummy variable for spouse living with migrant 0.413
Presence of school age children Dummy variable for school age (5-18) children liyiwith 0.243
migrant
Presence of parents Dummy variable for parent(s) living with migrant 166
Household size Total number of household members living with migréat | 3.540
the destination)
Education
(llliterate) Dummy variable for being illitetea 0.029
Primary Dummy variable for having primary edtion 0.104
Lower secondary Dummy variable for having lowecondary education 0.48¢
Upper secondary Dummy variable for having ugseondary education 0.31(
College+ Dummy variable for having a colleggee or higher 0.072
Earnings (million dong) Monthly earnings 0.958
Receive bonus Dummy variable for receiving any bonus at work @.35
Receive housing benefits Dummy variable for receiving any housing benefttarark 0.011
Sector of Organization
Government Dummy variable for working for govesent organization 0.130
(Private) Dummy variable for working for privabeganization 0.653
Foreign invested Dummy variable for working foreign invested 0.208
organization
Others Dummy variable for working for other typieorganization 0.008
Livingin largecity Dummy variable for living in a large city 0.386
Coming from countryside Dummy variable for having come from a rural area 786.
Livein own house Dummy variable for living in a house that migramns 0.317
Livein permanent dwelling Dummy variable for living in a dwelling of a perneart 0.161
type
Registration status
Not registered Dummy variable for not being ségjied at the destination 0.041
(K1 (permanent)) Dummy variable for having Kgjisdration status 0.116
K2 (permanent) Dummy variable for having K2 stgtion status 0.062
K3 (temporary) Dummy variable for having K3 retgation status 0.315
K4 (temporary) Dummy variable for having K4 retgation status 0.465
Duration of stay
12 months or less Spline for 1-12 months 10.783
13-24 months Spline for 13-24 months 7.392
25-48 months Spline for 25-48 months 8.323
Had relatives at arrival Dummy variable for having had some relatives at the 0.772
destination at arrival
Faced difficulty at arrival Dummy variable for having faced some difficultyaatival 0.461
Have an insurance card Dummy variable for having an insurance card 0.368
Having savings with relatives Dummy variable for having savings with relatives o
Having loans from relatives Dummy variable for having loan from relatives 0.106
No. of visitstorelatives Number of visits paid to relatives during the 1a8tmonths | 2.556
prior to the interview
Province (current place)
(Hanoi) Dummy variable for living in Hanoi @2
Hai Phong (Thanh pho) Dummy variable for liyim Hai Phong (Thanh pho) 0.044
Hai Phong (Tinh) Dummy variable for living lai Phong 0.052
Quang Ninh Dummy variable for living in QuaNmh 0.095
Gia Lai Dummy variable for living in Gia Lai .@b3
Dac Lac Dummy variable for living in Dac Lac .064
Dak Nong Dummy variable for living in Dak Nong 0.054
Lam Dong Dummy variable for living in Lam Dong 0.051
Ho Chi Minh Dummy variable for living in Ho CMinh 0.200
Bing Duong Dummy variable for living in Bingudng 0.098
Dong Nai Dummy variable for living in Dong Nai 0.108
Month of interview
(Jan, Feb, March, April) Dummy variable foiirgpinterviewed between January a 0.009
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Description Mean
April 2004
September Dummy variable for being interviewe8eptember 2004 0.164
October Dummy variable for being interviewaddctober 2004 0.498
November Dummy variable for being intervievwedovember 2004 0.229
December Dummy variable for being intervievirr®ecember 2004 0.101

Source: The 2004 Vietnam Migration Survey data.

Remittance variable

The key dependent variable is defined as the watlale of money/goods a migrant sent
to relatives in the last 12 months prior to theveyrdata expressed in millions of dchg.
Among those remit, the average amount of remitsic@bout 2.3 million dong. However,
for a large number of individuals in the sample tlagiable is censored at zero and this
requires use of a particular econometric approatith is discussed in the next section.

Individual-level characteristics

The explanatory variables (or regressors) includsetof individual characteristics
comprising the migrant’s age and gender, whethemtigrant is the head of the household,
and whether the migrant belongs to #ieh (the main ethnic group in Vietnam). Variables
capturing the education level of migrants are aistuded to inform the theory of contractual
arrangement (Lucas and Stark, 1985) and/or theiginfdan theory (Poirine, 1997), where a
positive relationship between the amount of remaés and the education level is anticipated.
This is because the level of the migrant's educatian be considered as an indication of
household investment requiring a future pay badkims of higher remittances.

Household-level characteristics

The composition of the migrant’s current househ@dalso important. Note that
“household” here denotes the migrant's househottleatiestination given, as we noted in the
previous section, the survey data do not contdrnmation on a migrant’'s household in the
place of origin. The household variableslude measures that indicate whether the migsant
married, whether his/her spouse, school-age childfe18) or parents are present at the
destination, as well as information on the totahber of household members. The presence
of the immediate family members at the destinatimuld imply a weaker tie of the migrant
to the original place and thus we would expect tiegacoefficients on these variables (see
Markova and Reilly, 2007). In addition, variablepresenting the housing tenure status of a
migrant (e.g., whether the migrant owns the accodation and/or whether it is of permanent
type) are also included. The expected sign foreffects of these variables is ambiguous. On
the one hand, if the migrant owns the housing and/es in a permanent-built dwelling, it
can imply the migrant’s intention to stay in thestieation place is permanent and/or the
migrant’s living condition is relatively secure. éither case, the migrant is likely to remit less.
On the other hand, these variables could alsoamglithe welfare level of the migrant and thus
we may observe a positive relationship betweenethesusing variables and the level of
remittances.

Migrant’s labor market characteristics

We also include a set of variables that capturestiraings of the migrant, including the
monthly earnings as well as whether the migrantives any bonus or housing benefits on

* It should be noted that in this paper we defineraitter as a migrant who sent any money/good&do t
relatives and/or gave any money/goods to the velstduring their visits due to the way the dataewer
collected in the survey. Hence the value of remitts is the total value of the money/goods that the
migrant sent/gave to his or her relatives durirglést 12 months before the interview.
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the job. We would expect a positive coefficientlmth the level of earnings and the dummy
variable for receiving a bonus. However, receivilogne housing benefits is likely to reduce
the insecurity of the migrant at the destinatiod #mus he/she may be less required to send
remittances for the insurance motive. A mutuallyclesive set of variables designed to
capture the type of enterprise in which the mignaatks (e.g., government, private, foreign
invested and others) are also included. Thesebtasare likely to reflect the security of the
migrant’s job. For instance, if the migrant works the government, his/her occupation is
likely to be relatively stable and permanent. Aeeault, the migrant is likely to remit less
money and goods home.

Migrant’s registration status

The paper also investigates the influence of thetndmese migrant registration status
on remittance behavior. Vietnam has a complex Hmldeaegistration system as follows:

KT1: Registered in the district where the persmides.

KT2: Not registered in the district where the persesides, but registered at another district
or the same province.

KT3: Has temporary registration for a period of signths or more.
KT4: Has temporary registration for a period oSlésan six months.

These four categories can be broadly grouped mto-t permanent registration (KT1
and KT2) and temporary status (KT3 and KT4) atdBestination. Given that the migrant’s
registration status captures whether his/her mevemporary or permanent, we would expect
a positive relationship between the migrant’s terapo status and the level of remittances
compared to a more permanent registration statasieMer, if the motive for remittances is
altruistic, whether the migrant’s move is permarmantemporary should not affect the size of
money remitted. On the other hand, not having anpaent registration status can also imply
the vulnerability of the migrant’s life at the desition. According to Deshingkat al (2006),
for instance, migrants with KT3 or KT4 status h&wesecure the most basic services at prices
well above average, and some services may evemdmedssible to them. Hence, if we
observe a positive coefficient on the variables Kar3 or KT4 (when KT1 is the base
category), this could be interpreted as eviden@nadhsurance motive for remittances.

Migrant’s duration of stay

In order to examine the relevance of the remittatteeay hypothesis (RDH) to the
Vietnam case (see Liu and Reilly, 2004; PoirineQ7)9we also include the time spent at the
destination. Unfortunately, in the survey migraats defined as those who had moved from
one district to another in the five year periocptp the interview date. We are thus unable to
fully explore the issue of RDH in the case of Vaimn Nonetheless, the duration variables
should proxy some general tendencies in this redaud duration variables are expressed in
splines based on the number of months spent atlékenation (see Table 1 for the nodes
used).

Migrant’s process of migration

In order to examine how the security/stability bé tmigrant’s life at the destination
affects remittance behavior, a number of potentigformative variables are also included.
One of them is a dummy variable for whether theramgfaced any difficulty at arrival in the
new destination. If the insurance theory of remitts is valid, a positive sign for the
coefficient corresponding to this variable is liketo be observed as it captures the
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vulnerability of the migrant. We also include a iahte designed t@apture whether the
migrant had any relatives in the destination planearrival to determine whether network
effects are important or not. Finally, a dummy ahhe representing whether the migrant has
any health insurance at the destination is alsludied. The coefficients on the network and
insurance variables are anticipated to be negateause if the migrant has a social network
and/or any insurance at the destination, he/shdsnierely less on the relatives left behind
for any assistance and thus send less money osduode.

Miscellaneous variables

There are also a number of other variables includedir empirical specification. These
include the number of visits to the relatives timégrants had paid in the last 12 months prior
to the interview. The expected sign of this coeéffit would be positive as the greater number
of visits illustrates a closer relationship wittettelatives left behind. Given that there is no
data on the rate of return on savings or any isterate for loans, it is not possible to
undertake the type of an analysis reported in Q@2905). However, the survey collected
some information on migrants’ savings and loansg, &a thus include two dummy variables
for whether the migrant keeps savings with thetireda and whether the migrant had
borrowed any money from the relatives. These viatahre designed to capture whether there
is any financial mechanism or capital market opegatwithin the family, and their
coefficients will reflect how these affect the nagt's remittance decision. We also include a
set of variables that indicate the geographicatattaristics of the original and destination
places. It includes a dummy variable for whethex tlestination is a large city and for
whether the migrant comes from a rural area. Wdileaty to observe a positive relationship
between these variables and the level of remiterasethese locations are more likely to
facilitate the transfer of goods and money. In &ddj provincial dummies (based on the
destination place) and seasonal dummies based emmtnth of the interview are also
included. The former are designed to capture dpdifterences in household welfare that
may be important to remittance behavior, and thteraare designed to capture potential
seasonal effects in this type of behavior.

5. Econometric Methodology

One of the issues that we need to consider whemaisig the determinants of
remittances is the censored nature of the dependeiatble, as alluded to in the last section.
This occurs because not all migrants remit moneygiven year. The application of Ordinary
Least Squares (OLS) will generate biased estimateach a context, with the magnitude of
the bias linked to the proportion of non-censoredeovations in the sample. Conventional
regression methods are therefore inappropriatéhéocensored sample as they fail to account
for the qualitative difference betweeoensored (zero) observations andincensored
(continuous) observations. When data are censavedinstead require an approach that
incorporates a mixture model comprising a discpate (to generate the zero observations)
and a continuous part (to generate the positiveerohtions) (Greene, 2003). The most
commonly used censored regression model is the Taddel (Tobin, 1958).

However, a truncated regression model can alsséeé for this purpose (see Heckman,
1979). The well-known Heckman two-step procedurs bh@en widely employed to model
remittances, for example, by Agarwal and HorowR2(2), Cox (1987), Coet al (1998),
Hoddinott (1994), and Liu and Reilly (2004). Thevantage of this procedure is that it treats
the transfer of remittances as a sequential “twep-stlecision and allows the effect of a given
variable on the decision to remit to be differemni its effect on the level of remittances.
However, one of the main problems with this apphoscthat estimates can be sensitive to
both the choice of identifying variables and unged distributional assumptions. The
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identifying variables are only valid if they arermdated with the probability of remitting, but
not with the level of remittances. This is certgialdifficult task in any empirical application,
particularly in the absence of adequate information

An alternative approach is to assume that themnlg one decision making process
whereby whether or not to remit and how much toireare both decided simultaneously.
This process can be modeled as a single equattbastimated using a censored Tobit model.
This method has also been used in various studligss literature including those by Ahlburg
and Brown (1998), Amuedo-Dorantes and Pozo (2@®&wn (1997), Liu and Reilly (2004),
and Markova and Reilly (2007). Although we would fexce the difficulty of having to find
appropriate identifying instruments with the Tobibdel, one major problem is that it is
subject to a restrictive parametric restrictioe.(ia given variable is restricted to having an
effect of the same sign on both the decision tatrand the amount of remittances). Despite
its limitations, the Tobit model offers a simple yaf estimating the determinants of
remittances and, given its frequent use in renggastudies, this econometric model is
employed for the empirical analysis reported i fraper.

The underlying structure of the remittance equaisatefined as follows:
R=R if R >0 1)
R =0 otherwise,

whereR, is the amount of money that thi individual remits, which is observed K, is
positive. The latter is an unobservable latent ddpat variable that captures thi
individual’s propensity to remit. It is defined fdlows:

R =X,8+u, whereu, ~N(0,0), (2)

whereX; is a 1 xk vector of independent variablgsjs ak x 1 vector of unknown parameters,
anduy; is an independently and normally distributed etesm with mean zero and constant
variancea®. This model is regarded as a censored regressicielrbecause observations of
R at or below zero are censored. In other woRlss either positiveR > 0) or zeroR = 0).
Based on this information, the likelihood functioray be expressed as:

-2 22

g /1 rIR>0 g

where ®(0] and ¢([)J] denote the cumulative distribution function anahability density
function of the standard normal respectively. Thstfpart resembles the likelihood function
in a probit model for the zero event, while theaset part is similar to the likelihood function
for the conventional OLS model on the sample obsienva that are continuous (i.e., not
censored).

6. Empirical Results

We estimate our general model of remittances ugiegTobit model. We restrict our
sample to migrants and only include those migrarts earn wages, which generates a total
sample size of 4,445 migrants, as the numbers wdre won-working was negligibfeMore
than half of migrants (52%) are reported to havet seme money/goods to their relatives
during the last 12 months before the interview. Ag¢hose who remit, the average share of

®We have also excluded from our analysis a numbereervations with implausibly large remittance
levels.
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remittances in migrant’s earnings is about 20%sTéia comparable figure to urban migrants
in China who are also found to remit about a fdthiheir earnings (Knighet al, 1999).

Table 2 reports the Tobit estimates for the remittamodel. In addition to the estimated
coefficients, we have also calculated the margefétcts of the variables based on the
unconditional expected values of remittances (sdxeTAl in the appendix), which provides
a more intuitive interpretation of the estimates.

There is a well determined inverted-U relationshgiween a migrant's age and the
level of remittances with the level of remittanceaximized at about 38 years of age. Being a
member of theKinh ethnic group relative to all other groups incrsasee amount of
remittances sent home by 325,000 dong per yearavamage andeteris paribus The
education level of migrants has a well defined fpasieffect on remittances. For instance, if
the migrant has a primary education, the amoumewiittances he/she sends home increases
by 1.4 million dong compared to someone who isetlite, on average ameteris paribus
Given that we are controlling for labor market @ags, the positive coefficients on the
education variables appear to support the theoggested by Lucas and Stark (1985) and
Poirine (1997) who argue that remittances can Insidered as a repayment for the resources
that the migrant’s family originally invested iretimigrant’s education.

Table 2: Maximum Likelihood Estimates for Tobit Mad

Coefficients SE.

Age 0.153** [0.072]
Age squared -0.002** [0.001]
Household head 0.229 [0.184]
Female 0.081 [0.181]
Kinh 0.841* [0.408]
Married 0.535** [0.256]
Presence of spouse -0.263 [0.246]
Presence of school age children -0.676** [0.264]
Presence of parents -1.948*** [0.296]
Household size 0.013 [0.048]
Education

(llliterate)

Primary 2.779** [0.905]

Lower secondary 3.535*** [0.883]

Upper secondary 3.293*** [0.894]

College+ 4,024+ [0.956]
Earnings 0.586*** [0.090]
Received bonus 0.404* [0.216]
Received housing benefits -0.244 [0.739]
Sector of Organization

Government -0.805*** [0.303]

(Private)

Foreign invested 0.729*** [0.270]

Others 0.080 [0.859]
Livein alargecity 0.667 [0.453]
Coming from rural area 0.149 [0.205]
Livein self-owned housing -0.144 [0.283]
Livein adwelling of per manent type 0.054 [0.250]
Registration

Not registered 0.193 [0.519]

(K1 (permanent))

K2 (permanent) -0.309 [0.500]

K3 (temporary) 0.462 [0.324]

K4 (temporary) 1.463*** [0.384]
Splinesfor duration of stay
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Coefficients SE.
12 months or less 0.175*** [0.037]
13-24 months 0.024 [0.020]
25-48 months -0.002 [0.010]
Had relatives at arrival 0.834*** [0.196]
Faced difficulty at arrival -0.304* [0.179]
Have an insurance card 0.062 [0.236]
Having savings with relatives 1.264*** [0.275]
Having loan from relatives -0.628** [0.281]
No. of visitstorelatives 0.287** [0.025]
Province (current place)
(Hanoi)
Hai Phong (Thanh pho) -0.640 [0.461]
Hai Phong (Tinh) 0.758 [0.596]
Quang Ninh 2.990*** [0.505]
Gia Lai -1.371** [0.694]
Dac Lac -0.619 [0.685]
Dak Nong 0.480 [0.636]
Lam Dong 0.733 [0.609]
Ho Chi Minh 1.032*** [0.387]
Bing Duong 0.387 [0.520]
Dong Nai 0.024 [0.510]
Month of interview
(Jan, Feb, March, April)
September 0.531 [0.865]
October 0.263 [0.836]
November 0.030 [0.833]
December -0.693 [0.841]
Constant -13.510%** [1.798]
No. of observations 4,445
No. of censored observations 1,996
LR 2 (51) 992.72
Prob >y2 0.000
Log likelihood -8209.08

Note: *** Denotes statistical significance at th# level, ** at the 5% level, and * at the 10% level
Source: Calculations based on the 2004 Vietnamafimn Survey data.

As for the composition of the migrant’s househdiding married increases the amount
of remittances that the migrant sends home, bupthsence of his or her immediate family
members at the destination is estimated to declitaae expected (see Markova and Reilly
(2007) for comparable evidence for Bulgarian migganThis is particularly the case for the
migrant’s with school-age children and parents gméswith remittances lower compared to
those without these dependents by 0.7 and 1.9omiliong respectively, on average and
ceteris paribus The closer the ties that the migrant has withs¢hteft behind, which is
captured by the number of his or her visits, theemwemittances he/she is likely to send home.

The earnings of migrants have an expected posiffeeteon remittances. According to
the marginal effects, if the monthly earning in@es by 1 million dong, this raises annual
remittances by 0.24 million dong. The remittanceigay elasticity, computed at the overall
sample means, is estimated to be 0.19, which itherlow side compared to the existing
literature (see Liu and Reilly (2004) for a survdyestimates). However, a straight-forward
comparison is always difficult given differing spfezations and contexts.

The receipt of any labor market bonus also has tstatally significant effect on
remittances. As for the sector of the enterpriser@migrants work, compared with working
in a private enterprise, part of which could behie informal sector, a migrant who works for
government is likely to send less money home. Tgposite is the case for those working in a
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foreign-invested sector. These seem to reflect tdialgy of jobs in a particular sector which
possibly affects the degree of a migrant’s reliaonetheir family left behind. For instance,
jobs in the government sector are likely to be Istaimd more permanent, and the migrants
working in this sector thus rely less on their fgmat home. Moreover, the positive
coefficient on the foreign-sector dummy seems thicate that the benefits of FDI may not be
restricted to urban workers, with trickle-down etfeto rural areas through the process of
remittances evident in these estimates.

Whether the migrant lives in a large city or corfresn the rural sector does not seem to
affect his or her remittance level, nor do the mgi£onditions of the migrant. In regard to
registration, a migrant possessing the most tempatatus (K4), on average ameteris
paribus sends a greater volume of remittances home thaumterpart migrant with
permanent residential status (K1). Hence the feagdture of the migrant’s residential status
appears to matter in Vietnam and is resonant ofititing reported by Liu and Reilly (2004)
for rural migrants in Jinan (China). The temporamyd auncertain nature of the status
encourages migrants to retain strong links withahgin household to insure against the risk
of expulsion.

We find a positive relationship between the numifemonths stayed at the destination
and the level of remittances particularly for théial year. However, after the third year the
relationship is flat providing only partial suppddr the remittance decay hypothesis. This
seems to suggest that over time migrants acqugeeater level of location specific human
capital in the destination thus reducing the rislfadlure and requiring less support from
home. This manifests itself in a tendency to redbeeamount of money they remit home.

As far as the network effects are concerned, hamgtagives at the destination at arrival
has a positive effect on the level of remittanagggesting that it helps migrants to settle in
the new destination area and thus enable themntd reore given that settlement costs are
less. In contrast, if the migrant faced any diffiglat arrival, he or she is likely to send less
money. Whether the migrant possesses a healthamseircard does not seem to have any
significant impact on his/her remittance behavior.

The significant coefficient on the dummy variable feaving savings with relatives
suggests that there is an internal financial meisharoperating within the family. Hence
remittances may perhaps be sent to save at horaeid®ed is interpreted as safer than placing
savings in formal institutions in their destinatilmcation. On the other hand, having a loan
from relatives negatively impacts on the level emittances, which appears somewhat
counter-intuitive. However, we could interpret thegative sign as reflecting the financially
constrained nature of the migrant.

Finally, relative to those migrants in Hanoi, migigin Quang Ninh (in the Northeast
Economic Zone) and Ho Chi Minh City send a larger am@f remittances, while those in
Gia Lai (in the Central Highlands) remit less.

7. Concluding Remarks

This paper has examined empirically the key deteants of remittances based on a
recent survey conducted on internal migration iretham. Our empirical model has
incorporated variables capturing some of the ugdegimotives for remitting as suggested by
existing theories. It has also tried to uncover edactors unique to Vietnam that determine
remittances in that country.

There are a number of key findings. The educatigal lef migrants has a well-defined
positive effect on the level of remittances. Theems to provide some support for the theory
of the contractual arrangement (Lucas and Stark5)188the implicit loan theory (Poirine,
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1997), whereby remittances are seen as a repayorethie money that the migrant’s family
invested on the migrant’s education. The negatidfmient on the variable for the presence
of the migrant’'s parents at the destination giveses support for this argument. However,
this negative coefficient can also be seen as aegldor other theories including altruism
(Becker, 1974) or the bequest motive (Hoddinot,4)9Wnfortunately, given the absence of
any information on the recipient household suclhasorigin household’s income or assets,
we were unable to take this issue any further. @, dther hand, the observed negative
coefficient relating to the presence of school abédren at the destination suggests that
remittances can also be seen as investment in dbeaton of the migrant's family as
suggested by Poirine (1997).

The earnings of migrants are also found to exerigaif&cant effect on remittances.
Although the estimated remittance/earning elagtic at the lower end of the range
traditionally obtained in the existing literatutde migrant's monthly earnings are found to
positively affect the level of remittances. The pigsi coefficient on the variable for the
receipt of bonus at work suggests that the extilavinof income also enables migrants to
send more money home.

There are also some empirical estimates that angostiye of the co-insurance theory
(Amuedo-Dorantes and Pozo, 2006; Stark, 1997).irstance, we have found that having a
kinship network at the destination increases thellef remittances. Moreover, the estimated
coefficients relating to the sector of the enteprivhere the migrant works also appear to
reflect the security of the migrant’s job and iteet on his or her remittance behavior. Given
that these capture the vulnerability of the migatite at the destination or the ease of the
process of settling into the new location, our iing$ seem to be consistent with the insurance
motive where the migrant send remittances as a payto insure against uncertainty at the
destination.

Another key finding of this paper is that temporamgrants tend to remit more money
home as suggested by the significant positive eféecthe variable for having the most
temporary registration status (K4) at the destamatirhis can, however, be also interpreted as
the evidence for the insurance motive as this tegien status indicates the relatively
insecure life of migrants in the destination ar@a. the other hand, the coefficients on our
duration variables for the time spent at the dasiom only provide partial support for the
remittance decay hypothesis. While there is a it positive relationship between the
number of months and the level of remittances @itiitial year, the relationship seems to
become flat after the third year.

Finally, the significant positive coefficient onettdummy variable for having savings
with relatives suggests that remittances are teared for the purpose of savings and
potentially investment in their original home artaaddition, there is evidence of an internal
financial mechanism or capital market operatinghimitthe family. This is more in line with
Amuedo-Dorantes and Pozo (2006), Brown (1997) om®@y2005) whereby remittances
serve as an avenue for the accumulation of savings.

In sum, the negative coefficients on the variabfl@sthe presence of the migrant’s
immediate family members at the destination prowdme support for the altruistic behavior
of migrants. However, given data constraints, wealdmot examine the validity of the
altruism hypothesis in a rigorous manner. On theohand, our findings clearly show that
altruism alone does not provide a sufficient exaptaon for the motivations to remit. This
paper has, instead, found that migrants act asasiekse economic agents and send
remittances as part of an insurance exercise irfat® of economic uncertainty. Moreover,
remittances are also driven by the migrant’s incdenel and motivations to accumulate
savings at home.
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Our analysis sheds some light on the important méyed by remittances as an
effective means of risk-coping and mutual suppathiw the family. Hence policymakers
need to be aware that migrants remain economicelbted to those left behind and the
importance of remittances when formulating mignatielated policies in the country.
However, a more thorough investigation of how nmmgreemittances are used in the origin
household is required before definitive conclusioas be offered on the effect of remittances
on household vulnerability and poverty.
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Appendix

Table Al: Maximum Likelihood Estimates for Tobit Miel (marginal effects)

dF/dx S.E.
Age 0.064** [0.030]
Age squared -0.001** [4.40E-4]
Household head 0.095 [0.076]
Female 0.034 [0.075]
Kinh 0.325* [0.169]
Married 0.220** [0.106]
Presence of spouse -0.109 [0.102]
Presence of school age children -0.270** [0.109]
Presence of parents -0.695*** [0.123]
Household size 0.005 [0.020]
Education
(lNiterate)
Primary 1.414%+* [0.375]
Lower secondary 1.487*** [0.366]
Upper secondary 1.543*** [0.371]
College+ 2.255%** [0.396]
Earnings 0.243*** [0.037]
Received bonus 0.170* [0.089]
Received housing benefits -0.099 [0.306]
Sector of Organization
Government -0.314** [0.126]
(Private)
Foreign invested 0.315*** [0.112]
Others 0.033 [0.356]
Livein alargecity 0.281 [0.188]
Comingfromrural area 0.061 [0.085]
Livein self-owned housing -0.060 [0.117]
Livein a dwelling of per manent type 0.022 [0.104]
Registration
Not registered 0.082 [0.215]
(K1 (permanent))
K2 (permanent) -0.124 [0.207]
K3 (temporary) 0.195 [0.134]
K4 (temporary) 0.613*** [0.159]
Splinesfor duration of stay
12 months or less 0.073*** [0.015]
13-24 months 0.010 [0.008]
25-48 months -0.001 [0.004]
Had relatives at arrival 0.330*** [0.081]
Faced difficulty at arrival -0.126* [0.074]
Have an insurance card 0.026 [0.098]
Having savings with relatives 0.581*** [0.114]
Having loan from relatives -0.247** [0.117]
No. of visitstoreatives 0.119*** [0.010]
Province (current place)
(Hanoi)
Hai Phong (Thanh pho) -0.250 [0.191]
Hai Phong (Tinh) 0.336 [0.247]
Quang Ninh 1.549%** [0.209]
Gia Lai -0.499* [0.288]
Dac Lac -0.242 [0.284]
Dak Nong 0.208 [0.264]
Lam Dong 0.325 [0.252]
Ho Chi Minh 0.455%** [0.161]
Binh Duong 0.165 [0.216]
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dF/dx SE.
Dong Nai 0.010 [0.212]
Month of interview
(Jan, Feb, March, April)
September 0.228 [0.358]
October 0.109 [0.347]
November 0.012 [0.345]
December -0.271 [0.348]
Constant -5.600*** [0.745]
No. of observations 4,445
No. of censored observations 1,996
LR 2 (51) 992.72
Prob >y2 0.000
Log likelihood -8209.08

Note: *** Denotes statistical significance at th# level, ** at the 5% level, and * at the 10% level
Source: Calculations based on the 2004 Vietnamafimn Survey data.
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Abstract

Snce the 1990s, Vietnam has experienced a dramatic growth in remittance flows,
including transfers within the country and transfers from abroad. This paper uses
the Vietnam Living Sandard Surveys [VLSY in 1992/93 and 1997/98 and the
Vietnam Household Living Sandard Surveys [VHLSS in 2002 and 2004 to study
the impact of international remittances on Vietnamese households. The objectives
of this study are to characterize international remittance receipts and their
evolution over time, and to determine where they come from, what percentage of
households receive them, and what portion of household expenditures they
represent. Moreover, we also analyze the socioeconomic and demographic
characteristics of those households receiving international remittances, as well as
how the remittance sender is related to the receiver, and how the funds are spent
by households. Finally, we consider the relation between remittances and
inequality in Vietnam.
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1. Introduction

In detailing the situation of international remittzs to Vietnam in the 1990s and 2000s,
this paper investigates an important aspect of alipdtion process that Vietham is now
actively participating. Indeed, international retanitces are playing an increasingly important
role in the Vietnamese economy. Hernandes-Cros$5§20eports that international
remittances totalled $1.2 billion (USD) in 1999. B§03, they grew to $2.6 billion. In terms
of Gross Domestic Product (GDP), this represemowth from 4.4 percent of GDP in 1999
to 7.4 percent of GDP in 2003. Since 2000, inteonal remittances have been larger than
Overseas Development Assistance (ODA) and at a ambfe level to Foreign Direct
Investment (FDI). Foreign remittances are undodptedluencing the Viethamese economy
in numerous ways and deserve a strong research.focu

In an attempt to fill some of these research netids paper seeks to quantify the
impact and the evolution of foreign remittances tbe people of Vietnam by using the
Vietnam Living Standards Surveys [VLSS] in 1992/88d 1997/98, and the Vietham
Household Living Standards Surveys [VHLSS] in 2@®2 2004. The objectives of this study
are to characterize international remittance reésegmd their evolution over time, and to
determine where they come from, what percentaghoofeholds receive them, and what
portion of household expenditures they represenbreldver, we also analyze the
socioeconomic and demographic characteristics adetthouseholds receiving international
remittances, as well as how the remittance seisdelated to the receiver, and how the funds
are spent by households. Finally, we considerelaion between remittances and inequality
in Vietnam. To accomplish these goals, we firsélyiew the existing studies on international
remittances. Then, we present our data and methbggolas well as advantages and
limitations of the data. This is followed by ouradyses of the above-mentioned topics. The
last part will present concluding remarks and diogxs for further studies.

Our findings include that international remittasa@me from throughout the world,
but are dominated by the United States as a mairtcaoAlso, over time, the destinations of
international remittances are becoming more divass¢éhey move away from Ho Chi Minh
City and other urban areas, in particular, to otiegions and to rural areas. Nonetheless, the
percentage of households receiving internationaittances as held steady at around 5 to 7
percent of the population. Also, foreign remittamcare received disproportionately by
widows, the elderly, female headed households, lemgseholds where the head does not
work. This helps to ensure that international reanites actually improve equality in Vietnam
with regard to per-capita household expenditutesugh the improvements are quite small.
Nonetheless, the improvements to income equalitys@a by international remittances are
becoming more substantial over time. We also fimak international remittances are used
primarily for consumption, and they are mainly pded by close family members, including
children, spouses, and siblings.

2. Previous Studies About International Remittances

A few studies about remittances in Vietnam are lalée to researchers. For instance,
Le and Nguyen (1999) use the 1992/93 VLSS to stlaiyiestic and international remittance
flows in Vietham. Their main interest is to detemmithe impact of remittances on the income
distribution, and they find that while internal rig@@nces tend to reduce inequality, the flow
of international remittances tend to go more towaigh-income households and thus
exacerbate inequality. They also build regressinadels to delineate who receives
remittances and how big these remittances will be.
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Another study by Cox (2004) uses the 1992/93 VIaB8 the 1997/98 VLSS. Cox
considers the issue of private interhousehold temssin Vietnam, which include both
remittances and loans. He examines the charaatersssociated with transfer receipt, the
impact of transfers on inequality, and the flowtraihsfers between generations. His particular
interest is the elderly and whether private trarssége able to help the elderly sufficiently, in
spite of the weak public insurance system. By uiregpanel data links between the surveys,
he presents evidence that private transfers, pitynremittances, do act as a type of insurance
responding to events, such as retirement or widodhdde also compares the role of
remittances that flow within regions, between regioand from overseas sources, and he
finds remittances to be a main source of incomestéioution as they are more than twice the
size of public transfers.

Another more recent study that includes coverdgeemittances is Barbieri (2006).
This study uses the 1997/8 VLSS and the 3 peradnliiqpuse sample of the 1999 Census to
analyze rates of coresidence and flows of remigaretween the elderly and their children.
The paper develops a regression model to explaat winaracteristics determine whether an
elderly person can expect to receive remittancas fiheir children. Though the paper is not
specifically about international remittances, ielse to test whether the intensification of
migration accompanying economic reform in Vietnas leading to the breakdown of
intergenerational family support in the country.ridari concludes that children continue to
support their parents and that “geographic distdetereen adult children and their elderly
parents should not be interpreted as a sign offerdince.” (2006: 27)

More broadly, we can also find a large literatore the theoretical and empirical
impacts of remittances. Much of the theoreticaréiture seeks to explain a two-step process:
first people must migrant and then they must senaittances home. In particular, the theory
cannot be clear about whether international rergta will lead to greater income equality or
to a more unequal distribution of income. Ravallemad Robleza (2003) summarize the
theoretical literature very well. On the one hapethaps only the wealthiest people will be
able to afford the education and training and thstsc of migration for family members in
order to make the receipt of international remitesn possible. In this scenario, remittance
receipts would lessen income equality. On the otlaed, perhaps the wealthiest members of
the society are content, and it is only those iakee positions who will make the sacrifices
needed to send family members overseas. Then,ettept of remittances would tend to
promote income equality in the home society.

Beyond the issues of migration, the relationsrepMeen remittances and inequality
remains unclear. One could expect remittance®to ftom the well-off to the less well-off as
a type of insurance mechanism that could play gomant role in countries with weak social
insurance systems. Remittances could also pronooteoenic growth by providing funds for
human capital and infrastructure development. Tles®rs would tend to promote equality,
or to at least improve the situations of most peoipl the country. At the same time,
remittances could produce greater inequality byirfgga narrow impact of creating a well-off
group of recipients who enjoy increased consumgtiom year to year without feeling a need
for work.

Empirical work about the impact of remittance ipteon the income distribution has
now been completed for a number of countries. kample, Adams (1991) finds that while
international remittances did reduce poverty indy a small amount, their overall impact
on the income distribution was negative. Adams aggee this analysis for Pakistan in 1992,
Guatemala in 2004, and Ghana in 2006, and he dbngnals that international remittances
had a negligible or slightly negative impact on ith@ome distribution.
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3. Data and Methodology

In this paper, we use the Vietnam Living Standadsveys [VLSS] in 1992/93 and
1997/98, and the Viethnam Household Living Stand&udveys [VHLSS] in 2002 and 2004.
These surveys were conducted by the General 8tat@ffice of Vietnam (GSO), along with
other international agencies, as a part of the @8dnk's Living Standard Measurement
Surveys. Detailed descriptions of these surveysheafound in numerous research reports,
such as Grosh and Glewwe (1998), GSO (2004 and)\orld Bank (2000, 2001, and 2005).

Table 1: Number of Households and Individualsin the V(H)LSS

Y ear Number of Households Number of Individuals
1992/93 4,800 24,068
1997/98 6,002 28,633

2002 29,530 132,384

2004 9,189 39,696

Source: Authors’ calculations from VLSS 1992/3 8798, and VHLSS 2002 & 2004

The surveys are organized by household, but thsyiatlude some characteristics for
each individual in the household, such as age, eyenelationship to household head,
marriage status, working status, salary, healtl, education. Table 1 shows the number of
households and individuals interviewed for eactvesyr At the household level, the surveys
provide extensive data on sources of income, basia@d agricultural enterprises, detailed
household expenditures, ownership of consumer thsakpoverty incidence, poverty
alleviation programs, and housing conditions. Thadeholds are representative of the entire
Vietnamese population, both urban and rural, amdsacthe regions.

In the surveys, remittances are defirmedhe amount of money and monetary value of
in-kind benefits received by a household from people not living in the household, which do not
require repayment. With respect to information about remittances, ca@ think of the two
surveys from the 1990s as similar to one another different from the two surveys in the
2000s. And generally speaking, the informationudbremittances in the 1990s surveys is
much more thorough than in the 2000s surveys. lkA990s, we know specific details about
each remittance a family receives. This informatmriudes which family member received it,
the relationship of the remittance sender to tloeiver, the gender of the sender, and where
the sender lives, including which country if thenidance came from overseas. The 1990s
surveys also include details about both remittarreegived and sent by each household,
which allows a researcher to determine whetherhthesehold is a net receiver or sender,
though this detail is not important for the anadysi international remittances since very little
is sent out of Vietham. For 1997/98, we even know lthe household spent the remittances
it received. Not all of these details are includethe 2002 and 2004 surveys, though. For the
later surveys, we only know the total amount of itences received by each household,
divided into domestic and international remittancéBus, in the later surveys we cannot
discuss the relationship between the sender armlvezc whether the household is a net
sender or receiver, and from which country the teamce came.

Other general limitations of the data which beansaelevance to the topic of this
paper include that we generally only have inforomatabout relatives who live in the same
household (particularly in the later surveys), d@hdrefore it is difficult to identify other
relatives who may be living nearby or migratingotber areas. Therefore, we cannot identify
which households have family members living ovesssad which do not, in order to identify
the potential for international remittances. Fostamce, while we know about receipt of
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remittances from children, we cannot say what pgegge of non-coresident children provide
them. Furthermore, besides wages, most income esare only identified at the household
level, so it is not clear which member is the seuwt the income. Wealth data are also only
available at the household level. This limits thalgsis of intra-household sharing.

In this paper, we will analyze our research obyediby using data tabulations for
each survey to observe trends over time. We usmtivddual and household weights so that
the tabulations are representative for the entisndmese population. Thus, we can observe
changes in international remittance flows duringiae period, in which the Vietnamese
population experienced profound social and econa@mnges.

4. Results and Analysis

In this section, international remittances to Vatmwill be analyzed along different
aspects, in order to gain a better understandirigedf impacts on Viethamese households.

4.1. Characteristics of Remittance Flowsin Vietham

Table 2: Flow of Remittancesin Vietnam by Origin
(Percent of Total Value of Remittances)

Sour ce of Remittances 1992 /93 1997/98
Within Same Province 18.9% 27.8%
Between Provinces 9.4% 17.0%
International 71.7% 57.3%

Source of I nternational Remittances

By country
Laos 0.0% 0.0%
Cambodia 0.2% 0.0%
Thailand 0.3% 0.4%
China 0.2% 0.2%
Hong Kong 0.0% 1.1%
Taiwan n/a 0.8%
Australia 7.3% 8.6%
France 2.8% 4.0%
Western Europe 9.9% 7.7%
Former Soviet Union 3.4% 3.2%
Eastern Europe 9.3% 3.9%
United States 41.1% 57.7%
Canada 6.2% 6.1%
Other 19.2% 6.5%

By region
North America 47.3% 63.8%
Europe 22.0% 15.6%
Australia 7.3% 8.6%
Asia 4.2% 5.6%
Other 19.2% 6.5%

Sour ce of Remittances 2002 2004
Domestic 61.3% 63.2%
International 38.7% 36.8%

Source: Authors’ calculations from VLSS 1992/3 8798, and VHLSS 2002 & 2004
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The role of remittances in the Viethamese econosngrowing, both in terms of the
percentage of households receiving them, and iroteeall size of remittances. Though this
paper is primarily concerned with international reamces, we will first provide some
evidence of the overall situation of remittances\Viietnam. Remittances can flow either
within the same province, between different proesjor from overseas.

Data for the origin of remittances are much moreesive for the 1990s surveys than
for the 2002 and 2004 surveys. This informatiomnigable 2. Before going into a greater
detail about the 1990s, we can see the overall tieral of rapid growth in the proportion of
domestic remittances. In 1992/93, 71.7 percenheftbtal value of remittance flows came
from overseas sources, and this amount graduallycesl to 36.8 percent in 2004. With this
in mind, we can say much more about the 1990s.982/P3, 18.9 percent of the value of
remittances moved between households within theesprovince, 9.4 percent between
provinces, and 71.7 percent from overseas. Fivasyéater, in 1997/98, international
remittances represented only 57.3 percent of the temittance value, while remittances
flowing within a province represented 27.8 percehtemittance value, and those between
provinces represented 17 percent of the total valbe most popular source for international
remittances was the United States, which providéd $ercent of the overseas total in
1992/93, and 57.7 percent in 1997/98. By continentdoth surveys, North America leads
with the most remittances, followed by Europe, Aaig, and Asia. The “other” category was
also particularly substantial in 1992/93, represgnt9.2 percent of international remittances,
but no additional details were provided to indicateéch countries are represented.

Table 3: Percentage of Households Receiving Remittances
(based on the Origin of Remittances)

1992/93 1997/98 2002 2004

Receipt of Remittances From:

No Remittances 79.28% 77.32% 20.01% 12.28%

Domestic Remittances 16.11% 17.83% 77.31% 86.69%

International Remittances 5.60% 5.60% 5.93% 7.25%
Receipt of Remittances From:

No Remittances 79.28% 77.32% 20.01% 12.28%%

Domestic Remittances Only 15.12% 17.06% 74.06%  4730.

International Remittances Only 4.62% 4.85% 268% .67%

Both International and Domestic 0.99% 0.78% 3.25% 5.58%

Note: Columns in the top half of the table do not add to 100 because households receiving both domestic
and international remittances are counted twice.

Source: Authors’ calculations from VLSS 1992/3 8798, and VHLSS 2002 & 2004

As noted, this time period was characterized byawving fraction of the remittance
totals coming from domestic sources. One may womdwther this indicates an increase in
the absolute value of domestic remittances, orcae@dse in value of international remittances.
To help answer this, Table 3 demonstrates thap#reentage of households (weighted by
household size) receiving remittances from domestiarces and foreign sources. The
percentage of households receiving internationaittances does not increase much during
the time period, moving from 5.6 percent of housghdn 1992/93 to 7.25 percent of
households in 2004. Meanwhile, the percentage o$dluolds receiving domestic remittances
exploded, particularly between the 1997/98 and Z10%eys. In 1992/93, only 16.11 percent
of households received domestic remittances, hsitgiiew to 77.31 percent of households in
2002, and 86.65 percent of households in 2004hBudown Table 3, we can see that even
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for households receiving international remittandebgecame more common during this time
period to also receive domestic remittances.

4.2. Socioeconomic and Demographic Characteristics of Households with Remittances

Table 4 describes the socioeconomic characteristicsthose receiving international
remittances. We examine various characteristicshef household, including its regional
location, urban/rural status, marital status, gend®d age of the household head, and
whether the household head is employed. For eawle\syear, there are three columns. First,
the percentage of Vietnam’s population represebjedach category is shown. Then, we see
the percentage of international remittances redebyethe category group. The third column
then shows the ratio of foreign remittances reakiwethe portion of population represented
by the group. If the ratio is above 1, then theugrageceives a disproportionate share of
remittances from overseas, while those with a reg#s than 1 receive a relatively smaller
share. This table demonstrates that recipientsroittances do not represent a random sample
of Vietnam'’s population, and helps to elucidatesthavho are more likely to receive such
remittances. For reader’s reference, Appendix piesvia map of Vietnam’s economic regions.

First, by region, Table 4 shows that the South Eagion of the country consistently
receives the most remittances from overseas. Thougthe time period, the South East
contained about 15 percent of Vietham’s populatdaanwhile, at the low point in 2002, the
South East received 29.2 percent of the total matiswnal remittances, and in 1997/98, the
South East received 49.1 percent of the total matewnal remittances. The South East
includes Ho Chi Minh City, which is particularly &wn as a home for families who have
relatives overseas. After the South East, no regam consistently claim a relatively large
proportion of international remittances, thoughréhare regions that consistently receive less
remittances relative to their populations. For @entral Highlands and North East, the ratio
of international remittances to population is athitghest of 0.5 in 2002, and the North West
also reaches its peak in 2002 with a ratio of 0.4.

Regarding urban/rural status, urban areas condistetaim a larger share of
international remittances, though rural areas Heeen consistently gaining ground over time.
In 1992/93, rural areas contained 80 percent ofridi®’s population, but only received 20.9
percent of the total international remittance antolBy 2004, the rural areas lost some
population so that they represented 74.1 percetiieo€ountry’s people, while the portion of
international remittances grew to 49.9 percent.sThust as the share of remittances going to
the South East region decreased over time, weldgg@see evidence of growing geographic
diversity in terms of where international remittaadlow in Vietnam.

The next categories in Table 4 are the maritalstand gender of the household head.
Across the years, households with a married head t® receive relatively smaller
remittances. Instead, these remittances tend o idore to widows and those otherwise not
married. Similarly, while males tend to head ab@8tpercent of Viethamese households
(weighted by household size), such households @dgive about 55 percent of the foreign
remittances over time. By 2004, females headed Pp&rtent of households, and their
households accounted for 47.9 percent of foreigmittences. Actually, increasing
remittances to female headed households can bevelsever time, as in 1992/93 females
headed 22.7 percent of households and received p&cent of the value of international
remittances. Contrary to the earlier hypothesis ithi@rnational remittances would reinforce
the wealth of otherwise well-off households, thadency for international remittances to
flow to unmarried and female-headed households igesv some initial evidence that
remittances may be helping to equalize incomess Bhan issue we will turn to again in later
sections.
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Table 4: Flow of | nternational Remittancesin Vietnam

(based on Household Characteristics)

1992/93 1997/98 2002 2004
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Region
Red River Delta 20.2% 30.99 1.5 19.6% 15.8% 0.8 .9%1 9.5% 0.4 22.1% 19.59 0.9
North East 14.2% 3.0% 0.2 15.1% 2.8% 0.7 11.9% 9%5.7 0.5 11.6% 3.9% 0.3
North West 2.6% 0.2% 0.1 2.9% 0.0% 0.0 2.7% 1.0% .4 0| 3.0% 0.7% 0.2
North Central Coast 12.89 1.2% 0.1 13.8P0 6.9p0 05 13.4% 9.5% 0.7 13.1% 10.99 0.8
South Central Coast 9.5% 8.09 0.8 8.5% 9.9% 1.2 5%8. 9.8% 1.2 8.7% 9.9% 1.1
Central Highlands 2.3% 0.7% 0.3 2.8% 0.3% 0.1 5.8% 2.8% 0.5 5.0% 1.8% 0.3
South East 15.9% 42.69 2.7 15.9% 49.1% 3.1 14.6%9.29% 2.0 16.2% 31.6% 2.0
Mekong River Delta 22.5% 13.39 0.6 21.5% 15.3% 0./ 21.3% 32.5% 15 20.4% 21.89 1.1
Urban / Rural Status
Rural 80.0% 20.9% 0.3 77.6% 25.2% 0.3 76.8% 49.0% 0.6 74.1% 49.9% 0.7
Urban 20.0% 79.1% 4.0 22.4% 74.8% 3 23.2% 51.0% 2.2 25.9% 50.1% 1.9
Marital Status of Household Head
Married 85.4% 76.7% 0.9 86.4% 78.7% 0.9 85.6% 7.5 0.9 84.8% 68.2% 0.8
Widowed 10.9% 15.1% 1.4 10.4% 11.8% 1.1 11.5% %76 1.5 12.3% 23.6% 1.9
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Otherwise Not Married 3.7% 8.2%) 2.2 3.2% 9.6% 3.0 2.9% 8.0% 2.8 2.9% 8.3% 2.8
Gender of Household Head
Male 77.3% | 57.5% 0.7 78.49 55.0% 0.7 79.9% 57.0% .7 O 783% | 52.1% 0.7
Female 22.7%| 42.5% 1.9 21.69 45.006 2.1 205%  43J0%2.1 21.7% | 47.9% 2.2
Age of Household Head
20-29 10.7% 2.0% 0.2 5.4% 2.5% 0.5 5.0% 4.9% 10 3.2% 3.3% 1.0
30-39 29.6% | 29.4% 1.0 28.3%  17.1% 0.6 26.2% 9205 0.8 23.1% | 12.5% 0.5
40 - 49 225%| 12.5% 0.6 29.4%  29.5% 1.q 31.5% 967 0.8 32.4% | 28.5% 0.9
50 - 59 183% | 27.3% 15 17.8%  19.3% 1.1 17.0% %58 0.9 20.0% | 22.6% 1.1
60 - 69 13.1%| 13.5% 1.0 13.4%  14.7% 1.1 11.5% %3y 1.2 11.5% | 16.4% 1.4
70-79 4.9% 12.5% 2.6 4.9% 11.2% 2.3 7.0% 14.9% .1 2| 7.4% 12.9% 1.7
80 - 89 0.7% 2.9% 3.9 0.8% 5.69 7.4 1.7% 3.1p6 1)8 2.1% 3.7% 1.7
90 and older 0.1% 0.0% 0.0 0.1% 0.2% 4.( 0.2% 0.2% 0.9 0.3% 0.0% 0.0
Work Status of Household Head
Not Working 10.7% | 32.3% 3.0 15.2%  39.5% 2.4 14.0%35.6% 25 15.3%| 35.8% 2.3
Working 89.3% | 67.7% 0.8 84.89 60.5% 0.7 86.0% @44 0.7 84.7% | 64.2% 0.8

Source: Authors’ calculations from VLSS 1992/3 8798, and VHLSS 2002 & 2004




The next grouping in Table 4 is by the age of tbedehold head. Here we can see
evidence of international remittances being useduggport elderly family members, though
unlike before, this is a trend that weakens ra#itegngthens over time. Nonetheless, these
numbers do not provide the full story because wa&atoknow about who else is living with
the household head for the purposes of this t&oleinstance, if a child moves from overseas
back to Vietnam to take care of elderly parentsdlly instead of providing remittances, then
the table would show declining remittance flows toe elderly without properly
characterizing the shift in type of support. Gisamgd Pfau (2007) provide some evidence
regarding this matter by characterizing elderly deholds as those who are dependent on
younger family members and those who are not. Tinelythat the number of elderly living as
dependents is declining in favor of elderly liviapne. This would imply that a breakdown is
occurring as elderly also receive less internatioranittances, and so further research is
needed in this area using the panel aspects cfaiaset.

Finally, Table 4 shows that regarding work statig tendency is for the head of
households to not be working when they receivermatiional remittances. In 1992/93, 10.7
percent of household heads were not working, aesetihouseholds received 32.3 percent of
the international remittance flows. By 2004, 15&rgent of household heads were not
working, and they received 35.8 percent of the tamdce value. However, this correlation
does not reveal the underlying causation. It cooéd that households who can receive
international remittances become lazy and lesdylike work, or it could be that such
household heads are unable to work and thus thenilyf members are more willing to
sacrifice to provide them with remittance incoméeTaging of the population as well as the
flows to widows and others indicates the secondae is likely, but it could be that both
possibilities are playing a role.

4.3. Relationship between the Senders and Receiver s of I nter national Remittances

Using the 1990s surveys, we can get an idea aheutetationship between the senders
and receivers of international remittances.

Table 5: Relationship of Sender to Receiver of I nternational Remittances
(weighted by Remittance Amount)

Relationship of Sender to Age of Household Head

Receiver Total | 20-29] 30-39 40-49 50-%9 60-69 70 80-89
1992/93

Grandchild 1.9% 0.7% 0.7% 0.2% 3.1% 0.1%% 5.9% 4.7%
Child / Child-in-law 40.2%| 12.8% 6.6% 89% 62206 .83 | 82.2%| 85.6%
Spouse 4.0%| 342% 7.0% 8.2% 0.09% 0.0% 0.0% 0.0%
Sibling, Sibling-in-law,

Niece or Nephew 38.7% 323% 64.6% 53.4% 22P0% 31.3%6% 2.5%
Parent / Parent-in-law 100% 1.5% 195% 9.4% 8.6% .0%0| 3.3% 0.0%
Grandparent 0.1% 2.2% 0.0% 0.0% 0.0p0 0.0% 0.0% 0/0%
Other 51% | 16.3% 179 19.8% 3.2% 4.8% 2.0% 7.2%
1997/98

Grandchild 4.2% 0.0% 0.0% 3.5% 4.8% 5.1% 9.8% 4.6%
Child / Child-in-law 36.7%| 2.0% 0.79%9 11.8% 48.8%0 .08 | 78.6%| 84.7%
Spouse 56%| 53.7% 11.6% 6.0% 0.0P0 0.0% 0.2% 0/0%
Sibling, Sibling-in-law,

Niece or Nephew 332% | 22.1%| 36.8% 55.1% 344% 194% 5.7% 1.5%
Parent / Parent-in-law 5.69 0.0% 23.6% 2.0% 3.8% 9%0. 4.3% 8.8%
Grandparent 0.0% 0.0% 0.0% 0.0% 0.1 0.0% 0.0% 0/0%
Other 14.7%| 222% 27.3% 21.7% 8.2% 4.9% 1.5% 0.6%
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Source: Authors’ calculations from VLSS 1992/3 89798

As mentioned before, this analysis is not posswin the 2002 and 2004 surveys,
because such details are missing from the survegtigms. These details are provided in
Table 5.

In both the 1992/93 and 1997/98 surveys, childreerewthe largest source of
international remittances, providing 40.2 and 36ercent of the total value for those years.
Next, the category of siblings and nieces/nephewas also an important source, providing
38.7 percent of the remittances in 1992/93 and P8r2ent in 1997/98. Parents and spouses
also provided some remittances, as well as othérgodes. Table 5 also shows the
distribution of remittances by relationship statdepending on the age of household head.
For households with a head aged 20 to 29, spouseth@ biggest source of international
remittances, followed by the sibling category. Buthouseholds aged 30 and older, spouses
are not a noticeable source. For those househaliis avhead aged 30 to 49, the sibling
category is most important, and for those aged i @ove, children become the most
important source. The “other” category is ratheaintonsisting of 5.1 percent of the total in
1992/93 and 14.7 percent in 1997/98. It is worthingothat in addition to other distant
relatives, the “other” category includes all remnittes from non-relatives, demonstrating that
most international remittances are sent to famiymhers in Vietnam.

4.4. Evidence on Spending Patternsfor Remittances

How remittances are spent is an important questian can help to characterize the
impact of international remittances on the Vietnaeneconomy. For instance, are they used to
purchase food, shelter, or other consumption goadsfor education, or for business
investment? It is an important question, thougs dnly addressed in the 1997/98 survey.

In this survey, there are 497 reports of intermatioremittance receipt, going to 377
different households. For each of the 497 repthts nterviewee was asked to identify up to
three different ways that the remittance was sgenall 497 cases, a first use was reported,
while a second use was reported in 56 cases, #nicdause in only 7 cases. For the first use,
86.7 percent (431 cases) identified consumptich p@rcent (2 cases) identified education, 3
percent (15 cases) identified investment in nomfgsroduction, 1.2 percent (6 cases)
identified investment in farm production, 4.6 penc¢23 cases) used the funds to build a
house, and 4 percent (20 cases) identified thesiSether”. Regarding the identification of a
second use, 40 of the 56 who responded identifiselcand use beyond consumption. These
include 12 cases for education, 11 cases for non-favestment, 1 case for home building,
and 18 cases for “other”. This only leaves 14 otteses of second uses, and 9 of these 14
identified consumption as the second use.

While these numbers cannot be used to pinpointetkect percent breakdown of
spending, because they do not identify the propastispent on each category, let us ignore
second and third uses and assume all of the rerétevas spent toward the first use. In this
case, the remittances for consumption tended tenfedler, because once we weigh for the
size of the remittance, spending on consumptioresgmted about 73 percent of the value of
international remittances. Meanwhile, house contivn received 14.4 percent of the
remittances, non-farm investment received 6 peraktite flows, and education and spending
on farm investment were essentially nonfactors astnof the rest goes to the “other”
category. Unfortunately, such information is ontgluded in the 1997/98 survey, but we do
find evidence in this case that remittances hatendency to be consumed, especially if we
add home construction to consumption expendituaed, perhaps surprisingly, very little of
education expenses are funded with internatiomaitt@nces.



4.5. Impact of International Remittances on Income Inequality in Vietham

Here we explore the relationship between remittaiacel income inequality in Vietnam. First,
Table 6 provides details about the distributiomntérnational remittances to different income
groups. For each survey year, we show the shartheftotal international remittances

received by a subgroup of the population, the nmaaount of international remittances and
mean amount of per-capita expenditures measurdtirsands of Viethamese Dong (VND),

the mean amount of per-capita expenditures minesnational remittances, and the amount
of remittances as a percentage of expendituresp®pealation subgroups include households
not receiving international remittances, househaotteiving international remittances, and
then these recipients divided into five quintilesrted by the total per-capita expenditures of
the household.

For recipients of international remittances, weeaske that, with an implicit assumption
that remittances are consumed and that househotugdwnot be able to adjust their
expenditures in the counterfactual situation whbey do not otherwise receive international
remittances, such remittances account for betwe@nadd 60 percent of household
expenditures. The percentage was the highest i2/9399where remittances accounted for
57.1 percent of expenditures. Actually, this yalso holds the distinction as the only year
that the mean amount of international remittance91.7 thousand Dong) for recipients
actually exceeded the mean per-capita expenditinesn-recipients (1255.3 thousand Dong).
Among households receiving international remitt@neee can also observe than in all years
the mean international remittance exceeded Vietsambverty-line for per-capita
expenditures. Finally, with regard to the incomstrithution divided into five quintiles, we
find that the most well-off quintile receives a mhsportionate share of the international
remittances, though their share lessens over tiore 84.7 percent of the total in 1992/93 to
69.3 percent of the total in 2004. Also, while thlesolute level of remittances tends to
increase as one moves up the income distributi@metis not as clear of pattern regarding the
percentage of expenditures represented by remésanc

Table 6 seems to imply that international remiteendead to greater inequality,
especially as recipients on average tend to erfpoytadouble the per-capita expenditures of
non-recipients. However, Table 7 disputes thischumion with the use of Gini coefficients.
These numbers measure the impact of remittancethenncome distribution, where the
income distribution is defined separately as bo#n-gapita expenditures and per-capita
income (household income is only available in tA82and 2004 surveys). A Gini coefficient
shows the degree of equality in which income oreexiitures are divided in a society, with a
measure of 0 showing perfect equality and a meastire showing that all resources in
society are held by one household.

The conclusion of Table 7 is that both domestic @&mdrnational remittances are
contributing to greater equality in Vietnam. Thgsdone by first removing all remittances
receipts from the income measure of the household then calculating the Gini coefficient.
Then, domestic remittances are added to the inaneasure to find another Gini coefficient.
Similarly, domestic remittances are then removedl iaternational remittances are added to
the income measure to find the Gini coefficienttlie third column. The fourth column
includes the Gini coefficient with all remittandesluded.
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Table 6: Relationship between Remittances and the I ncome Distribution

(Expenditure Quintiles are Defined in terms of Household Per-capita Expenditures)
Mean Per
Capita
Expenditures
Shareof Total Mean M ean Per net Remittanceas
International International Capita International % of
Remittances Remittances Expenditures Remittances Expenditure
1992 /93 (Poverty line for per-capita real expenditure: D)L6
Households Not Receiving I nternational Remittances 0% 0.0 1255.3 1255.3 0.0%
Only Households Receiving Inter national Remittances 100.0% 1391.7 2437.7 1046.0 57.1%
Only Households Receiving I nter national Remittances
Expenditure Quintile 1 0.9% 199.2 643.4 444.2 31.0%
Expenditure Quintile 2 2.5% 736.5 819.0 82.5 89.9%
Expenditure Quintile 2 3.8% 357.1 1072.0 714.9 33.3%
Expenditure Quintile 2 8.2% 468.2 1524.6 1056.5 30.7%
Expenditure Quintile 5 84.7% 2354.4 3656.4 1302.0 64.4%
1997/98 (Poverty line for per-capita real expenditure: D)79
Households Not Receiving I nternational Remittances 0% 0.0 2614.1 2614.1 0.0%
Only Households Receiving Inter national Remittances 100.0% 2209.2 5273.3 3064.1 41.9%
Only Households Receiving Inter national Remittances
Expenditure Quintile 1 0.2% 104.3 1160.4 1056.1 9.0%
Expenditure Quintile 2 2.8% 720.9 1723.5 1002.6 41.8%
Expenditure Quintile 2 3.9% 831.8 2290.2 1458.4 36.3%
Expenditure Quintile 2 11.3% 1132.1 3382.3 2250.2 33.5%
Expenditure Quintile 5 81.8% 3370.6 7635.6 4265.0 44.1%
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2002 (Poverty line for per-capita real expenditure: )01

Households Not Receiving I nternational Remittances 0% 0.0 3337.4 3337.4 0.0%
Only Households Receiving Inter national Remittances 100.0% 28955 5674.7 2779.2 51.0%
Only Households Receiving Inter national Remittances
Expenditure Quintile 1 0.8% 290.7 1312.9 1022.2 22.1%
Expenditure Quintile 2 2.1% 502.1 1889.8 1387.7 26.6%
Expenditure Quintile 2 4.8% 961.4 2473.6 1512.2 38.9%
Expenditure Quintile 2 16.1% 2227.7 3550.3 1322.7 62.7%
Expenditure Quintile 5 76.3% 4481.9 8659.2 4177.3 51.8%
2004 (Poverty line for per-capita real expenditure: Z,)07
Households Not Receiving I nternational Remittances 0% 0.0 4189.2 4189.2 0.0%
Only Households Receiving I nter national Remittances 100.0% 3674.1 8013.7 4339.7 45.8%
Only Households Receiving Inter national Remittances
Expenditure Quintile 1 0.7% 694.2 1645.6 9515 42.2%
Expenditure Quintile 2 5.2% 1718.3 2390.9 672.5 71.9%
Expenditure Quintile 2 7.8% 1692.3 3279.0 1586.7 51.6%
Expenditure Quintile 2 17.1% 2718.2 47455 2027.3 57.3%
Expenditure Quintile 5 69.3% 5023.1 11709.0 6685.9 42.9%

Note: Monetary amounts are measured in thousandetifamese Dong (VND) per year.

Source: Authors’ calculations from VLSS 1992/3 8798, and VHLSS 2002 & 2004
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Table 7: Impact of Remittances on Inequality in Vietham: Gini Coefficients

Including Including
Domestic International
Excluding Remittances Remittances Including All
Remittances Only Only Remittances
1992/ 93
Income per capita n/a n/a n/a n/a
Expenditure per capita 0.3580 0.3534 0.3344 0.3305
1997/ 98
Income per capita n/a n/a n/a n/a
Expenditure per capita 0.3645 0.3551 0.3583 0.3501
2002
Income per capita 0.5036 0.4964 0.5059 0.4988
Expenditure per capita 0.4113 0.3899 0.3870 0.3708
2004
Income per capita 0.5042 0.4943 0.5040 0.4947
Expenditure per capita 0.4176 0.3868 0.3948 0.3694

Source: Authors’ calculations from VLSS 1992/3 8798, and VHLSS 2002 & 2004

We observe that the Gini coefficients are smalftarancluding the remittances which
shows greater equality. For instance, in 1992/8@rnational remittances help to reduce the
Gini coefficient from 0.3580 to 0.3344. In 1997/88etnam is tending toward greater overall
inequality, but international remittances nonetbglbelp to reduce the Gini coefficient from
0.3645 to 0.3583. In 2002 and 2004, we have Girgffments for both income and
expenditures. The Gini coefficients for income tetod be larger than for expenditures,
because wealthier families tend to save more sb dberall expenditures are closer. For
income, 2002 shows the only instance of increaseduality, as international remittances
increase the Gini coefficient from 0.5036 to 0.504%wever, with expenditures, we see the
same trend as before. Inequality is increasingi@indam, but international remittances reduce
the Gini coefficient from 0.4113 to 0.3870. Finallg 2004, international remittances again
reduce the Gini coefficients: for income, the Ginefficient moves from 0.5042 to 0.5040 (a
negligible difference), while for expenditures iowes from 0.4176 to 0.3948. At least in
terms of expenditures, we are seeing clear eviddhaé international remittances are

improving income equality in Vietnam.

5. Concluding Remarks

International remittances are clearly playing arpomiant part in the Viethamese
economy. This paper seeks to determine how intiemea remittances have influenced
Vietnamese households by using the VLSSs in 199288 1997/98, and the VHLSSs in
2002 and 2004. Our findings include that internsiaemittances came from throughout the
world, but were dominated by the United States ama#n source. Also, over time, the
destinations of international remittances have becmore diverse as they moved away from
Ho Chi Minh City and other urban areas, in paracuto other regions and to rural areas.
Nonetheless, the percentage of households receimamational remittances as held steady
at around 5 to 7 percent of the population. Alstgernational remittances were received
disproportionately by widows, the elderly, femakatled households, and households where
the head did not work. This helps to ensure thi@rmational remittances actually improved
equality in Vietnam with regard to per-capita hdudd expenditures, though the
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improvements were quite small. Nonetheless, theargments to income equality caused by
international remittances have become more sulistaower time. We also found that

international remittances were used primarily fansumption, and they were mainly

provided by close family members including childrepouses, and siblings.

There is still much more to be said about the aflenternational remittances, and this
paper hopes to serve as a starting point for fudin@lysis. In particular, this paper did not
account for the macroeconomic impacts of remittanee general equilibrium framework. If
remittances lead to greater investment, they ttean ke an important source of economic
growth. Moreover, this paper also did not provédmet of detail about an issue of particular
interest to the authors, which is how remittangapdct the living standards of Vietnam’s
elderly. The social insurance infrastructure i steak, and as economic reform is producing
many changes in Viethamese society, we wish toystuake about the overall impacts on the
elderly.
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Appendix: Map and Economic Regions of Vietnam
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Abstract

The purpose of this paper is to identify the plagen for occupation by the
consumer movement in a Vietnam undergoing tramsit@@vic organisations in
Vietnam have been strongly influenced by Party cgolihroughout the 20
century. Although Vietnam is now opening up tordbem, many structures
remain ideologically close to the communist stdtieis is true of VINASTAS, the
only consumer advocacy association in Vietham #raerged from the state
sphere in the 1980s. With a limited budget and humesources, VINASTAS is
now struggling to fulfil the mission it has takem. #laced in a system of tension
between the state, private enterprises and indalid@nsumers, the structure is
strongly dependent upon its action context. Itsyvekistence suggests that
VINASTAS is working to identify the civic rightgted individual, but exactly what
it stands for in the nascent civil society moveni®eopen to challenge.

" Corresponding author of the paper.



1. Introduction

The purpose of this contribution is to show theeaktto which the development of a
consumers’ association in Vietnam illustrates thenemic, political and social challenges
that have confronted the country over the last 28coyears. In other words, we will look at
the way in which the emergence of a consumer piioteagency provides a reading of the
changes experienced in a society undergoing aantisttransformation. Indeed, the advent
of a consumers’ advocacy association in a Commanisttry is not a mere matter of course.

Pummelled by wars and with an eventful politicatbry, Vietham saw the Vietham
Standard and Consumers Association (VINASTAS) coamé¢he seen in the late 1980s. The
initial goal of the structure was to promote stadition and quality control for mainstream
consumer products. VINASTAS gradually inserted litgeto the public sphere consumer
debate and began to focus its activities on consaaocacy.

VINASTAS, as a volunteer association in a countrghva communist government that
recently opened its doors to economic liberalismpprts to serve the public interest—
protection of the individual consumer. There wasvusly no such thing as legal protection
for Vietnamese consumers. Consumer advocacy wasdea by the government through its
exercise of control over state-owned enterpriseswvéver, over the last twenty years, we
have been seeing on one hand the developmenteafdne of enterprise in a context with as
yet limited quality control mechanisms and on tlileeo a boom in household consumption
driven by strong economic growth. This has thrustsumer protection into the forefront of
challenges facing the authorities in Vietnam.

Vietnam’s official entry into the WTO in NovemberO@ has laid bare the
macroeconomic strategy of the country. The intere$tthe country are becoming vested in
the export of quality products. However, the neednieet the quality demands of external
markets cannot be undertaken without a look at bomsumer needs are being met on the
home front. This paper looks at matters from tlespective in an attempt to show how the
existence of a consumers’ association illustrdtesharacteristics of a society in transition.

To achieve this, a survey was taken of various @kex level staff and members of
VINASTAS. This entity was selected as a study cdse to the fact that it is the only
organisation in Vietham with a consumer protectioandate. Although it has a relatively
small number of individual members, VINASTAS hasessfully become an umbrella for
some 30 consumer organisations at the regionall. |&¥e conducted semi-structured
interviews with a number of members and key oficef VINASTAS and consulted
documents relating to the association in ordeptiect the data used hereinafter.

Outline of the paper

The emergence and activity of VINASTAS are a comcmanifestation of the new
direction taken by Vietnam since the late 1980ghlighted by the economic renewal Doi
moi period. This paper will therefore develop the dngtof organisations in Vietnam in order
to show the unique situation in which civil societsganisations find themselves today and
the place they occupy in the country’s socioecocaeivelopment.

We will then go on to analyse the organisationalcitire of VINASTAS wherein we
will note power plays between the member orgarogati as well as its low budget and the
challenges facing it in the area of member recraitmWe will note for example that young
people in Vietham have a hard time identifying witlis type of structure with its very
particular background.

Next, we will take a look at the relationship beémeVINASTAS, the state authorities
and major commercial enterprises of the countrydba often controlled by the state. We will
show how VINASTAS is confronted with pressure diitoras that highlight its aspiration to
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defend consumer rights on the one hand and its d¢onemt to adapt to the realities of a
fledgling liberal market on the other, while beimgndful of the need to comply with the
direction given by a still powerful state authoritifrom this standpoint, VINASTAS’
volunteer workers are subject to three constraWs.will then analyse the leeway that the
association has regarding public policies and thekat. We will discuss the commitment to
self-empowerment that it is trying fulfil througts iactivities and show the consequences that
this is having on the consumer movement as it@xisVietnam today.

2. Background of Civil Society Organisations in a “ Developing”
Vietnam

2.1. From the 1930s to the 1970s—State Communism has tbgper Hand

The background of civil society organisations ineiam has been shaped by the
political regime in the country. Thus, one canmeak of associations or social involvement
in Vietnam without referring to state communism. l@dok at the background of social
involvement groups provides insight on the cursgtutation of such organisations.

“Particularly after the 1954 Geneva Agreements ahé internationally recognised
independence, socialist reform got underway in Nafietnam, including the introduction of
a centrally planned economy and the establishmérdgoicultural cooperatives in rural
areas and state-owned companies in the manufagtaid commercial sectors. Civil society
was integrated into the Party-StatCIVICUS, 2006b: 6). Grassroots movements were
actually channelled into mass organisations unterduidance of the Communist Party:
Women’s League, Farmers’ Association, Communist tioleague, War Veterans’
Association and various labour unions. These mass@o-political organisations dominated
the social space up to the mid-1980s, given thegt tere established in coordination with the
Party and put under the aegis of the FatherlanatErBor several decades, the political
discourse of the Party was not in favour of orgagigny expression of collective identity or
interests outside of the state framework. In pith aubstance, this need for initiative outside
of the state’s realm was not felt by the local camities, either urban or rural. Indeed, until
the 1970s, an overwhelming majority of high-rankgmvernment officials originated from
rural areas and Vietnamese mandarins ended thekersaby returning to their home villages
where they taught classic culture to the young geimms. Thus;thanks to the constitution
of a genuine village matrix, the Vietnamese cownte/ in a way came under state control
from the inside. Rather than result in the building of an autonomous class of intellectuals
or of what could be called a ‘civil society’ indemient from central authority, quite
conversely the unifying virtues of the doctrine avetrongly tied to service to the state”
(Papin, 2002).

During the 1950s and 60s, the socio-economic $itaadif the country was particularly
uncertain. The wars that pitted Vietnam againshégaand the United States had ravaged the
country and caused the pauperisation of citiesraral areas alike. In 1975, the country was
reunified politically, but the socio-economic sitiea was dramatic with the health system
failing and the economy bled white. The country hadde rebuilt under the auspices of a
strong political regime. The government had to mbwempose its will on the villagers
through an extensive bureaucracy and a doctririeclisrom it (the Party policy). Conditions

! The Fatherland Front is a mass organisation lmkire Party and the people. It is under the comwiirtthe
Communist Party of Vietham and provides an umbrfellaeligious, cultural and non-political groupsch
as the Women'’s League or unions. The Fatherlandtptays a major role in National Assembly elecsion
as it puts forward and approves the appointmettietandidates.
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that would be conducive to individual social awass apart from the state, in other words
the conditions for the emergence of civil sociéggan to come together.

2.2. A Turning Point in the 1980s—Opening up to ExternalMarkets

The socio-economic situation was starting to imprav the late 1970s, notably with
economic inflows from the Soviet blocs (China ahed USSR) in the mid-1980s, but Vietham
was still confronted with serious economic and tpral challenges. Farmers were struggling
to provide for themselves. The so-called “reneveal?si méi policy with its openness to the
market economy would enable the country to implémeforms and innovations in all areas
of political, social and economic lifééi méi was officially approved by the Community
Party of Vietnam at it Sixth Congress in DecemI®#86L This policy had been thought out as
a transition step from a “socialist planned econbmaya “market economy with socialist
orientation”. In this, Vietnam’s transition is siiam to that of China where national
communist parties hold a dominant political positin an economy open to competition and
thereby differs from the transitions experiencetMestern countries.

The reforms picked up momentum as the 1980s entleel.fall of the communist
regimes in Eastern Europe pushed Vietnam to lookéov allies on the international scene.
The wind of liberalisation was blowing. Reforms wdrewing in the cooperative sector.

2.3. The 1990s—Diversification of Volunteer Collectives

Subsequent to thBoi moi policy of opening up, new types of organisatioegdn to
emerge in the 1990s referred to as “charitablenmidlyy and science organisatiofsThese
“civic organisations” focussed on the areas ofitiaid, religion or development more broadly
and were no longer working directly inside and ehdlf of the Party. They were nevertheless
given recognition by the Viethamese governments Tégitimacy is very significant in terms
of the evolution of Vietnamese society becauseaftumg while “civil” or non-state activities
were quickly assumed to be anti-state, anarchistgubversive. In the early 2000s, some 300
civic organisations could be counted.

In addition to these associations, the 1990s sam@&pase in the number of informal
groups caring for matters of public interest inatuareas such as credit or community water
management for purposes of manufacturing or consampUp to the mid-1990s, such
groups were tolerated by the local authorities héyt were sponsored by international
organisations or “official” organisations belonginp the Fatherland Front. Various
regulations, decrees and ordinances have beerednacthe last ten years to provide a legal
framework for such informal groups.

In 1996, a new Law on Cooperatives was enactecer8ethousand cooperatives were
formed, while rural cooperation groups multipliedoi the hundreds of thousands nationwide
(CIVICUS, 2006b: 13).

2.4. The 2000s—A Timid Consolidation of the OrganisatiorMovement

In 2003, Decree 88 on associations was promulgagednajor step forward for
recognition of the organisation environment. Therde makes a distinction between mass
organisations sponsored by the Fatherland Frontcand organisations or NGOs. As the
CIVICUS project (Civil Society Index) pointed otfgne reason is that mass organisations
are considered political, whereas other organisaioare seen as social organisations
operating in the humanitarian sphere, with the afrimproving social welfare{CIVICUS,
2006b: 17) Decree 88 defines associations “@sluntary organisations of citizens,

2 For NGOs and civil society associations, the quigsible option to get legal recognition is to ségi
under the Law on Science and Technology by showinghat way science and technology relate to their
activities.
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organisations of Viethamese of the same professtbassame hobbies, the same gender for
the common purposes of gathering and uniting mesplvegular activities, non-self-seeking,
aiming to protect members’ legitimate rights andenests, to support one another for
efficient activities, contribute to the country’®cs-economic development, which are
organised and operate according to this Decree atfer relevant legal documentgDecree
88/2003, Official Gazette No. 10, 2003, in: CIVIC\EDO06a: 32).

Today, given the quantified data available, solifallooks like it is“rich, broad and
diversified in Vietnam”A “civil society” is emerging and the Vietnameseople no longer
necessarily feel intimately linked to the statevilCsociety can be defined dthe arena
between the family, state and the market, whereplpeassociate to advance common
interests”, where ‘the boundaries between civil society, the market family are ‘fuzzy’”
(CIVICUS, 2006b: 19). In 2005, 80 to 85 percent\bétnamese declared that they were
involved in association activities. There are 180,6ommunity-based organisations (CBOSs),
3,000 legally recognized cooperatives and 1,008/1b50s. On the average, a Vietnamese
citizen belongs to 2.3 organisations, which is higimpared to other Asian countries (World
Values Survey Vietnam 2001, in: CIVICUS, 2006a:.3@preover, voluntary organisations
cover a much broader activity spectrum than befbnese include mass organisations (within
or under the umbrella of the Fatherland Front),dé&pendent” organisations (under the
umbrella of the Fatherland Front), professionakaigations, Viethamese NGOs, community
organisations, faith-based organisations, inforngabups and international NGOs. A
distinction can therefore be se€i®n the one hand, the ‘old’ mass organisations and
professional associations, which are broadly acedps an integrated part of society, and on
the other, a ‘new type’ of organisation that deyeld in the 1990s, but is not fully recognised
by society, such as NGOs, CBOs, and other typesfafmal organisation’s (CIVICUS,
2006b: 10).

Indeed, not all organisations have the same palitout at the Vietham government’s
decision-making levels. Some have a major say rsthene. Furthermore, there is very little
horizontal networking among the organisations fariaus reasons: history of the country,
diverse nature of the organisations, their acésitand scope. There is therefore limited
cooperation and coordination among organisationsetms of power, the Party and state
continue to be the force in decision-making in sbeio-economic sphefeFor organisations
to be influential, they have to be mindful of tlsisbordination. Although providing material
assistance to the destitute is a crucial activiy $uch associations, they refrain from
discussion at the political level. And the non-gparency or total lack of procedures, rules
and regulations for the establishment and operatifoxoluntary organisations also puts a
restraint on their effectiveness.

The CIVICUS project mentions the fact that demacrptactices are fairly weak in civil
society organisations and that their financial iedfeare often not transparent. We will
examine this situation in the realm of consumeroadey organisations.

Be that what it may, the government’s policy fooremic opening and liberalisation of
a small-scale private sector has rapidly born ft@ibverty has been reduced from a level of
70% in the 1980s prior to th#i mai reforms, to 58% in 1992, 35% in 1998, 29% in 2462,
23% in 2004. This is based on a converted levphaty prices to 1 USD per day(Vietnam

3 While the State, through the government, the Ré®Slupreme Court, the People’s Public Prosecuitr a
more importantly the National Assembly, is in cheaaf administering the country, the Party, throitgh
Central Committee and Politburo, with the strongpsurt of its members recruited throughout the docia
fabric of Vietnam, has the job of defining the letegm strategy, the ideological doctrine of the rtoy

but giving the government the task of achieving gbe objectives. In practice, civil servants anectld
representatives in senior government circles & Rarty members.
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Development Report 2003, UNDP 2005, in: CIVICUSQ&0: 70).Nevertheless, Vietnam is
still a poor country, with a GDP per capita of ardi8,100 USD (Statistical Yearbook 2007).

2.5. The Birth of VINASTAS—Dealing with the Issue of Qudity-assured Goods and
Services Dovetailed with Consumer Protection

Vietnam'’s opening up to outside markets is not authits problems. Although the free
market gives consumers a number of advantagesasiehbroader choice of goods, it also
encourages abusive practices towards consumers-etht the international and national
levels. This raises the issue of guaranteeing tladity of goods and products.

Unlike the centralised planning system in whichdé&raand prices are subject to rigid
state control, economic liberalisation involvescfliating prices and significantly reduces
government control over external trade. Since tB80%, Vietnam has gradually worked
through all the steps involved in this liberalisati In 1995, Vietnam joined the AFTA
(ASEAN Free Trade Area which focuses on free tradhin the Association of Southeast
Asian Nations). The country has been a member &@Bince 1998 and in November 2006
became a full-fledged member of the WTO. Vietnanassinesses and private persons alike
are now legally free to trade on both the domestid international market. This context is
forcing the issue of consumer protection. As regardnsumption, a transition is therefore
taking place along the lines of need, driven bytingeessential needs and along the lines of a
more individual demand. This raises the moral issoesymbolism and consumerism: To
what extent do individuals actually need the gabgdy consume?

With regard to civil society organisations, on theoposal of the Department of
Standardisation, the Vietham General Departme@tanhdardization, Metrology and Quality
Control was established in 1988. Its mission wasawtribute to standardising the quality of
mainstream consumer products. The association’srdents infer that it is “independent”,
although it is under the umbrella of the Fatherl&naht and belongs to the Vietnam Union of
Science and Technology Associations (VUSTA). Thasogiation was made up of former
Party leaders and senior cadres, so at least ieaitly stages it was directly linked to
government circles.

Vietnam was then plunged into a context of shifttogard the free market wherein
guality control and labelling were still limited.o@ditions quickly entailed a broadening of its
activities to include consumer advocacy and thdifiaevas renamed th&ietnam Standard
and Consumers Associatigh'INASTAS). Consumer protection was an entirelyvnield
and VINASTAS had to break new ground. This wasuiat institutional change, something
that did not happen as a matter of course. Praglucti manufacturing now had to be thought
out distinctly from consumption. Contrary to estsiiéd tradition, consumers were no longer
producing food for their own use, making utilitariproducts or providing the services they
needed. Producers and consumers became distimot dexh other. But consumers—Iike
producers—were very poorly informed regarding thigihts and duties. In Vietnam, the legal
framework in this area is virtually nonexistentimappropriate to the current situation of the
people. There is no clear procedure for complait@sbe lodged against merchant
improprieties.

Moreover, one might think that opening up to intgional trade would prompt the
Viethnamese government to try to protect consumerhie country. But as pointed out by a
member of the VINASTAS standing committee, formevige-chairman of the structure:
“Previously, when Vietnam followed a centralisedeomy, we didn’t pay any attention to
consumer advocacy.This is explained by Do Gia Phan in his articlehéT Consumer
Movement in Vietham”:

“By historical conditions, during its 30 years o&mfor national salvation, Vietnam
applied the centralized planning system for itshnecoy. All major businesses were in
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the hands of the state. Goods and necessities digrébuted through a system of
coupons. Major services like electricity, waterangport, telecommunication,
banking, health and education were state monopofieghat time, there was no
mention of the concept of consumers or of actisitie protect consumers” (bo Gia,
2002).

Today, the government of Vietham is gradually captio realise the importance of the
consumer as an individual with fundamental rigiitsprofound “ideological transition” has
occurred with thefoi méi policy making it open up to the free market. Adeframework for
consumer protection is starting to take shapeKgpee 1).

Figure 1: Legal Framework for Consumer Protection in Vietnam

Consumer protection in Vietnam has only recentlgrbenshrined by law.

1.

Sources: Thang Phan The, “Paper on philosophy &adtsre of consumer protection”, Southeast Ag
Conference on Consumer Protection, 28-29 Noven@s,Hilton Hotel, Kuala Lumpur, Malaysia.
Tran Ba Thai, “Legal framework and E-commerce coumeport: Vietnam”, APEC 2001, Vietna
Country Report.

Article 28 of the 1992 Constitution of Vietham sisit“All illegal production and trading
activities, all acts wrecking the national econoanyd damaging the interests of the State,
rights and lawful interests of collectives and iridual citizens shall be dealt with severely g
equitably by the law. The State shall enact pdigieotecting the rights and interests of {
producers and the consumeérChapter V, which provides for the rights and igations of
citizens, also implies consumer’s rights.

In May 1997, Vietnam enacted its first Law on Tradkich contains 264 articles. Various poi
are dealt with: The underlying principles of traded trade policies at the national 4
international level, procurement and sale of goadd services, trade brokerage, selling ur
competitive bidding, commercial advertising, trddies and exhibitions, trade sanctions, settl
disputes, etc. This law allows foreign businesgesdt up branches in Vietham and repatr
profits from their commercial activities. The lals@ recognizesthe protection of the legitimatg
interests of the producer and consuméBection 1, Article 9) which makes it mandatory
merchants to provide full necessary and accurdtenration about the goods and services t
provide. This marks a first step in the procestegfslating the rights of consumers Wietham
The merchant is under obligation to provide neagsaad accurate information on the servi
and goods he/she supplies. It prohibits countémteitand misleading advertising. It al
acknowledges the existence of consumer advoca@ciaisns and complaints submission
filing for legal action against merchants in themvof abuse.

The Ordinance on the Protection of Consumers’ éstsrwas adopted by the Vietnamese Nati
Assembly in 1999 to protect the legitimate rightsl anterests of the consumer. The ordina
deals with the rights and responsibilities of tlimsumer, the responsibilities of organisatiq
individuals carrying out production or businessiwiiés and state administration over t
protection of consumer interests. In this ordinanSate management has a direct duty
implement policies to ensure the protection of comsrs’ interests.

Other laws make reference to consumer protectioh as the 2004 Law on Competition (Articl
4 and 117), the 1995 Civil Code (Chapter I, ChapteChapter VI) and the 1997 Law on Trag
amended in 2005.
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3. VINASTASOAn Association for Vietnamese Consumer
Advocacy

3.1. One Association, Two Operational Goals and One Molsing Component

As we have suggested, VINASTAS has a dual objectiee main thrust is quality
standardisation, which accounts for approximatdlyp@rcent of its activities, followed by
consumer information and protection, which repres80 percent of its activities.

VINASTAS'’ first objective allows association membeto enjoy a close relationship
with the business community dealing in consumabledg and services in either the public or
private sector. This proximity to the decision-makkelps the association to fulfil its second
mission, that of consumer advocacy. At this leitslyole is to input legislation and policies
for consumer protection by playing a pleading oppgarting (advocacy) role, briefing
consumers about their rights, fighting against stamdard products and services, fake
products, etc.

Although these two goals are unambiguous, a vefinitke moralizing tone comes
through when VINASTAS members speak up. The leadeMINASTAS openly condemn
the perverse effects of the consumer society, #tentatious wastefulness of some people
living in Vietnam, as well as abuses committed bygie enterprises. This moralising aspect,
as we mentioned earlier, springs from Vietnam'dtdhom a need mentality to a demand
mentality. To illustrate, the report summarising tacility’s activities that was written in
1998 by the then chairman of VINASTAS, speaks “thfe lavish, luxurious trend of

consumption which is not suitable to the countsgsio-economic conditions. . . . In Vietnam,
there are people who, though with little money, keen to live luxuriously, spend money
lavishly and wastefully, and who consider this wéyife as ‘trendy’. . . . A life style which

consists only of playing, eating, indulgence, sahskelights, gambling, and drug abuse . . .
requires a lot of money But in order to earn momgyckly and easily, there must be a
dishonest, illegal way, which usually leads pedpleommit offencegTuan, 1998: 60). Then
he takes at bash at the Western consufiiéren came the Western consumers having the
taste for a new ‘fashion’ each year. They have w& taste each year and discard what they
have after just a brief period. The cautious, dilighseeking generation of consumers had
been replaced by a generation of society full wisla spenders{Tuan, 1998: 61). This moral
condemnation of consumption indicates that the gowent and corporate representatives
making up VINASTAS are having a hard time coming gops with the growth of
consumption in a communist ideology, in other womlgercoming the gap between
consumption practices and the moral representatbrise country. This was picked up by
Beverley Hooper in her thesis on the consumeresitin China, who notes thah the area

of consumerism, people are asserting rights netwiss the state, which is the focus of much
the debate about the nascent growth of civil sgdietChina, but vis-a-vis the market, with
the endorsement and encouragement of the stétmbdper, 2005) The citizen has become a
consumer whose rights must be protected by thergment.

3.2. An Association of Civil Society Organisations andndividual Members with Little
Appeal to Youth

VINASTAS is made up of private individuals and angaations such as clubs
(Women’s Consumer Club) or institutions (consumesearch and consultancy centres).
Private and public businesses have not yet joihedassociation, although VINASTAS is
attempting to develop partnerships in the nearéutith businesses endorsing the criteria of
“social responsibility” toward producers and consusn
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VINASTAS is made up of volunteers. It is led byraal team of 10 persons who work
part-time on a voluntary basis. The associationdmdg two salaried workers (a secretary and
an accountant). VINASTAS is headquartered in Hamdgi has spawned 27 local consumer
advocacy associations throughout the country.sid dlas a representative office in Ho Chi
Minh City.

VINASTAS has the classic association structuretamding committee made up of a
chairman and five vice-chairmen, a secretary gémed permanent members (9 members in
all), along with an executive committee made uptle regional representatives of the
organisation and representatives of the public arites, including ministry officials (40
members). The executive committee is the operdtiana of VINASTAS, whereas the
standing committee is the association’s political.a

There is still quite a bit of leeway in selectinglividual and corporate members of
VINASTAS. Any individual who agrees with the promias contained in the association’s
statutes can become a member. Although VINASTASMimership requirements have not
yet been standardised for organisations, a numberganisations have belonged to it for
over 15 years. At the present time, the only regment that VINASTAS insists on is that the
activities of the applicant association are coesiswith its own activities, and that in itself is
open to a very broad interpretation.

VINASTAS’ founding members were former Communistti?@xecutives or officials.
Routinely, chairmen and vice-chairmen of the asdgmm previously held positions in the
Ministry of Science and Technology, Ministry of Agulture, Ministry of Industry, Ministry
of Commerce, Ministry of Health, in the Senate tatesowned enterprises under these
institutions. VINASTAS has remained ideologicallgry close to the government in its
values, way of operating and relationship withgtekeholders in its milieu. Given its avowed
objectives, VINASTAS should be directly involved public life. However, where the
members of VINASTAS are involved, the initiativeshaothing to do with advocacy for the
people but rather with something the governmenttsvamaccomplish.

In terms of power, VINASTAS is tightly controlled/lone of its vice-chairmen who has
been on the job since the association was estallish former government official, this
figurehead embodies the history of VINASTAS. In pissition as unchallenged leader, he
handles queries from journalists or researchepesents VINASTAS at official meetings in
Vietnam or abroad, publishes a newsletter and memn#ge budget of the association. Very
much at the helm of the association, this protagjombw over 80 is starting to worry about
the low involvement of youths in his association.

The individual members of VINASTAS are mostly reés. The association is
struggling to attract new members. This is dueht fact that there is no particular contact
person in the organisations that are members o RAANAS. The volunteers are retired senior
civil servants who don’'t have much pizzazz as av@&etnamese youth are concerned. The
historical background of VINASTAS makes it a rafigipoint for former senior civil servants
but it does not attract young people who do not fdeologically close to government
officials. When surveyed about this, several yoMigtnamese persons said they were too
busy for this type of volunteer work or they didtnoecessarily have confidence in
VINASTAS’ effectiveness to fulfil its terms of refence given the strong government
presence in the organisation. They do not findatlguments put forward by VINASTAS’
members very convincing and do not see anythingfor them personally if they join it. By
the same token, they acknowledge that they do nowkmuch about the structure or have
any idea about what to do to become members. Nicpiar training is provided for the
association’s young recruits. VINASTAS is challedgby the change in the form of
commitment required, so there is no guaranteeithaill find new blood. The most active
group in the association is the Women’s Consumab QWCC). The members of this group
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are not on the same wavelength as the moralizegpdise of VINASTAS. At their meetings,
they often feature new product presentations byalassrepresentative or go out to visit
business establishments and come back loaded waiitiplss. This club provides everyday
consumer education by means of new product tedlingthe types of goods tested generally
do not capture the interest of young people. Tositate, we attended a meeting that
introduced, albeit with complementary tasting, petyof drink vaunted for its attributes to
fight decalcification in the elderly.

3.3. Limited Economic Clout

VINASTAS has relatively limited material resourcdie association owns a building
in downtown Hanoi and some items of computer eqeipmn it. Its yearly operating and
activities budget for project development has b&®ND 300 million (or approximately
US$ 19,000) for the last two years.

Funds for projects carried out by the facility ftrag sessions, book sales, involvement
in corporate activities) account for 80 percenthef budget and 20 percent is from voluntary
individual and organisation membership fees. linsnaged by the central office in Hanoi.
Accounting reports are then given to the finanbmtkers. We were unable to obtain details
on project funding despite the fact that we suleditteveral requests for them. This reveals
the lack of transparency of the organisation arel Itk of individual freedom, which is
something characteristic of corporate and politldal in Vietnam. Indeed, the independent
NGO Freedom House gives the level of civil libartyietnam a low ranking of 2.8 points on
a scale from 0 to 7, with 7 being the highest (QVB, 2006: 68).

VINASTAS receives government funds to carry outaitsivities from the Viethamese
Ministry of Science and Technology, the Vietnam dmiof Scientific and Technical
Associations as well as from national NGOs. Somehef local associations belonging to
VINASTAS get funding from the Science Committeetb&ir province in order to pursue
training activities, print documents, etc. Granteni international cooperation are also
allocated at the national level through partnershigivities with the World Health
Organisation, American Cancer Society, Nationaledesh Council of Canada, the NGO
PATH Canada (now HealthBridge Foundation of Canad@)h which VINASTAS is
cooperating on various projects. Some funding $® aar-marked for specific projects by
international NGOs such as Consumers Internati@mal the Association of Canadian
Community Colleges.

VINASTAS is therefore partly tied to the governméatcause of its operating budget.
The financial independency of the facility with a&d to the government therefore cannot be
taken for granted, but VINASTAS' members don't se®/ problem with that!lt doesn’t
matter if we have our own point of view even thowghare funded by the government. We
have our own point of view regarding consumer adegc but the job of government
institutions has always been to protect consuméms, people; it's not incompatible”
(Interview). This allows for the complete blendioigobjectives between VINASTAS and the
government.

All the same, the budget seems to fall short of WABNASTAS needs to fulfil its
mission. Based on what its chairman and vice-clairsay, VINASTAS does not have the
staff and material resources it needs to informsoarers and stimulate a genuine awareness
of consumers’ rights at the national level.

3.4. Very “Top-Down” Achievements

In terms of actions, VINASTAS sponsors public awess-raising campaigns on
consumer rights (seminars, study days, exhibitiand the like), takes in complaints from
dissatisfied consumers, plays the role of medidietween private consumers and the
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government in the event of a conflict with a busB)eattends national and international events
on consumer advocacy, holds briefings and inswneti meetings for consumers and
corporate leaders, works on various portfolios wikie public authorities, state-owned
businesses and the media and publishes a montilgleteer for the public at largeTlje
Consume). The association does not do any tests or cosgasiof finished items as many
Western consumer advocacy associations do. VINAS@#A¢S not have the staff and funding
required for such evaluations.

Projects conducted under the umbrella of NGOs teriational agencies are carried out
to the extent that they comply with the statutesthaf association dedicated to consumer
protection and quality standardisation. This has\WNASTAS to work on projects relating
to assessments of the health safeness of commdnctoomodities, tobacco control, energy
conservation, product labelling, counterfeiting;. ethe association also provided support for
Consumer’s Day (March 15), No Smoking Day (May 38j International Standardization
Day (October 14).

As regards legislation, VINASTAS shared directly dmafting various directives to
ensure the protection of Viethamese consumers. i@ Rhan, permanent member of
VINASTAS, puts it this way:

“Back in 1990, only two years after its foundatidNASTAS proposed the study
and compilation of a legal paper concerning theagmtion of consumers in Vietnam.
This initiative was approved by the government 8ANASTAS was assigned to
draft the paper. In early 1991, VINASTAS establglzegroup in charge of drafting
the Vietnam Ordinance on Consumer Protection with assistance of IOCU and
local and international organizations. The drafgmgup studied many consumer laws
of various countries, especially those of countiethe region. After many sessions
of study, correction and amendment, the draft Gmide on Consumer Protection
took shape and was ready to be submitted for apprdvowever, according to
Vietnamese regulations, only a state organizatamsubmit a legal paper; therefore,
in 1995, the task was transferred to the Ministfy Szience, Technology and
Environment to make further amendments for suboisdh the process of preparing
the ordinance, VINASTAS continued to contributeadend suggestions for a strong
and effective legal paper. After more than 20 iiewis and amendments, the
ordinance was finally approved by the Permanent @ittee of the National
Assembly (Parliament) on April §71999, after nearly 10 years of preparation. The
ordinance was promulgated and took effect as oblget £, 1999. This is the first
legal paper of its kind, the fruit of nearly 10 ygaf the consumer movement in
Vietnam. However the ordinance only mentions gdneranciples, while more
concrete problems must wait for the issuance oérofigal papers at lower levels of
which many have been lacking up until now. Anywtye Ordinance on Consumer
Protection has addressed the consumer issue innaviet highlighted the
responsibility of society as a whole in the prdtattof consumers and regulated the
state body in charge of consumer affairs” (Gia PRa0?2).

The project base on which VINASTAS has chosen takwie not neutral. Take
counterfeiting for instance. As is true of the rebtthe informal sector, counterfeiting was
historically something useful when Vietnam was vpopr. It responded to a strong internal
demand for products that were prohibitively expeasiThe authorities felt that it had the
advantage of making the people happy. The goverhmanrally lost the tax revenue that it
would have been entitled to from the manufacture distribution of such products, but it
enjoyed increased social stability because theeris’ needs were met. With the opening of
Vietnam to competitive international markets, thght against counterfeiting has become
something mandatory as the country seeks to denadasts legitimacy on the international
scene. But before making anti-counterfeiting meesavailable for the benefit of individual
consumers as a means of ensuring that their ragbtsespected, such measures must first of



all be seen as a battle against an informal ecortbityis frowned upon by the international
community.

It might also be insightful to look at what themNASTAS does not work with. A
few food scandals have erupted in recent yearsdatngm and in Hanoi, without VINASTAS
expressing any great concefrCorruption in the country and the lack of freedarh
expression are obstacles to the promotion of coassimights. VINASTAS is having a hard
time coming to grips with this inescapable fact.

When it comes to handling claims, the VINASTAS hpaafters receives an average of
500 complaints a year dealing with all manner objecis: telephone costs, price of
electricity, poor quality goods or services, coui¢ items, forced or dishonest selling
practices, etc. The claims are handled by callihghe concerned parties to account. A
consensus is sought through negotiation and catioihi. If that is unsuccessful, a complaint
is submitted at the government level. A VINASTAS mieer proffers the following
explanation:

“Each local association has a complaint office. Wlaecomplaint is received, the
manufacturers can be met and a request made faoth®imer to be compensated.
Generally, 80 percent of manufacturers agree to pemsate. The remaining
20 percent refuse. If compensation is refused,ay foe the fault of the consumer.
Let’s say the person bought without an invoiceher fault is due to how the item was
used. If the consumer still feels that the compayat fault, the complaint is
forwarded to the concerned ministry. For examglspimeone complains about a fan
and the company says it is not at fault, and if ¥8TAS feels that there is a
technical problem, the complaint is forwarded te toncerned ministry. But that's
rare. ... If an affair goes to court, VINASTASr{icipates as a consultant. But that
hardly ever happens. Generally the ministry inteegeand the ministry tows the line.
There are thousands of complaints every year, batig case is very rare, so few you
can count them on the fingers of one hand. Compamant to avoid the problems of
a court hearing” (Interview).

The members of VINASTAS (Phan, 1998) feel that tamnplaints come in at this point
because consumers are not aware of their righespbwhich is to file a complaint. There is a
cultural dislike of open conflicts in a society bdson apparent consensus, not to mention the
material challenge some consumers would face ttogbe place where they can file their
complaint and see that they get action on it. \&gtase culture is strongly imbued with the
thinking of Buddhism, Confucianism and Taoism asdtherefore not keen on redress
procedures and filing complaints. Although a consumay be dissatisfied with his or her
purchase, the person will just stop buying the povdr buy somewhere else rather that filing
an official complaint and causing the seller teelésce (Thi Muoi and Jolibert, 2001). But the
claim for remedy is something crucial to the coustrdevelopment. It is suggested that
Vietnamese society work to improve on this point.

“[Complaint handling] not only can bring concretedanaterial interests to consumers
suffering loss, but also change the behaviourntbee of thinking, the relationship
between people in society, contribute to the bogdof an equal, civilized society in
which people are respected” (Phan, 1998).

Although the achievements are many given the stadflable and budget allotted, what
VINASTAS has done remains too “top down”, someththgt is particularly frequent in
Vietnam. The general approach is condescending@rmpaistic—government directives are
enforced for the “benefit” of consumers. But conswnare only very rarely consulted
upstream or downstream of the decisions. The amsmti does not make sure that its
messages have been clearly understood, that theglavant and respond to a genuine social

* Examples: the ice cream scandal (2004), the wadening glory scandal (2005).
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demand on the part of consumers. In this regartNAATAS is not a pressure group but
rather an association in consultation with the goweent, designed to keep the free market
from getting out of control. In real life, VINASTASattern of action remains very close to
that of education of the masses. Some membersveaee of this. As pointed out by the
former chairman of VINASTAS when reviewing the bgaodund of the facility, the
Vietnamese decision-making model is very influend®gd communism and based on
government centralism:

“My attention was drawn to consumer advocacy whemavelled in France with
Mr Lé Phuong, director of the Science Committee iétnam. We visited the
National Consumers Institute. At that point we gexbwhat an institute of this type is
supposed to do. It looked like an interesting mddelconsumer advocacy. . . . The
National Consumers Institute looks at things frtv@ viewpoint of the consumers, the
people. It's there to defend the people’s intereststheir behalf. It therefore reflects
what all the people are thinking and is not inficesh by government institutiofign
Vietnam, everything originates with the governmefficials. We don’'t have an
organisation like it. So [prior to this visit] whdught that things had to originate with
the government, not from the people” (Interview).

From this it is seen that the consumer is viewea gmssive being that needs to be
“helped” or “educated”. He is perceived as a naive, helpless charactey, weak when
confronted with the market processes. He hadetarn his rights”, that is“learn how to
make smart purchases"Viethamese consumers are ill-informed about th@ivileges and
rights. We have to put out information for the aomers”, said one member during an
interview. The approach is not to push for anythimgt mainly to inform, raise awareness and
include consumer’s rights in national legislatiom.Le Courrier du Viethambo Gia Phan,
permanent member of VINASTAS, clearly explains tiiént:

“In reality, Vietnamese consumers are not awartheif rights, including the right to
file a claim in order to receive compensation fosd or damage caused by falsified
items or poor-quality products. . .. Yet, this lplem has only recently come to the
fore and we will only get results if a legal enviroent is created” (L& Bich, 1997).

The following appears in the VINASTAS report 10 sgeafter it went into activity:

“Since the nation began building a community-basadti-sector economy with a
socialist orientation and under the leadershiphef3tate, Viethamese consumers have
not yet been equipped with the knowledge, psycholrgd habits which are suitable
to the current market economy and for the neardutGonsumers are not yet aware
of their rights and responsibilities, nor how tetect their rights” (Tuan, 1998: 23).

Thus, individuals are developing and assertingrtleensumer rights consciousness
within government-created structures (Hooper, 2005% true that in Vietnam as in China,

many people think that their rights are grantedHgyState and government rather than being
given at birth.

4. Do the Constraints to which VINASTAS is Subject Send a
Message about the Challenges Facing a Country in Tr  ansition?
Before posing any questions on what is illustraigd/INASTAS as to the economic,

political and social changes in contemporary Vigtnat is important to home in on the
constraints that shape what the facility does aqudagn some of the positions it takes. This

®In reality, the National Consumers Institute irafge is not completely detached from the government
sphere. It is neither a government department naassociation of consumers but an autonomous public
institution. Its board of directors is made up iajamity of consumers’ associations. Its role igr&n and
inform consumers and to make comparative testsasfycts available to consumers.
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section attempts to pin down the internal and esteconstraints experienced by a formalised
group of volunteers. This will enable us to graspwhat extent the development of
VINASTAS is related to the development of the coynt

4.1. Major Internal and External Constraints

Several internal constraints curb VINASTAS’ effeetess. The first, as we saw, is the
centralisation of power in the hands of one leadet the fact that there is no delegation of
activities to keep the facility alive. This meahsattfew new members are inclined to join it,
and this does nothing to increase VINASTAS capaoitgttract young militants.

And the association is struggling to get its messagut to poor regions so as to reach
marginalised consumers in rural or remote areassdlpeople are cut off from the nascent
consumer society but are not a priority focus diXSTAS.

Although its members mean well, VINASTAS is findiniga challenge to fulfil the
mission it has taken on. With its lack of voluntstff and limited budget, plus its centralised
operation and one-man-show leadership, it realgsdwt have much impact on consumers.

Relevant here too is the way in which VINASTAS he®n evolving over the last few
years. Several organisations that once belong®INASTAS broke away from the mother
structure either to function independently or syngissolve. At one point, the Quality Club
with a membership that included as many as 40 ¥agse companies was assigned to work
on quality management and provide maximum consipr@ection. This club was made up
of directors, deputy directors and department hedgsublic and private companies. It met
monthly for training programs and to reach agregmem a complete range of consumer
products from food to the electricity supply andnfr automobiles to cosmetics. In 2005, the
Club folded up due to the fact that its members fiedided one by one and were replaced by
cadres who had no political authority in their arigations. One of VINASTAS’ standing
committee members explains:

“The Quality Club was around up to 2005. It was mag of directors, deputy
directors and executives from private and stateemvbusinesses. The directors
received information through the club that they Idoapply to their company’s
manufacturing processes. But these people refiled.ones who replaced them had
little inkling of the role and value of this clulbhey sent cadres to attend the Quality
Club’s training sessions. The club felt that it waas worthwhile if just regular people
attended the training programs but could not apphat they learned in their
companies. There was no use in holding the meetingsEach meeting was a
briefing session and documents were printed. Pelgalened about TQM, Total
Quality Management. These TQM approaches originatéte United States, Europe,
Japan and elsewhere. Information was also giveutals®© 9000 or approaches to
quality management adapted to the conditions compdaced in Vietham. In other
countries, companies have a very sound basis felai@ment and handling product
quality, the activity process. They have been did ggound for decades. In Vietham
now companies have to compete with foreign compaarel they are not ready for
this. They cannot catch up with other companieswitidose out. We have to play
‘catch-up’; otherwise it's going to be very diffitu(Interview).

Having representatives of private and state-owmgerprises in the consumer advocacy
association is something that outside observedstard to understand:

“Foreign associations can’'t understand our typeas$ociation and people have
criticised it. |1 once attended a conference inNfeherlands and someone asked my
why | invited business executives. They said thatisn’t objective: ‘People who run
businesses are out to take advantage of consunffey®u curry the favour of the
entrepreneurs, you can't defend the consumer. ¥ietis not the only place where
there are Quality Clubs. We had to tell them th#&thamese consumers are just
beginning to experience the market economy. Busésesnd manufacturers, with
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their low level of knowledge and conscience, madainterfeit or fake products to
make money to the detriment of consumer inter€xts.association is in between the
two, the businesses and consumer interests. Wauate control the negative effects
of manufacturing—counterfeits, low-quality goods;.eBut if businesses sell good
quality products, we will be on their side” (Intew).

This VINASTAS representative overlooks the facttthem a Western perspective,
consumer advocacy is not just demanding good gqualibducts, but includes making
available the broadest and most impartial infororapossible on the choice of products, on
the fairness of prices, on the long-term effectshaf manufacturing process, etc. It seems
proper to wonder about the conflicting objectivé®usinesses linked to sales and profits, and
those of the consumers linked to meeting a needrancequirement for purchase guarantees.
And given that joining VINASTAS is voluntary, it isasy to imagine that businesses that
aren’t interested in consumer protection would n¢ei@ the Quality Club.

Other organisations in VINASTAS have also left #sociation during the last few
years, including the now defuntiboratory on Food Colour AdditivesThis laboratory
worked in cooperation with thButch Consumers’ Associatiothe oldest and largest Dutch
organisation involved in consumer advocacy, and aaive in food product quality control
in Vietnam. It ran out of money, so could not stayoperation. The same is true of the
Mineral Water Quality Associatioand theAssociation of Testing Laboratorig¢isat used to
belong to VINASTAS.

4.2. Strategies to Deal with the External Constraints

Although VINASTAS claims to be very independent gbvernment circles with
freedom to act and the authority to regulate stahsation, the government’s control over
what is done or not done for consumer rights isertbeless very real. The government of
Vietnam, through the Party Committee, the Officetlo# National Assembly, the Office of
Government Ministries and/or institutions and loaathorities, is unwilling to delegate its
prerogatives to associations even if they are mgdef former officials. So when women
members of the VINASTAS Women’'s Consumer Club ddrition awareness-raising
campaigns, they adhere to the government’s diregti the letter. Thus, VINASTAS comes
across as a civil society structure that is meeefprerunner of a civil society that is truly
autonomous and emanating from the will of the peopi this area, Vietnam is very much
behind other continents such as Latin America.

Also, VINASTAS is attempting to make the governmamwiare ofindividual consumer
rights, to get consumer rights onto the agendagpasgrammes of the government to provide
consumers with a legal framework protecting theiteiests. VINASTAS feels that the
government does not do enough to inform consumieteedr rights, although progress has
been made with regard to information about hygiand consumer goods safety. Witte
consumer coming on the scene, there is the proldénmdividuality in a traditionally
community-based society. Thus far, Viethamese asgéions have been mass organisations.
With the arrival of liberal capitalism and the cangerist world, the emphasis is turning to the
individual—singular. For the Viethamese governmémg new feature must be fitted into the
traditional structures of managing the people, Whe&cnot easy. But with VINASTAS being
made up of former government officials, their faarity with the various ministries and
proximity to the political decision-makers makemgs easier for them.

Nonetheless, this puts VINASTAS in an ambiguousitmrs Is the tie between
VINASTAS and the government and to state-ownedrpriges on a partnership level or is it
adversarial? Standards for consumer law are dittayethe Party, but they are subject to a
variety of interpretations. In reality, VINASTAS ver opposes governmedirectivesbut it
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can occasionally challenge the practices of govententerprise$ or enterprises that supply
public services to the nation (water, electricias, transportation, mail, etc.). VINASTAS
will not criticize a law enacted or a measure takgra ministry. Rather, it will discuss the
economic policy of a state-owned enterprise. Thieere VINASTAS occasionally takes up
an issue, it is in the economic sphere, not théeigall sphere. The only political claim of this
consumer advocacy association is to make surepifzatision is made for the individual
consumer in legislation.

In early 2006, for instance, VINASTAS opposed thieemntion of the Electricity General
Directorate to up the price of electricity for imdlual consumption as a means of improving
electrical service nationwide. VINASTAS argued thta price increase was not justified for
consumers. A policy for energy conservation, difeaion of the supply source (such as
solar cells for private homes) and staggered copsom (promoting consumption at non-
peak times) could be implemented to avoid raisimg price of electricity. Public utility
providers were also criticised for the lack of imf@mtion and transparency in electricity
management in Vietnam. The position taken by VINASTwas given broad media
coverage, but the consumer advocacy associationatfung to mobilise its social base, the
consumers themselves. No petition, no demonstratias organised by the structure; it
simply published its positions in its monti@pnsumemagazine.

Another example is VINASTAS's involvement in theéth milk” scandal that erupted
in 2006. In 2005 and 2006, certain private busieesgith the majority of shares held by the
Vietnamese government reportedly sold as “frestk’mmtilk that had actually been made
from powder. The case grew as a result of com@ainat consumers filed directly with
government officials. The press got wind of thenstoVINASTAS then submitted a
recommendation to the Prime Minister and the menssof Health, Commerce, Agriculture,
Rural Development and Science and Technology. Tigansation joined in consultative
meetings attended by various government officiats @presentatives of dairy manufacturing
businesses. The affair is still under advisement.

VINASTAS does not have a great many connectionall@nces with other corporate
structures. Where such do exist, the relationshipomewhat strained and is only revived
when something special happens. The Women'’s Ledhaeyouth League and a number of
unions do enjoy closer ties with VINASTAS.

VINASTAS is more interested in overseas structutess a member ofConsumers
Internationaland gives clout to what it does by referring tcatvis done abroad. For example,
VINASTAS gets a lot of its inspiration to developrporate social accountability at home
from work done in Canada and the United Statestndia is attempting to make up for its
lack of experience in consumer advocacy by haviniNASTAS members attend
international forums on the subject.

4.3. Do the Constraints to which VINASTAS is Subject lllstrate the Challenges Faced
by a Developing Country?

In the light of this background information on tisociety organisations in Vietnam and
the ties that link VINASTAS to the government sphdt is important to assess in what way
the constraints facing VINASTAS illustrate the deabes facing a country in transition.

We have seen that VINASTAS’ position vacillatesvitn being in a partnership with
the government and engaging in social activism. fram being independent from the
government and state-owned enterprises, VINASTASeiking a certain balance between

®In Vietnam, most large companies are state-owmeergrises or corporations of which the majority of
the capital is held by the state.
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the various orders given by the stakeholders irefitgironment. So what VINASTAS does
cannot be understood without reference to the afgparatus.

As pointed out by CIVICUS with regard to civil sety, “objective data is limited,
especially because, with respect to many activittee impacts of CSOEivil society
organisation$ and of the various levels of government cannotclearly separated”
(CIVICUS, 2006: 12).

Although the rather bureaucratic way in which VINB&S is run, its top-down
structure and its link to the government are subjeccriticism, the facility has played an
important role in promoting the idea of consumeatgction. It would be overly simplistic to
see VINASTAS is only as window dressing put upetgitimatise state action.

When the association does achieve its objectivgarding standardisation of quality
and protection of consumers, it obviously increasegporate competitiveness at both the
national and international levels. Thus, the codstreconomic opening to foreign
competition allows VINASTAS to have substantial eomic impact in promoting the
country’s development. The demise of VINASTAS’ QuaClub is no doubt evidence of the
difficulty in getting Vietnamese corporate execasvnobilised on the theme of quality goods
and services, even though this is pivotal to givingse structures a future on international
markets. As a member of the VINASTAS standing cotteaistated:

“The Vietnamese corporate milieu does not clearigasstand the issue of product
quality. We asked foreign experts to give us trggnior ISO. Companies unfurl the
banner to show that they have complied with the 800 standard. And they think
that they can compete with foreign companies. Bugytcannot sustain the
competition. . . . Foreign companies that have tiawk to improve their product
quality are now moving in the activity process. drctivity improves, the price falls
and performance increases. These companies are pos#ion to compete
successfully. We are very worried for Viethamesmganies. Viethamese companies
do not grasp this point and are only interestedvirat [the products] look like”
(Interview).

In addition to the importance of the finished proigdthe intrinsic quality of goods put
on the market—Vietnamese companies need to gieatath to the “activity process”, that is,
take into account the social, environmental andnenuc effects of their manufacturing
process. They are seen to be lagging far behindigiorcompanies on this count. The
interviewee went on to add:

“A number of companies give emphasis to producteapgnce rather than quality.
Consumers are fooled by something that looks gaothe outside but that isn’t so
good on the inside. I'm not talking about just avfésolated manufactures, but
hundreds, thousands of them. The problem is thatymaanufacturers do not know
how to improve their products. Their knowledge b#&seveak. They would like
training to address this. You can't apply the maafelarge Western companies and
the ISO 9000 standard to all companies here, ofilpetcent of them, the biggest
ones. Ninety percent of companies here do not kmmww to improve product quality.
The ISO 9000 standard is of no use to them” (lri¢svy.

From the social standpoint, we may wonder if VINAST is doing anything to train
Vietnam’s fledgling civil society. True, the consers’ association is not totally independent
from the state’s authority (the government andypalut it guarantees a certain freedom of
movement in relation to many sources of econonfiaence (private companies). Somewhat
paradoxically, VINASTAS has been cast into civicety at the behest of the government
and Party. However, its influence on public opinmmeeds to be nuanced. Its magaZiihe
Consumelhas an average printing of 5,000 copies. Its msaaee mainly senior citizens who
live in the city and are relatively well to do. Tlee dismay of its publisher$he Consumeis
not yet a really popular magazine, given that \@etrhas over 84 million consumers.
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Nevertheless, if we can put faith in the situatitescribed back in 1998 by the former
chairman of VINASTAS, its activities cannot but legvositive social effects for the people of
Vietnam:

“Viethamese consumers are constant victims of theket's negative impacts such as
counterfeit products, low quality goods, goods hggienically safe, fraudulent
commercial practices, dishonest measurements, ,lyorgrcharging, cheating and
numerous other tricks of dishonest people, caugirgt harm to consumers in terms
of finance, assets, spiritual life, health, andretheir lives” (Tuan, 1998: 23).

Thus, VINASTAS is seen as an organisation thatgpkayery wholesome role as far as
the welfare or even survival of Viethamese consgni®iconcerned. The reality is no doubt
somewhat different, given the limitations under ehVINASTAS labours. And the concerns
of VINASTAS are closely tied in with the level ofidfnam’s socio-economic development.
Hoang Manh Tuan again notes that the experien&¥astern consumer associations cannot
be applied directly to the Vietnamese context:

“Reading a magazine published by the consumer gtiote association of many

countries, one can find that little emphasis isquuthe problem of counterfeit goods.
Various instructions on goods and services arengitew to choose and use cars,
child safety seats for cars, how to buy a home athér information on finance,

banking, depositing, etc. Obviously there is a gdifierence in consumer interests
between countries of different levels of socio-emuit development, especially

between countries who recently accepted the mazkehomy and those having
undergone decades of market economy developmen#in(T1998: 32).

Thus, Vietnam’s economic transition is ideologigabmewhat off in the corner: The
act of consumption is no longer viewed as sometfusg for the middle class. VINASTAS
claims to advocate protection of consumer rights$ iaterests, but the matter of responsible
consumption has not yet become an issue in Viet@amsumers do not rally to defend social
causes, boycott products and companies or givetoeheir frustration.

In the final analysis, it can be argued that bynslag to protect consumer interests,
VINASTAS is making a direct contribution to the ogmition of individual rights and is
working through political avenues and, in spitatsflimitations, to the economic and social
welfare of the people. Thus, VINASTAS is workingtlwvihe broader movement fostering the
emergence of civil society despite its closenesh@éagovernment. Another way of looking at
it is that VINASTAS can be said to be only a refiec of the ideological changes taking
place in contemporary Vietham—growing individualisttmee emergence of consumerism, the
deepening of social inequalities, etc. In this rdg&INASTAS is not giving evidence of the
emergence of a civil society independent from higese of the Party and State, but is more
of an attempt to reconcile recent social develogmesith the historical communist project of
moralising consumption and education of the maskesany event, it is obvious that
VINASTAS is a good example of the inconsistencaapant in Viethamese society today.

5. Conclusion

Despite its definite economic progress, Vietnanstib considered to be a developing
country. In 2003, its Human Development Index was fanking it country 108 in the world
or putting it in the “countries of average humanelepment” category (UNDP, 2005: 233).
Inequalities between cities and rural areas aree@sing, although Vietnam has thus far
successfully managed its opening to the market@ogrand the increased purchasing power
of the middle and upper classes. The economictsneigs still backward, relying primarily
on agriculture and the development of natural reszs1 Industry is weak. The technological
facilities used in the production sector are owdaBoth productivity and quality are low.

134



Thus, the action of civil society, seen as‘amrena between the family, state and the market”
is necessary.

This paper has pointed out that the presence ohauners’ association in a communist
country is not something that could be taken faanggd. VINASTAS claims to be an
independent association but in actuality it remainsely tied to the government structure. In
reality, VINASTAS is an association for consumerotpction, not an associatioof
consumers. It is born of government volition, rwttof a civil society setting out demands; it
is not a pressure group but a group that workoperation with companies and the public
authorities.

This means two things. First, VINASTAS exerts atiekly strong influence over social
and legal policies regarding the advocacy of corssumterests because it is directly a
brainchild of the government sphere.

Second—and this is what makes the structure soquobos—VINASTAS claims to be
independent from the government and market, aneeidhdt enjoys autonomy in some aspects
of its operations. That is a point to be made:Hwy things it does, VINASTAS is sharing in
the definition of the civic rights of the individuand hence is in a position to share in the
emergence of a civil society.

Owing to the absence of a policy on the consumer @a@msumption, VINASTAS is
therefore seen to be an organisation looking foplace among different contradictory poles:
the consumers, the government, the market. ThéBeutties simply illustrate the transition
in which Vietnam finds itself today. Although VINARS is sharing in Vietnam'’s social and
economic development, it is not so much through ateta coming from the people as it is
through political negotiation and advocacy withiovgrnment structures. This political
dimension is essential in a country’s developmet deserves to be emphasised. It seems
that Vietnam’s development is being accompaniedti® emergence of associations of
consumers, a testimony to freedom of expressighdrcountry. Vietnam’s development now
rests on opening up to international markets aridoeiachieved thanks to a relatively strong
social and political fabric, a civil society thailMbe a both link to and a safeguard against
private companies, the government and citizens.

“Vietham has experienced periods of developmenthiich it was insulated from the
outside world, sometimes even isolated and sarediomhe open door process has
gradually taken back the balance.... This isaaotirable opportunity for the
Vietnamese people to learn and receive positiveraodern elements coming from
outside in order to join the orbit of developmeifittiee global community. But in
order to properly seize this opportunity, Vietnamstinhave an internal force which
should be strong enough to hold a firm foot in deselopment trend” (Tuan, 1998:
50).

Ultimately, Beverley Hooper’'s conclusion on the @s8e consumer-citizen seems to
apply to ViethamThe development of consumer rights consciousnegsost-Mao China
has paralleled the growth of both a consumer sgcetd general rights consciousness
among the populatioh.(Hooper, 2002: 16) However, in the area of congtiom and
consumer advocacy, three major challenges need toeh for the transition in Vietnam to go
full circle. First, make consumption part of ethigs other words overcome the gap between
the communist ideology of communitarianism and istgaon the one hand, and the actual
practice of individual consumption for needs ariduee on the other. The second challenge is
to move from a very centralised decision-making action mode at the government level to
a more flexible mode of operation, promoting th@elepment of civil society associations
and private enterprises divorced from the goverrinsphere. And the third challenge is to
close the curtains on the omnipresent mass assmsatinder the aegis of the Fatherland
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Front and accept the arrival of autonomous, mutifassociations that reflect the emergence
of an informed individualism in a resolutely mod&fietnam.
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Abstract

Drawing upon the Vietnam Household Living Standagisvey (VHLSS) data

that cover the whole of Vietham in 2002 and 2004, amte measures of
vulnerability are constructed. These are then coetpavith static indicators of

poverty (i.e. the headcount ratio in a particulaary. Detailed analyses of the
panel data show that (i) in general, vulnerability2002 translates into poverty in
2004; (ii) vulnerability of the poor tends to petyete their poverty; and (iii)

sections of the non-poor slip into poverty. Duealeduction in poverty is

conditional on (i) accurate identification of thalwerable, (iii) their sources of
vulnerability, and (iii) design of social safety teethat would enable the
vulnerable to reduce risks and cope better witldragegration of markets with

the larger global economy.
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1. Introduction

Vietnam recorded an impressive growth during th@0%9 and agriculture played a key
role in it. As a result, poverty reduced sharplpefie is, however, concern that agricultural
growth is slowing down, inequality is rising andvpay reduction is slackening. New
challenges are emerging that call for a reviewadicy priorities and a sharper poverty focus
in public investment to enhance livelihood optidias ethnic minorities concentrated in
remote mountainous and other regions that havesth@gghind others in the transition to a
rapidly growing market economy. Specifically, a &as made here for a shift of emphasis
from static indicators of poverty to resilience \arnerability of various groups to policy
regime changes, market and weather risks, andyitboatic shocks (e.g. iliness, injury, death
of an earning household member). This shift of emsphis appropriate as credit and
insurance markets are incomplete, and social giotemeasures are far from adequate.

The present study is motivated by this concereotistructs measures of vulnerability
of households in Vietham and assesses how it affdwir poverty status over time.
Vulnerability is distinguishable from poverty, dete are households or individuals who are
currently non-poor but vulnerable to a variety lobsks (e.g. changes in macro policy regime,
weather shocks, illness or death of a household)h&&ilnerability is adynamic concept
associated with the change of welfare or poveryustover time, taking account of not just
fluctuating levels of living but also the resilienof subsets of households (e.g. landless,
smallholders) against aggregate and idiosyncraticlks. Identification of the vulnerable is,
however, far from straightforward. One difficultg that there are different measures of
vulnerability (e.g.ex ante versusex post vulnerability). A second, and more serious difftgul
is that tracking the well-being of a particular Bebold over time —especially before and after
a major aggregate shock- requires reliable partalttiat are seldom available.

There has been a surge of interest in measuringerability in developing countries
(e.g. Chaudhuri, Jalan and Suryahadi, 2002; Der200d5; Gaiha and Imai, 2004; Gaiha and
Imai, 2006, Hoddinott and Quisumbing, 2003a b; higB005; Ligon and Schechter, 2003,
Jalan and Ravallion, 2005, Kurosaki, 2007). Thdsa€iss point to the need for designing
anti-poverty policies specifically to address vuhtglity -especially in rural areas where
agricultural yields and revenues fluctuate a gdestl due to changes in weather, floods, pest
infestation, and market forces. Many of these riaks compounded by lack of financial
intermediation and formal insurance, credit markeperfections, and weak infrastructure
(e.g. physical isolation because of limited tramsmn facilities). Low income households
and/or those living in remote areas are also sthjecidiosyncratic risks arising from
morbidity, dependence on a single adult male fochmof household income and exclusion
from community networks of support.

As identification of the poor requires assessmémaome during a previous year and a
specific poverty threshold, many may already haa@sed to be poor while others may have
slipped into poverty given the volatility of incosmieOne approach would be to focus on
poverty dynamics (e.g. Gaiha and Deolalikar, 18&;lch and Hoddinott, 2000, Gaiha and
Thapa, 2006) or chronic poverty (e.g. Hulme, Moarad Shepherd, 2001), taking into
account poverty transition or long-term povertytistax-post. Another, and perhaps a more
challenging, approach would be to draw insightsnfr@ combination of botkx ante andex
post measures of vulnerability. This, however, presgggothat (many of the) risks and
resilience of subsets of households against suobkshcan be assessed. This is of course
easier said than done. It is nevertheless arguedlamonstrated here that, to the extent that
ex post measures could be combined wathante measures of vulnerability, more effective
policies designed to ensure durable reduction vepy are feasible.
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As a case study, we will construst ante measures of vulnerability for households in
Vietnam, drawing upon the Vietnam Household Lividgndards Survey (VHLSS) data for
2002 and 2004. The objective is to examine whetkemte vulnerability translates intex
post poverty or how it affects poverty transitions. §@rcross-sectional data sets covering
households in all of Vietnam in 2002 and 2004 dredganel data constructed by the overlap
of these will enable us to throw light on theseléss

The rest of the paper is organized as follows. figw section provides an overview of
the transition of the Vietnamese economy from atreéip planned to a market-oriented
regime. After conceptualising vulnerability, Seatidc3 focuses on the link between
vulnerability and poverty or poverty traps. Theadaéts used are briefly described in Section
4. Section 5 discusses the econometric methododmgly the specifications estimated with
household panel data. The results are discussefBeation 6. The final section offers
concluding observations.

2. Economic Growth and Poverty Reduction in Vietnam

Vietnam recorded an impressive growth during th@0%9 and agriculture played a key
role in it. A reform programme in Vietnam, whichisli started in 1979 and continueds
Moi from 1986, marked the beginning of the transifimm a planned to a market econommy.
Decollectivisation of land, dismantling of barriets production and freeing up of the
agricultural terms of trade benefited a vast mgjoof the population —especially the rural
poor whose livelihoods were closely linked to setesice agriculturé.In fact, Vietnam
emerged as an early achiever in a majority of MR@ets-including halving of extreme
poverty (ESCAP, 2006).

High economic growth in the last decade was accoiepaby poverty reduction at the
national level. Vietnam reduced the poverty headtaoatio by 4% a year- on average much
higher than the average of 2% a year in other deugd countries in Asia during the period
1993-1998 (Balisacan, Pernia, and Estrada, 2008} Was partly due to the relatively
equitable redistribution of agricultural land amangal householdsas well as high levels of
education and standards of literacy and numeradghwvénabled them to respond to any
change taking place during the shift to a markehemy, such as the increased relative price
of rice and other agricultural products (Ravalleomd van de Walle, 2006, and Do and lyer,
2006). Table 1 shows that the national poverty fatdrom 58.1% in 1993 to 37.4% in 1998
and to 28.9% in 2002.° It also shows that by 1998ietnam had already achieved the
Millennium Development Goal of halving income payer

! On the periodisation of policy reforms in Vietnasee Pritchett (2003).

2 However, it should be noted that there was a giegtee of regional diversity in collectivisatidfor
example, the South was never collectivised in amgnf(see for example, Kees van Donge, 2003). We are
g;rateful to the editor for bringing this to oureattion.

Liberalisation of the land market influenced thad distribution. Using VLSS for 1993 and 1998, and
innovative methodology, Ravallion and van de W&i@06) show that after a market in land-use emerged
land was reallocated, attenuating the inefficien€yadministrative assignment of land use. Household
constrained by low land use increased their hoklamy efficient land use over this period.

“ Poverty rates used here are based on the intemahpoverty line which was devised by the Vietnsene
General Statistics Office (GSO) to reflect food exgiture for an intake of 2100 calories a day and
corresponding non-food expenditure. The basketowmidfand non-food items is determined by the
consumption patterns of the third quintile of hdwads in terms of per capita expenditure. The piyver
lines were VND 1.16 million per person per yeal @93, VND 1.79 million in 1998 and VND 1.92 million
in 2002. In the present study, we use the sammatienal poverty line and adjust it for 2004, lthea the
annual CPI. We have not used the poverty linesldped by the Ministry of Labour, Invalids and Sdcia
Affairs (MOLISA), which reflect the regional dispsrin rice consumption.
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(Table 1to beinserted)

Further, poverty rates remained much higher inlrar@as than in urban areas. Among
rural areas, poverty rates were high in high mdordeeas, with the headcount ratio being as
high as 55% in 2002 (see Appendix 2). More impdlyampoverty was concentrated among
ethnic minorities. 69% of ethnic minorities wereopoas against 23% of the Kinh and
Chinese. This is consistent with Baulch et al.80@2) findings, based on VLSS in 1998, that
() the Kinh and Hoa had substantially higher papita expenditure than ethnic minorities;
(ii) the Central Highland Minorities were left beldi during the growth process in the 1990s;
and (iii) the expenditure gap between majority amdority groups was reflected in lower
school enrolment rates, higher fertility and po@ecess to health services among the latter.

Recent anthropological and other related studiesl $arther light on the dynamics of
disparities among different ethnic groups or défarregions. For example, McElwee (2006),
focusing on the relationship between minority g®wnd Kinh in theAnnamite uplands,
reports that social and economic inequality wordedige to the unequal access to markets,
government services and political representatiaontt&nd Chuyen (2004), on the other hand,
demonstrate that regional disparities stemmed Bome regions’ limited access to resources,
information, and social infrastructure for entreperial and other development activities. In
an important variation, Fforde (1998) draws attmtio differences in capacities to work in a
process of adjustment of structure of householdiegs to changing circumstances. From a
broader methodological perspective, he questiomshibmogeneity assumption that underlies
some recent contributions (Fforde, 2005). If, fotample, attitudes towards risks and
insurance vary in different groups-as illustratgyd=forde (1998)- it is necessary to go beyond
physical and human capital endowments and markiirda to reduce vulnerability.
Specifically, more careful attention must be givercorrecting “community failures” (e.g. in
protecting the old, and orphans). While our analysidresses this concern by highlighting
the roles of ethnicity, commune-level charactarsstand other locational characteristics, after
controlling for measures of human and physicaltehpind composition of households, some
interpretational ambiguity remains.

The above overview of growth and poverty reductioiVietnam raises two questions.
First, what precisely is the relationship betweergsty and vulnerability? For example, if a
household’s income increases, is it less vulnerédbldownside shocks? Or, are vulnerable
households more likely to remain poor or more ke slip into poverty if non-poor?
Second, why did some sections of the populationeegpce more dramatic poverty
reductions than others? Does the difference inerahility offer any clues? These questions,
while in part addressed by anthropological literatio analyse poverty in Vietham, have not
been fully addressed in the economics literafline present study seeks to fill this gap.

3. Links between Vulnerability and Poverty

Vulnerability is a forward looking concept. Follavg Chaudhuri, Jalan and Suryahadi
(2002), vulnerability is defined as the probabilityat a household or an individual will be in
poverty in the future. Arex ante measure of vulnerability (or ‘Vulnerability as Eeqied
Poverty’ (VEP)) can be constructed from a crossisecof household data on living

® The national poverty rate further declined in 204t the extent of reduction varies accordingiffecent
assumptions or samples in VHLSS data. United Ng2605), for example, reported 24.1 % while ADB’s
(2006) estimate is 19.5%. Our estimate is 19.8%kwts closer to ADB's (see 2).
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standards. There are a few other measures thadiféeeent from but associated with the
above. For example, Kamanou and Morduch (2002)ndefulnerability as the difference
between the current level of poverty and expectekqy in the future using Foster, Greer
and Thorbecke’s (1984) class of poverty measurgmnLand Schecter (2003), on the other
hand, define vulnerability as the difference betw#e utility corresponding to consumption
at the poverty line and the expected (or time-semean) utility. This is aex-post concept.
We, however, rely on the ex-ante concept of vulpiéitp primarily because of data
constraints. But all measures of vulnerability aynamic in so far as they incorporate
directly or indirectly the effects of shocks on kebold welfare.

Three observations may be helpful. First, the ingtion of vulnerability on poverty
may be different according to how poverty is defingvhether it is measured in terms of
income or consumption or a non-monetary metric. (@gjght-for-age z scores for children
<5 years). The present analysis is confined to mswmption (used synonymously with
income) threshold of poverty. A household is coesd to be more vulnerable if its income
or consumption is more likely to be below the poyéhreshold in a future year. So a major
causal factor is seasonal or non-seasonal volatilitynabme/consumption flows.

Second, while there is overlap between vulnergb#ind poverty, these are distinct
concepts. Vulnerability differs from poverty due #tmy foreseeable or unforeseeable
consumption changes that occur over time. For el@naphousehold may be non-poor but
vulnerable because of a high risk of consumptioort&l.° One of the objectives of the
present study is to assess the extent of overldphenunderlying factors.

Third, our definition of vulnerability in terms athe probability of a household’s
consumption going below the poverty threshold i filture is subject to (a) the choice of a
threshold, and (b) the specification of ‘futureg., when is the next period for which the
prediction is applicable. As these difficulties nahbe easily overcome, we will address them
() through a sensitivity analysis involving threferent poverty thresholds, and (ii) by
examining the links between vulnerability and paoyen 2004. In fact, the present study is
the first of its kind as it examines empiricallyethinks between vulnerability and poverty
traps-or, whether vulnerability makes it hardertfe poor to escape povefty.

While income/consumption volatility underlies vutability, the resilience in mitigating
welfare losses depends on assets defined broaglyding human, physical and social
capital. A household with inadequate physical paficial asset or savings, for example, may
find it hard to overcome loss of income. This magnslate into lower nutritional intake and
rationing out of its members from the labour maif@dsgupta, 1997; Foster, 1995). Lack of
physical assets may also impede accumulation ditabte portfolios under risk and generate
poverty traps (Fred and Carter, 2003). Our analjfaiminates these linkagés.

4. Data

Most of the poverty assessments in Vietnam aredbageVietnam Living Standards
Surveys (VLSS) in 1992/3 and 1997/8, which covee800 and 6,000 households,
respectively. Of these, about 4,300 householdstitotesa panel data set. The surveys were
designed to collect detailed data on householdspuaities, and market prices. While VLSS
were widely recognised as high quality, they reegiimdditional surveys, called Multi-

® Without long panel data, it is not easy to decosepihe source of vulnerability into predictable aod-
predictable components. See Jacoby and Skoufi@8)1f@r the methodology of decomposition using
Eanel data.

See Barrientos’s (2006) comprehensive reviewisfifisue.
8 For an exposition of options in a dynamic contegbrporating uncertainty, see Scandizzo et al5200
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Purpose Household Surveys (MPHS), to provide essisnat provincial level due to the
relatively small sample size of VLSS. In 2002, VL&sd MPHS were merged into Vietham
Household Living Standards Survey (VHLSS) to caver larger sample of households with
some simplification of the questionnaires to mimenmeasurement errors. VHLSS is planned
to be carried out every two years until 2010.

VHLSS is supposed to have two modules: the coreumoihcludes topics which are
important and change rapidly over time, while tisgated module focuses on those that
change less often. However, VHLSS in 2002 contailg the core module. It covers a wide
range of data, including household composition @hdracteristics (e.g. education and
health), expenditures on food, non-food items, theand education, income by source (e.qg.
wage and salary, farm or non-farm production), eymplent and labor force participation,
housing, ownership of assets and durable goodsal lodrastructure and commune
characteristics. The sample size of VHLSS 20025900 households, of which 30,000
households were interviewed with all topics, an¢gd@8 with all topics except expenditure.
Only the former is used for the present study,wasfacus is on income/expenditure poverty.
Because of missing observations for some variathesjnal sample size is 28,806.

VHLSS in 2004 consists of the core module virtuadlgntical to the 2002 survey, and
the rotated module on agricultural activities ar@h4agricultural household business, and
borrowing and lending activities. The total numbémhouseholds is 45,000, of which 9,000
households were interviewed with all topics, ang086 households with all topics except
expenditure. We use only 9000 households interviewa all topics. Due to missing
observations, the final size is 6,473. Out of 4,8060seholds in 2002 that were re-interviewed
in 2004, a panel has been constructed compris@g7Ziouseholds (or 2,870 households in
case the full set of explanatory variables are Juednalyse poverty dynamics.

5. Analytical Framework and Methodology

As our data sets are cross-sectional for a relgtiaege sample of households but for
only two different years, rather than long pandbdave use the measure of ‘Vulnerability as
Expected Poverty’ (VEP), an ex ante measure prapbgeChaudhuri, Jalan and Suryahadi
(2002), who applied it to a large cross-sectiohaiseholds in Indones’a.

Vulnerability is simply defined as the probabilttyat a household will fall into poverty
in the future.

VEP, =V, =Prc, .,<2), ¢y

where vulnerability of household i at time\t, , is the probability that theth household’s
level of consumption at time t+1lc;,,, will be below the poverty line, z. One of the
limitations of this definition of vulnerability ighat it is sensitive to the choice of z.
Accordingly, in the present study, we define theepty line as (a) the international poverty
line defined by GSO (General Statistics Office), {B0% of (a), or (c) 80% of (a), in order to
check the sensitivity of results to the choice pbaerty threshold.

9 See an excellent summary by Hoddinott and Quisugnif2003a, b) of methodological issues in
measuring vulnerability. They contrast the ex amteasure (VEP) with ex post measures, such as
vulnerability as expected low utility (VEU) propakby Ligon and Schechter (2003), and vulnerabéiy
uninsured exposure to risk (VER), used by Towngé884). We use only the VEP measure because VEU
or VER can be only constructed only with long pasheta set where household response to shocks can be
identified.
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In a variant that allows for the degree of vulndrgito rise with time, vulnerability of
household h for n periods, denotedr{g for risk, is the probability of observing at leaste
spell of poverty for n periods, which, as shownolelis one minus the probability of no
episodes of poverty:

R;(n,2)=1-|1- (Prc: wi)<2)) .. L= (Prc; n)<2))- )

Following this definition and using(l) as an indicator equalling 1 if the condition isetr

and zero otherwise, an alternative measure of vaildy is that a household is vulnerable if
the risk in n periods is greater than a threshottability, p°.

Vi(p.n, z) = {Ry (n, 2)>p}. (3)

Neither (1) nor (3) takes into account other dinems of poverty (e.g. depth of
poverty). This limitation is easily overcome by réug equation (1) as:

VER =V, = ZS °ps [P(Ci,tﬂ ’Z): ZS °p, DI[Ci,Hl S Z] Eﬁ(z _Ci,t+l)/z]a , 1y

wherezS Spg is the sum of the probability of all possible 'stabf the world', s, in period

t+1, anda is the welfare weight attached to the gap betwherbenchmark and the welfare
measure (as in the Foster-Greer-Thorbecke clag®wérty measures (1984)). In principle,
this welfare weight could take values 0, 1, df 2ggregating across N househotds,

VEP = (N)Y" "> ®p.| [Ci,t+l < z].[(z ~C.1)/2] (4)

A vulnerability measure such as (4) has considerappealln Indonesia, for example,
the headcount index of poverty was low before iharfcial crisis but rose sharply in its
wake. This implies that a large proportion of thabeve the poverty line were vulnerable to
shocks. There are two risks in such a context. Heé theadcount index is low,
governments/donors might become complacent. If thegahocks are frequent and severe,
such complacency would be misplaced. Besides, afdharacteristics of those above the
poverty line but vulnerable to shocks differ frohose of the poor, targeting the latter may
miss a significant proportion of those whose livistgndards decline sharply when a shock
occurs.

Empirically, a variant of VEP is obtained by andhgrit to the procedure used in
Chaudhuri, Jalan and Suryahadi (2002). We willneste the following five models to
construct measures of VEP, and analyse the detamsirof poverty and vulnerability, and
poverty transition of households from 2002 to 2004.

Model (a): Consumption and Variance of the Disturbance Term
The consumption function is estimated as showmjuagon (5).
Inc, =X,8+e,, (5)

10 see, for example, Pritchett et al. (2000).

1 These three values of represent the headcount, depth of poverty andildisibnally sensitive
measures of poverty in the Foster-Greer-Thorbetdss of poverty indices. In the present study, e w
deal only with the case wheae=0.

2 In a related measure, Kamanou and Morduch (206f)e vulnerability as expected change in poverty,
as opposed to expected povepsr se. Specifically, they define vulnerability in a pdation as the
difference between the expected value of a poweegsure in the future and its current value.
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wherec, is per capita expenditure (i.e. food and non-foodsumption expenditure) for the
th household, X, represents a bundle of observable household clesisitis and other

determinants of consumption (e.g. age of househeltl, dependency burden, educational
attainments of household members, ethnic groupiomay dummies, access to market,
infrastructure)’, Bis a vector of coefficients of household charastis, ande is a mean-

zero disturbance term that captures idiosyncratioclks to per capita consumption. It is
assumed that the structure of the economy is velgtistable over time and, hendeature
consumption stems solely from the uncertainty altbatidiosyncratic shocks . It is also

assumed that the variance of the disturbance tepardis on:
02, =X,6. (6)

The estimates off and 8 are obtained using a three-step feasible genedalizast

squares (FGLS}® Using the estimateg? and 8, we can compute the expected log
consumption and the variance of log consumptioreémh household as follows.

EInC[X,1 = X Y
V[InC,|X,1=X,8 (8)
By assuminginc,as normally distributed, the estimated probapitiat a household
will be poor in the future (say, at time t+1) ivgn by:
Inz-X.(
i ©)
VX0

In equation (9), other things being equal, highgveeted log per capita consumption
and higher expected variance of the disturbance tewply lower vulnerability. This is aex
ante vulnerability measure that can be estimated withsg-sectional data. Note that this
expression also yields the probability of a housdlad timet becoming poor at+1 given the
distribution of consumption &t

VEP, =0, = I5r(|nci <Inz|Xi)=cD

A merit of this vulnerability measure is that ithcde estimated with cross-sectional
data. However, the measure correctly reflects asdoold’s vulnerability only if the
distribution of consumption across households, mitree household characteristics at time t,
represents time-series variation of household aopsion. Hence this measure requires a
large sample in which some households experiengeaa time and others suffer from
negative shocks. Also, the measure is unlikelyetitect unexpected large negative shocks
(e.g. Asian financial crisis), if we use the craegstion data for a normal year.

A number of extensions and related analyses areedaout to investigate the
determinants of poverty and VEP in 2002 and 2004, the relationship between VEP in
2002 and poverty transition during 2002 - 2004.

Model (b): Determinants of Poverty and VEP

As discussed in Section 3, vulnerability is closediated to but distinct from poverty.
Model (b) is meant to distinguish between the detieants of poverty and vulnerability.

'3 See Appendix 1for definitions of the variables aescriptive statistics.
14 See Chaudhuri, Jalan and Suryahadi (2002), anddifoti and Quisumbing (2003b) for technical
details.
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First, a probit model is used to estimate whetheowsehold’'s consumption per capita is
below the poverty line in 2002 or 2004, conditiormda vector of determinants of per capita
consumptionX; .

Pr(Y, =)=o(Xy) 10]

whereY, = 1if Inc <Inz andY, = Ootherwise’®> When VHLSS 2004 is used, we analyse
the association between vulnerability in 2002 amel probability of being poor in 2004 by
simply addingVIAEPi in 2002 as one of the arguments.

The value of VEP estimated by (5)-(9) is regresselido identify the determinants of
vulnerability, as opposed to poverty.

VER =Xu+¢, (11)

Model (c): Determinants of Poverty Transition from 2002 to 2004

Model (b) can be further extended by a multinortogit model to analayse the shift of
poverty status during 2002 - 2004. The key hypahes be tested are:

() whether the vulnerable poor in 2002 were more Yikiel be poor in 2004 (i.e.
whether vulnerability increased the probability ttha household would be
chronically poor or trapped into povett); and

(i) whether the vulnerable non-poor in 2002 were make to slip into poverty in
2004.

Algebraically,

(XgA +TVEP ;)

Pr(Y,=j)=— , 1= 0123, (12)

Z e(x” A+TVEP 19
k=0

whereY, represents 4 unordered categories of povertyitian.

Y, = those who were poor in both 2002 and 2004 ¢heonically poor)
Y,= those who were poor in 2002, but non-poor in2(QC. transitory poor)
Y ,= those who were non-poor in 2002, but poor in2@. transitory poor)

Y,=those who were non-poor in both 2002 and 20@4 &lways non-poor). This is the
reference case where we assume Matt, = . He@nce the results for, do not
appear in Table 4.

Following Greene (2000), we normalise equation (2¥ettingh, =1, = Oas:

e(x,A,nkvEP, )
3

1+ z e(Xi)\k-*TkVéFi)

k=1

Pr(Y,=j) =

,j=123. (13)

15 While equation (10) looks similar to (9), the f@ntdoes not captumx ante vulnerability as it does not
directly estimate consumption or the variance efdtsturbance term by; .
'8 Following Barrientos (2006), we will use chronioverty and poverty traps interchangeably.
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Pr(Y,=0)=— — L j=o0. (14)

1+ Z e(xp\knkvéa )

k=1

Probabilities for four different outcomes can bé¢aated from equations (13) and (14).
Equations (13) and (14) allow us to compute theddds ratio for category 3:
n| (i =3) =X A, +1,VEP. (15)
Pr(Y, =0)
Equation (15) suggests that the probability of tbe-poor falling into poverty, relative
to remaining non-poor, is lower if a componenf\qf(for a positive component ¥, ), or 1.,

is negative and significant. A positiig implies that non-poor households are more likely t
fall into poverty.

Insights into probabilities of escaping or remagniin poverty are obtained from
equation (16).

PrY, =2)|_y 12 % 1icr _2ue
|n{m}xi[7\z AJ+[T, -TIVER (16)

So depending on the right side value it is strdggistard to determine whether
vulnerability prevents the poor from escaping poxer

Model (d): Determinants of Poverty and Poverty Change at Commune Level

Finally, as an extension of Model (b), poverty gsaverty change are analysed at the
commune level, by aggregating the dependent anthejory variables for all households
within a commune.

Denoting a commune by v, we estimate the followmapels by OLS.

P, =X &+ YVEPy 1 + w,, (17)

whereP, = (1/N)>" " I[Ci,t+l sz], the poverty head count ratio in commune v in 2004is a
vector of average household characteristics or congrcharacteristics (e.g. infrastructure),

VEP, is vulnerability aggregated at the commune lenéd002, defined by equation (4), and
w, is an error term. Equation (17) is estimated by OLS.

6. Results

The results are given in Tables 2, 3, 4 and 5, wbarhespond to Models (a), (b), (c)
and (d), as described in the previous section.

Model (a): Consumption and Variance of the Disturbance Term

The results of the consumption function are givemable 2. The first four columns
show the regression results for equations (5) @havfiereby log of per capita consumption in
2002 and variance of the disturbance term are astuinby household characteristics and
other determinants. Two cases are shown, dependimgthe choice of household
characteristics i.e. the cases with and withoutisegi of household head’s age and share of
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female members, because of the (possible) nonrligeaf the relationship between log
consumption per capita and these variables. Thdtsefor 2004 are given in the last four
columns for these two cases. We will discuss aciele of the results.

(Table 2to be inserted)

The first set of results in Table 2 show that houkEhwith older heads had higher per
capita consumption in 2002, as suggested by théiyeand significant coefficient of age of
household head. However, it ceased to be signifita2004. The negative and statistically
significant coefficient of share of female membier2002 implies that larger share of female
members tended to decrease household consumpt@®0x Somewhat surprisingly, it was
positive in 2004, which may imply greater econorojgportunities for female household
members. Second, we include the squares of hea#'saad share of female members to
check the non-linearity. In 2002 (the third and rtbucolumns), the coefficient of age of
household head was negative and of its square estve and highly significant, confirming
the non-linearity. The coefficient of share of femmahembers was negative and significant
and of its square was positive and highly significa’he pattern of the results remains the
same in 2004 (the sixth and the seventh columnser&he nonlinearity for these variables,
we will use the case with squares of head’'s ageshiade of female members to calculate
vulnerability measures.

The coefficient of dependency burden was negatiekhaghly significant in both 2002
and 2004, implying that a household with many algg@ung members tended to have lower
log consumption per capita. Other factors beingagcu household with a married head had
lower consumption in 2002 but higher consumption in 200#& not obvious why the effect
is reversed over a short period. With illiterateudeholds as the base case, all the dummy
variables on educational attainment of householdnbs#s had positive and statistically
significant coefficients. The coefficient gets larger higher levels of education, which
implies that consumption tends to increase as theséhold head’s educational attainment
rises. There is a non-linear relationship betwead End expenditure in both 2002 and 2004.

The results on ethnicity and regional dummies pdmtdisparity in per capita
consumption among different ethnic groups and gaiical regions. For example, the
Kinh and Khmer have higher consumption, impliedtbg relatively large and significant
coefficients of the dummies. Households in high ntains are likely to have lower per capita
consumption. Easier access to power supply or memreetan important determinant of
household consumption.

As implied by equation (9), the higher theiraated value of variance of the
disturbance term, other things being equal, thestoilw VEP. For example, the positive and
statistically significant coefficient estimate dodnld area is consistent with the fact that
households with larger land tended to have lowelPWE2002.

Model (b): Determinants of Poverty and VEP

We first contrast the determinants of poverty amtherability in 2002, as shown in
Table 3. Three different poverty lines, 100%, 12@%d 80% of the international poverty line

Why exactly ethnicity/community matters is not selident. Whether in fact behavioural responses
differ because of differences in attitudes towaislss and insurance-as emphasised by Fforde (T088%)
and others- can only be ascertained through a detadled investigation that is beyond the scopéhef
present study.
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defined by GSO, are used for measurement of powTttlyvulnerability. The coefficients of
the probit model are replaced by marginal effe@tse signs of the coefficients and their
significance are similar in both cases. For examgdieication, land, belonging to the Kinh or
Khmer, not living in mountain areas, or having access totdtsty or markets tend to reduce
not only poverty but also vulnerability. A housedhalith older head is more likely to be poor
and vulnerable regardless of the poverty threskblasen, but with highly significant non-
linear effects. The coefficient of ‘Married’ is ptise and significant for VEP (for 100% and
80%) but not for poverty, suggesting that havingsmouse increases vulnerability but
decreases poverty. This is an intriguing result.

(Table 3to beinserted)

In the last three columns of Table 3, we test wiethulnerability in 2002 influenced
poverty status in 2004, using the panel data. Ridgss of the poverty threshold used,
vulnerability translates into significantly highpoverty. The coefficients (or the marginal
effects) of vulnerability are 0.074 in the case reh®00% of the poverty line is applied, 0.108
in the case of 120% of the poverty line, and 0.084he case of 80% of the poverty line.
These results imply that a 1 % increase ofehante probability of becoming poor tends to
increase thex post probability of becoming poor by 0.034% to 0.108%wever, it should
be noted that these coefficients as well as thealneg are sensitive to the choice of
explanatory variables.

We have tried two ‘minimalist’ or parsimonious sfligations: (i) one includes
expected vulnerability measure in 2002, educatiati@inments, ethnic groups, geographical
regions and rural areas as explanatory variabled; (@) another in which educational
attainment is omitted. In these cases, the coeffi@stimates of vulnerability are much larger
and more significant. In case (i), the coefficiestimates (z values in brackets) are 0.132
(5.04) for 100% of the poverty line, 0.172 (7.48) 120%, and 0.054 (2.65) for 80%, while
in case (ii), the corresponding values are 0.21228for 100%, 0.257 (11.98) for 120%, and
0.092 (4.11) for 80% of the poverty line. These Mssueinforce the conclusion that
vulnerability in 2002 significantly influenced pave status in 2004.

Model (c): Determinants of Poverty Transition from 2002 to 2004

Table 4 reports the results of multinomial logit ratsdfor analyzing poverty transitions
during 2002-04. Note that the base case is theyoateof households which are chronically
non-poor, that is, always non-poor (in both 2008 2004). Hence, the coefficient estimates
of category (3), the last columns of Cases (a),affd (c) —the non-poor households that
slipped into poverty- are of interest. Three cagere tried: Case (a) where the expected VEP
in 2002, used as one of the explanatory variaiddsased on 100% of the poverty line; Case
(b) where VEP for 120% of the poverty line is usaald Case (c) where VEP is based on 80%
of the poverty line. The VEP measure has a posithe sagnificant coefficient at the 10%
level in Case (b) (using 120% VEP), implying tha¢ timore vulnerable non-poor are more
likely to slip into poverty, consistent with thecemd hypothesis in the last section. In Case (c)
(using 80% VEP), the coefficient of vulnerability pgsitive but not significant. In Case (a)
(using 100% VEP), it is not significant. The othesults for category (3) identify the factors
that prevent the non-poor from slipping into poyerThese include lower dependency
burden, higher education, larger land area, anahigéig to the Kinh.
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(Table 4 to beinserted)

The difference between coefficients of vulnerability categories (2) and (1) reflects
whether the poor stay poor or escape poverty. Simeeoefficient for (2) is smaller than for
(1), the vulnerable poor are more likely to stapmp@onsistent with the first hypothesis in the
last section. Other factors that help the poor awee poverty in the next period include
lower dependency burden, education (at the levelppler secondary school or higher levels
of education), larger land, and belonging to thetKi

We have tried alternative cases (i.e. ‘minimaligpecifications), as sketched above.
Two specifications are considered: (i) one includdsication, ethnic groups, geographical
regions and rural areas, and (ii) another in wiadbcation is omitted, to focus better on the
role of vulnerability. The results are shown at twtom of Table 4. In the first case with
education, we find positive and significant coaffit estimates of category (3) (non poor
—poor) in Case (b) (120% VEP is used), and Case8(o(VEP is used), implying that the
vulnerable non- poor in 2002 are more likely td fato poverty in 2004 (than those neither
vulnerable nor poor), consistent with the seconghofiyesis. We find a positive and
significant coefficient for all the cases in thestlaow where variables on education are
omitted. The previous finding that the vulnerabl®mpare more likely to stay poor (the first
hypothesis) is corroborated by the larger diffeeebetween the coefficients of vulnerability
for categories (1) and (2) and larger z valuesbimth categories. The coefficients of other
variables show a similar patteth.

The Hausman tests for the independence of irrelealtarhatives support the hypothesis
that omitting one of the categories will not chanige coefficient estimates systematically in
any of the three cases. This corroborates the usrilbinomial logit models.

Model (d): Determinants of Poverty and Poverty Change at Commune Level

To supplement the household-level analyses, we @arrycommune-level regressions.
The results are given in Table 5. Regardless of dventy threshold, higher vulnerability at
the commune level in 2002 translates into higherepy in 2004. Other factors influencing
poverty in 2004 include land area, educationaliratiant, and dependency burden. These
results are similar to those identified on the $asihousehold data.

(Table5to beinserted)

Decomposition of Poverty and Vulnerability by Ethnicity, Geographical Area and Education

In Appendix 2, we decompose poverty and vulnergbii 2002 and 2004, respectively,
by ethnicity, geographical area, educational att@nt of household members, age of
household head, market access and infrastructetect8d cross- tabulations are constructed
for some of these groups. Key results in Appendate graphically shown in Figures 1-1, 1-
2,2-1,2-2,3-1, 3-2, 4-1, 4-2, 5-1 and 5.2, based00 % of the poverty line.

(Figures1-1, 1-2, 2-1, 2-2, 3-1, 3-2, 4-1, 4-2, 5-1 and 5.2 to be inserted)

8Detailed results will be furnished on request.
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Two comments on these figures are in order. Ractl) poverty and vulnerability vary
a great deal across these groups. In general,up gvih a relatively high poverty rate tends
to have much higher VEP while low poverty rates associated with considerably lower
VEP, as illustrated by Figures 1-1 and 1-2 ondideomposition by ethnic group. In 2002, the
Kinh had a relatively low poverty rate of 0.23 andch lower VEP of 0.06, while the Muong
had a high poverty rate of 0.71 and higher VEP 0I8%& same pattern is observed in the
decomposition by geographical region in Figures &hdl 2-2. However, there are also some
groups whose VEPs were relatively low compared @&rtphoverty rates. For example, the
poverty rate (for 100% of the poverty threshold)tioé Muong in 2004 was 0.52, but the
average VEP was 0.48. By contrast, the poverty fatether ethnic groups, mainly ethnic
minority groups, was 0.53, almost the same as therld’s, but its VEP of 0.58 was much
higher (see Figure 1-%)

Second, the national poverty rate masks the diyeasiross different ethnic groups and
geographic regions. For example, while some etlgnizips experienced dramatic poverty
reduction in 2002-2004, a few ethnic groups (ehg. Hmomg, the Thai, and other groups)
remained not only poor but also vulnerable (Figurelsand 1-2). Figures 2-1 and 2-2 show
that those living in high mountains also continuede poor and vulnerable. Among them,
the households with heads who are younger or pesdgwimary school education are more
vulnerable (see Figures 1-2 and the cross-tabukaab the bottom of Appendix 2).

Households with some education reduced their ppward vulnerability in 2002-2004,
as shown in Figures 3-1 and 3-2, but the rate okpy reduction varied across different
categories. In 2002, households with primary scrembication had a poverty rate of 0.38
while those with upper secondary school recordesteaof 0.16. In 2004, the former recorded
a small reduction (i.e. from 0.38 to 0.30), as cared to the latter who nearly halved their
poverty (i.e. from 0.16 to 0.08).

Figures 4-1 and 4-2 compare poverty and vulnetgbily age of household head in
2002 and 2004. The poorest as well as the most rableegroup is that with household heads
younger than 30 years old. Households with headisrdhan 30 years but less than 60 years
are less vulnerable and poor.

Both Figure 5-1 and Figure 5-2 show that marketeascdramatically reduces
vulnerability, but not necessarily poverty. In 20@R2e poverty rate was slightly higher for
those with market access than for those withouis Thplies that households can mitigate
consumption vulnerability through market transawsiolf consumption volatility is caused by
income volatility, this result also suggests thatrket access reduces income volatility but
does not necessarily raise mean income or consampiihat is, those without access to
markets are more vulnerable to shocks. Figuresafdl4-2 and the results at the bottom of
Appendix 2 show that vulnerability of householdgheut market access further increases if
household heads are young or the educational téveusehold members is low.

7. Concluding Observations
Some observations are made from a broad policyppetive.

While there is a close correspondence between powerd vulnerability, these are
distinct concepts. In fact, there is a case foraader focus in anti-poverty interventions in
Vietnam, as the vulnerable poor are more likelgtiy poor and the vulnerable non-poor are
more likely to slip into poverty. Although Vietnamitnessed a dramatic reduction in poverty

' Here again it may be more persuasive to view tfierdnces from a broader perspective that alloss f
cultural diversity in responses to shocks.
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with accelerated growth, the broad ethnic and apawntours of poverty have remained
largely unchanged. Some ethnic minorities and thieggg in mountainous regions continue
to remain in abject poverty in striking contrastiie Kinh and the Khmer. While acuteness of
deprivation is in part attributable to householdretteristics, lack of assets and access to
infrastructure, the temptation to simplify must fesisted. Indeed, some of the ethnic and
regional disparity is arguably a manifestation aitwral diversity in attitudes towards risk and
insurance, as noted in the anthropological liteeatin poverty and vulnerability in Vietnam.

Our analysis of poverty dynamics and the role thamerability plays in the evolution
of poverty are of special interest. The main findingre that, (i) in general, higher
vulnerability translates into poverty over timej) (vulnerability of the poor tends to
perpetuate their poverty or to generate povertystrdii) while some manage to overcome
their poverty despite being vulnerable, their pexdp of doing so are less likely than of
remaining in poverty; and (iv) vulnerability of tim@n-poor propels them into poverty.

While there is overlap between the determinantpmferty and vulnerability, three
observations are pertinent. (i) Landlessness, @tiiniand lack of education are associated
with greater proneness to both poverty and vulnkigbas also infrastructure. (ii) However,
these associations vary a great deal. Some ofthimecegroups and locations (e.g. the Tay,
Thai, among the ethnic groups, and Inland Delta,ragribe different locations), for example,
are not prone to poverty but vulnerable. (iii) $t plausible that, in the context of rapid
integration of Vietnam in the global economy, amdtér infrastructural support, both poverty
and vulnerability are likely to decline. Howevermegter attention must be given to other
sources of vulnerability and design of social safegts (including insurance) to mitigate the
effects of various aggregate and idiosyncratic kbdo the vulnerable, through diversification
of income sources, expansion of human capital easier access to land.

In conclusion, for poverty reduction to be durabbdgcelerated growth must be
combined with lower volatility of income, and greatresilience of segments of the
population belonging to deprived ethnic groups andiving in remote mountainous regions
against a wide array of shocks.

References

ADB (Asia Development Bank) (2006) Strategy andgPamme Assessment- Vie: Poverty
Assessment.  February 2006, Retrieved April 11, 200ifom
http://www.adb.org/Documents/Reports/Poverty-Asses#/poverty-assessment-
vie.pdf

Barrientos, A. (2006) Does Vulnerability Create Eay Traps?, A Draft, Institute of
Development Studies, University of Sussex.

Barrientos, A., Hulme, D., and Shepherd, A. (2008 Social Protection Tackle Chronic
Poverty?The European Journal of Development Research, Vol.17, No.1, march
2005, pp.8-23.

Balisacan, A. M., Pernia, E. M., and Estrada, G. E2B03) Economic Growth and Poverty
Reduction in Viet Nam in Poverty, Growth, and Ihgibns in Developing Asia.
E. M. Pernia and A. B. Deolalikar (eds.) (BasingstdRalgrave Macmillan).

Baulch, B., Haughton, D., Haughton, J. and ChuyEn,T. K. (2002) Ethnic Minority
Development in Vietham: A Socioeconomic Perspectéorld Bank Policy
ResearchWorking Paper No. 2836, The World Bank.

151



Baulch, B. and Hoddinott, J. (2000) Economic Mdpiand Poverty Dynamics in Developing
Countries.Journal of Development Sudies, 36(5), pp.1-24.

Chaudhuri, S., Jalan, J. and Suryahadi, A. (20023easing Household Vulnerability to
Poverty from Cross-Sectional Data: A Methodologyd aistimates from
Indonesia. Discussion Paper, Columbia University.

Dasgupta, P. (1997) Nutritional Status, the CapaoitWork, and Poverty Trapslournal of
Econometrics, 77 (1), pp. 5-37.

Dercon, S. (2005) Risk, Insurance and Poverty iDé&con (ed.) Insurance Against Poverty
(Oxford: Oxford University Press).

Do, Quy-Toan and lyer, L. (2006) Land Titling and &ufFransition in Vietnam, Draft.

Dollar, D. and Litvack, J. I. (1998) Macroecononfkeform and Poverty Reduction in
Vietnam, in Household Welfare and Vietnam's Traasitn D. Dollar, P. Glewwe
and J. I. Litvack (eds.) World Bank Regional andt8ed Studies, (Washington,
D.C.: World Bank).

ESCAP (2006) The Millennium Development Goals: Pregrim Asia and the Pacific 2006,
Retrieved April 15, 2007 fromhttp://www.adb.org/Media/Articles/2006/10790-
regional-MDGs/MDG-report.pdf

Fforde, A. (1998) Vulnerable Groups in Rural VigmaSituation and Policy Response. A
Report based upon the Sample survey. A Draft, &eatd May 22, 2007 from
http://www.aduki.com.au/Vulnerable%20Groups.pdf

Fforde, A. (2005) Persuasion: Reflections on ecdosmdata, and the 'homogeneity
assumption'Journal of Economic Methodology, 12(1), pp. 63-91.

Foster, A. (1995) Household Savings and Human Inwveist Behaviour in Development,
Nutrition and Health Investmenthe American Economic Review, 85(2), pp. 148-
152.

Foster, J. E., Greer, J. and ,Thorbecke, E. (198€)a&s of Decomposable Poverty Indices.
Econometrica 52(3), pp. 761-766.

Fred, Z. and Carter, M. (2003) Asset Smoothing, Sbomption Smoothing and the
Reproduction of Inequality under Risk and Subsiste@onstraintsJournal of
Devel opment Economics , 71(2): pp.233-260.

Gaiha, R. and Deolalikar, A. (1993) Persistent, Expe and Innate Poverty: Estimates for
Semi Arid Rural India, 1974-1984. Cambridge JournélEconomics, 17(4),
pp.409-421.

Gaiha, R. and Imai, K. (2002) Rural Public Worksl &voverty Alleviation -The Case of the
Employment Guarantee Scheme in Maharashttarnational Review of Applied
Economics, 16(2), pp.131-151.

Gaiha, R. and Imai, K. (2004) Vulnerability, Petsige of Poverty and Shocks-Estimates for
Semi-Arid Rural IndiaOxford Development Studies, 32(2), pp.261-281.

Gaiha, R. and Imai, K. (2006) Vulnerability and Bdy in Rural India. Draft presented at
13th International Conference on Panel Data, av&fsity of Cambridge, UK, 7-9
July 2006.

Gaiha, R. and Thapa, G. (2006) Growth, Equity andeRg\Reduction in Vietnam—Prospects
and Challenges, Draft, Rome: Asia and Pacific Davis the IFAD, December
2006.

152



Greene, W. (2000) Econometric Analysis, Fourthigdi{New Jersey: Prentice-Hall, Inc.).

Hoddinott, J., and Quisumbing, A. (2003a) Data Sesirfor Microeconometric Risk and
Vulnerability Assessments. Social Protection Distus Paper Series N0.0323,
The World Bank.

Hoddinott, J., and Quisumbing, A. (2003b) Methods Microeconometric Risk and
Vulnerability Assessments. Social Protection Disous Paper Series N0.0324,
The World Bank.

Jacoby, H., and Skoufias, E. (1998). Testing TheookLonsumption Behavior Using
Information on Aggregate Shocks. Americdournal of Agricultural Economics,
vol. 80, pp.1-14.

Jalan, J., and Ravallion, M. (2005). Household neoDynamics in Rural China. in S.
Dercon (ed.)nsurance Against Poverty (Oxford: Oxford University Press).

Kamanou, G. and Morduch, J. (2002) Measuring Vahgity to Poverty. UNU- WIDER
Discussion Paper, No. 2002/58.

Kees van Donge, W.J. (2003). Aid in a rapidly grayveconomy: Vietnam in the 1990s. in
H. White and G. Dijkstra (eds.Programme Aid and Development: Beyond
Conditionality (London: Routledge).

Kurosaki, T. (2007) Targeting the Vulnerable and @ieoice of Vulnerability Measures:
Review and Application to Pakistan. Mimeo, Hitotagbi University, March
2007, Retrieved May 27, 2007 from http://www.ier.hit-
u.ac.jp/~kurosaki/vuln0703.pdf

Ligon, E. (2005) Targeting and Informal InsuranoceS. Dercon (ed.)nsurance Against
Poverty, (Oxford: Oxford University Press).

Ligon, E and Schechter, L. (2003) Measuring Vulbéity. The Economic Journal,
113(486), C95-C102

McElwee, P. (2006) Blood Relatives or Uneasy Neigh®p Kinh - Ethnic Minority
Interactions in the Annamite Mountains. A Draft $&eted at the Conference
‘Vietnam Update 2006’ at Research School of Padiic Asian Studies, the
Australian National University.

Pritchett, L. (2003) A Toy Collection, A Socialista® and A Democratic Dud? Growth
Theory, Vietham and the Philippines, in D. Rodrikl.jdn Search of Prosperity,
(Princeton: Princeton University Press).

Pritchett, L., Suryahadi, A. and Sumarto, S. (20QLntifying Vulnerability to Poverty: A
Proposed Measure Applied to Indonesia. Draft.

Que, T. T. (1998) Economic Reforms and Their ImpactAgnicultural Development in
Vietnam.ASEAN Economic Bulletin, 15(1), pp.30-46.

Ravallion, M. and van de Walle, D. (2006) Land Reedkions in an Agrarian Transition. The
Economic Journal, 116, pp. 924-942.

Ravallion, M., van de Walle, D. and Gautam, M. (BpP%esting a Social Safety N&burnal
of Public Economics, 57(2), pp.175-199.

Scandizzo, P., Gaiha, R. and Imai, K. (2005) Opfitalues, Switches and Wages - An
Analysis of the Employment Guarantee Scheme in Iridipaper presented at the
Conference on Social Protection for Chronic Povénstitute for Development
Policy and Management, University of Manchestehrkary 2005.

15¢



Scott, S. and Chuyen, T. T. K. (2004) Behind the nenstb Social mobility, regional
disparities and new trajectories of developmenunal Vietnam. in Philip Taylor
(ed.), Social Inequality in Vietnam: Challengesteform . Singapore : Institute of
Southeast Asian Studies (ISEAS), pp. 90-122.

Townsend, M.R. (1994) Risk and Insurance in Villdggia. Econometrica, 62 (3), pp. 539-
591.

United Nations (2005) The Millennium Development Goand Viet Nam Socio-Economic
Development Plan 2006-2010 (Hanoi: United Nations).

World Bank (2004 )Vietnam Development Report 2004: Poverty (Hanoi: World Bank).

154



Table 1 Changes of Poverty Headcount Ratios in Viet

nam (%)

1993 1998 2002
Poverty rate 58.1 37.4 28.9
Urban 25.1 9.2 6.6
Rural 66.4 455 35.6
Kinh and Chinese 53.9 31.1 23.1
Ethnic minorities 86.4 75.2 69.3
US$1 per day (PPP) 39.9 16.4 13.6
US$2 per day (PPP) 80.5 65.4 58.2

Source: World Bank (2004) *1 Based on the international poverty line set by General Statistics Office.

Table 2 Estimates of VEP (Vulnerability as Expected

Poverty)

2002

Without squares of Age &
Share of female members

With squares

of Age &

Share of female members

2004

Without squares of Age &
Share of female members

With squares of Age &
Share of female members

log(Consumption) Variance log(Consumption) Variance log(Consumption)  Variance log(Consumption)  Variance
Coef. Coef. Coef. Coef. Coef. Coef. Coef. Coef.
Robust t Robust t Robust t Robust t
Robust t stat stat Robust t stat stat Robust t stat stat Robust t stat stat
Age of Household
Head 0.00097 0.005 -0.014 -0.018 0.0003 0.007 -0.019 -0.005
(4.50)** (4.67)** (9.75)** (2.80)** (0.72) (3.04)** (6.04)** (0.32)
(Age of Household
Head)2 - - 0.000 0.000 - - 0.000 0.000
(10.74)** (3.71)* (6.34)* (0.76)
Share of Female
Members -0.037 0.039 -0.716 -1.591 0.054 0.036 -0.365 -0.900
(2.44)* -0.57 (A1.77)* (6.21)** (1.67)t (0.22) (2.69)** (1.32)
(Share of Female
Members)2 - - 0.659 1.507 - - 0.384 0.856
(11.74)* (6.38)** (3.15)* (1.43)
Dependency
Burden -0.411 0.023 -0.471 -0.08 -0.388 0.344 -0.465 0.194
(32.30)** (0.41) (34.58)** (1.30) (15.58)** (2.97)** (16.81)** (1.44)
Married -0.059 -0.205 -0.004 -0.111 0.0342 -0.0602 0.061 0.024
(6.79)* (5.33)** (0.42) (2.74)** (2.93)t (0.73) (3.38)* (0.27)
Primary 0.053 -0.089 0.08 0.014 0.067 -0.039 0.089 -0.079
(5.15)* (2.80)t (7.87)* (0.27) (3.08)** (0.35) (4.06)** (0.72)
Lower Secondary 0.11 -0.081 0.143 0.029 0.118 0.07 0.146 0.014
(10.81)** (2.65)t (14.15)* (0.58) (5.38)** (0.65) (6.65)** (0.13)
Upper Secondary 0.277 0.033 0.31 0.122 0.287 0.163 0.317 0.143
(24.10)** (0.61) (27.12)* (2.15)* (12.07)** (1.40) (13.25)** (1.27)
Technical School 0.448 -0.069 0.48 0.057 - - - -
(33.05)** (1.09) (35.61)** (0.90) - - - -
Higher Education 0.703 0.073 0.736 0.178 0.618 0.258 0.649 0.184
(45.98)** (1.08) (48.26)** (2.55)* (17.24)* (1.57) (18.01)** (1.10)
Land 4.988 3.943 5.465 3.83 5.609 0.85 5.88 2.118
(12.45)* (3.36)** (13.37)* (3.12)** (8.66)** (0.28) (9.07)* (0.73)
Land? -12.491 -0.603 -14.482 -0.002 -16.456 -0.735 -17.071 -2.403
(4.08)** (0.35) (4.55)* (0.00) (7.32)** (0.06) (7.38)** (0.22)
Kinh 0.209 -0.131 0.213 -0.162 0.294 0.138 0.283 0.122
(12.07)** (1.55) (12.56)** (1.94)t (8.72)** (0.84) (8.41)* (0.77)
Tay 0.012 -0.229 0.012 -0.291 0.081 -0.149 0.072 -0.285
(0.62) (2.33)* (0.63) (2.91)* (2.17)* (0.77) (2.92) (1.45)
Thai 0.026 -0.289 0.029 -0.311 -0.022 0.001 -0.034 -0.002
(1.12) (2.39)* (2.31) (2.52)* (0.51) (0.00) (0.80) (0.01)
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Khmer 0.202 -0.068 0.214 -0.093 0.243 0.634 0.24 0.494
(5.99)** (0.43) (6.51)* (0.58) (3.58)** (2.34)* (3.50)** (1.76)
Muong -0.09 -0.245 -0.084 -0.322 -0.033 -0.083 -0.049 -0.188
(3.88)** (2.02)* (3.66)** (2.49)* (0.71) (0.35) (1.06) (0.78)
Nung 0.149 -0.539 0.152 -0.51 0.073 -0.258 0.069 -0.318
(5.36)** (3.08)** (5.57)* (3.08)** (1.44) (0.93) (1.36) (1.11)
Hmong -0.017 -0.409 0 -0.348 -0.089 -0.198 -0.104 -0.412
(0.62) (2.83)** (0.02) (2.35)* (2.90)t (0.79) (2.21)* (1.52)
Buddhism 0.007 -0.026 0.006 -0.022 0.029 -0.073 0.028 -0.056
(1.07) (0.89) (1.01) (0.75) (2.36)* (1.20) (2.32)* (0.93)

Inland Delta -0.009 -0.079 -0.014 -0.092 0.031 -0.105 0.026 -0.13
(0.83) (1.61) (1.35) (1.86)t (1.37) (0.94) (1.17) (1.20)
Hills -0.057 -0.101 -0.061 -0.101 0.08 0.133 0.074 0.109
(3.95)* (1.51) (4.26)* (1.53) (2.59)** (0.88) (2.43)* (0.74)
Low Mountains -0.144 -0.218 -0.15 -0.21 -0.009 0.055 -0.016 0.031
(11.57)* (3.68)** (12.17)* (3.57)** (0.35) (0.43) (0.62) (0.25)
High Mountains -0.225 -0.116 -0.229 -0.114 -0.046 0.158 -0.051 0.184
(15.39)** (2.70)t (15.70)** (1.65) (1.54) (1.08) (2.70)t (1.31)
Rural -0.567 -0.442 -0.566 -0.433 0.008 -0.005 0.008 -0.018
(65.64)** (11.47)* (65.91)** (11.28)** (0.77) (0.09) (0.75) (0.32)

Electricity 0.093 -0.012 0.093 0.023 0.144 0.2 0.14 0.267
(7.30)** (0.18) (7.40)* (0.35) (4.04)** (1.05) (3.87)** (1.30)

Access to the

Market 0.093 0.112 0.093 0.117 0.027 -0.006 0.025 0.001
(15.43)** (3.64)** (15.64)** (3.82)** (2.29)* (0.11) (2.15)* (0.01)
Constant 8.096 -2.376 8.536 -1.617 7.455 -3.699 8.011 -3.214
(273.09) (17.24) (187.22) (7.65) (111.48) (11.42) (75.60) (6.53)

Observations 28806 28806 28806 28806 6473 6473 6473 6473

R-squared 0.43 0.01 0.44 0.01 0.24 0.01 0.25 0.01

) o F(28, F(25, F(27,
Joint Significance F(26,28779)= F(26,28779)= F(28, 28777)= 28777)= F(25, 6447)= 6447)= F(27, 6445)= 6445)=

874.65*

15.83*

836.38**

15.98*

85.49*

2.08*

85.49**

2.08*

Robust t statistics in parentheses

T significant at 10%; * significant at 5%; ** significant at 1%
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Table 3 Determinants of Poverty and Vulnerability i

n 2002 and 2004

2002 2004
Whether Whether Whether Whether Whether Whether
Poor : Poor : Poor : Poor : Poor : Poor :
Poverty Line  Poverty Line Poverty VEP Poverty Line  Poverty Line Poverty
100% 120% Line 80% 100% VEP 120% VEP 80% 100% 120% Line 80%
Probit Probit Probit oLS OLS oLS Probit Probit Pro  bit
(dF/dx) (dF/dx) (dF/dx) Coef. Coef. Coef. (dF/dx) (dF/dx) (dF/dx)
Robust t Robust t Robust t Robust t Robust t
(Robust t stat) (Robust t stat) ( gtali)s ( gtali)s ( gtal:f ( gtal:f (Robust t stat) (Robust t stat) ( gtal:f
Vulnerability in
2002 - - - - - - 0.074 0.108 0.034
(2.65)** (4.16)** (1.69)t
Age of Household
Head 0.006 0.01 0.002 0.009 0.015 0.003 0.017 0.017 0.005
(4.81)* (5.99)** 2.79)t (17.43)** (20.08)** (8.51)* (3.87)* (3.20)** (2.03)*
(Age of Household
Head)2 -0.00007 -0.00010 -0.00002 -0.00008 -0.00020  -0.00003 -0.00020 -0.00020 -0.00005
(5.86)** (7.03)** (2.79)** (17.54)* (23.57)** (9.92)** (4.09)** (3.23)** (2.04)*
Share of female
members 0.402 0.549 0.198 0.35 0.721 0.186 0.432 0.517 -0.071
(7.50)** (8.54)** (5.61)** (17.38)** (25.62)**  (14.74)* (2.26)* (2.25)* (0.63)
(Share of female
members)2 -0.349 -0.489 -0.164 -0.315 -0.652 -0.178 -0.412 -0.53 0.025
(7.13)** (8.32)** (5.14)** (16.85)** (25.36)**  (15.65)** (2.45)* (2.63)** (0.25)
Dependency
Burden 0.323 0.397 0.165 0.306 0.636 0.089 0.308 0.306 0.131
(26.19)** (26.23)** (20.61)** (54.21)* (93.41)*  (26.06)** (8.26)** (6.34)** (5.96)**
Married -0.015 -0.016 -0.014 0.012 0.003 0.005 -0.058 -0.056 -0.021
(1.81)t (1.58) (2.49)* (3.94)* (0.61) (2.86)** (2.11)* 1.74)t (1.20)
Primary -0.047 -0.048 -0.027 -0.129 -0.123 -0.064 -0.039 -0.056 -0.03
(5.51)* (4.26)** (5.38)** (26.54)* (23.00)**  (17.29)** (1.38) (1.54) (2.03)*
Lower Secondary
School -0.08 -0.085 -0.054 -0.196 -0.254 -0.093 -0.076 -0.101 -0.051
(9.40)** (7.67)* (10.71)* (41.30)* (48.07)*  (26.13)** (2.70)** (2.82)* (3.30)**
Upper Secondary
School -0.157 -0.211 -0.085 -0.238 -0.436 -0.103 -0.172 -0.213 -0.082
(18.13)** (18.23)* (16.69)** (48.82)* (76.75)*  (27.89)** (6.16)** (5.72)* (5.33)**
Technical School -0.213 -0.316 -0.101 -0.281 -0.475 -0.118 - - -
(22.91)** (25.07)* (17.54)* (46.49)** (68.96)**  (27.73)** - - -
Higher Education -0.237 -0.373 -0.107 -0.215 -0.379 -0.092 -0.215 -0.354 -0.081
(18.46)** (24.05)* (12.86)** (36.11)* (48.72)**  (23.67)** (5.46)** (7.07)* (3.94)*
Land -3.028 -3.912 -1.464 -2.98 -4.903 -1.96 -6.684 -8.248 -2.601
(10.49)** (11.49)* (7.73)** (23.54)* (21.59)**  (19.11)* (5.23)** (5.05)** (3.06)**
Land® 4.124 5.063 2.172 4.584 7.444 3.31 46.604 46.453 15.916
(5.21)** (5.40)** (4.68)** (12.60)** (5.96)** (20.17)** (3.45)** (2.65)** (1.53)
Kinh -0.165 -0.181 -0.105 -0.438 -0.206 -0.376 -0.206 -0.23 -0.097
(9.50)** (8.36)** (9.62)** (44.31)* (23.38)**  (33.97)** (4.47)* (4.34)* (3.44)*
Tay 0.009 0.033 -0.003 -0.096 0.025 -0.178 -0.09 -0.103 -0.032
(0.51) (1.31) (0.28) (7.90)** (2.46)* (12.93)** (2.17)* 1.71)t (1.48)
Thai -0.028 0.011 -0.018 -0.094 -0.041 -0.115 0.027 0.062 -0.015
(1.29) (0.36) (1.56) (6.65)** (3.45)** (6.91)** (0.46) (0.75) (0.55)
Khmer -0.126 -0.12 -0.065 -0.385 -0.19 -0.365 -0.126 -0.1 -0.007
(5.42)** (3.44)* (5.09)** (30.88)** (16.70)**  (31.10)** (2.02)* (0.95) (0.15)
Muong 0.109 0.121 0.075 0.073 0.112 0.01 0.038 0.079 0.015
‘o ‘oo’ ook  ooa oot 0s1 013 o 0osl
Nung -0. -0. -0. -0. -0. -0. -0. -0.112 -0.051
(4.18)** (2.03)* (3.63)** (16.35)** (4.64)* (22.25)** (1.93)t (1.29) (1.72)
Hmong 0.063 0.132 0.029 -0.067 -0.105 0.074 0.200 0.254 0.03
(1.81)t (2.64)* (1.64) (6.18)** (7.37)* (4.28)** (2.28)* (2.12)* (0.76)
Buddhism -0.01 -0.011 -0.005 -0.005 -0.017 0.001 -0.039 -0.028 -0.036
and Del 1.74)t %1.0526]? (1.39) (2.19)* (5.61)** %05175) (2.27)* (1.36) (3.25)**
Inland Delta 0.007 . 0.001 0.002 -0.007 . -0.029 -0.023 -0.008
(0.64) 2.72)t (0.09) (0.57) (1.35) (10.51)** (0.94) (0.61) (0.40)
Hills 0.035 0.038 0.021 0.045 0.083 0.023 -0.072 -0.115 -0.021
(2.44)* (2.23)* (2.13)* (10.87)* (12.40)**  (12.92)** (1.91)t (2.38)* (0.88)
Low Mountains 0.083 0.107 0.055 0.138 0.218 0.012 0.02 0.004 0.029
(6.48)** (7.15)* (6.10)** (29.70)** (35.39)** (5.16)** (0.54) (0.09) (1.17)
High Mountains 0.171 0.182 0.11 0.222 0.233 0.091 0.013 0.053 0.047
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(11.16)** (10.52)** (9.99)** (32.29)*  (30.87)**  (21.84)** (0.31) (2.01) (1.65)
Rural 0.238 0.345 0.114 0.123 0.366 0.026 -0.005 -0.035 0.002
(33.10)** (40.02)* (22.65)**  (41.40)*  (83.72)**  (16.78)** (0.32) (1.86) (0.26)
Electricity -0.074 -0.076 -0.042 -0.172 -0.092 -0.184 0.058 0.091 0.016
(5.76)** (4.63)** (5.56)** (23.15)**  (14.18)**  (23.03)** (1.12) (1.26) (0.56)
Market -0.065 -0.088 -0.029 -0.098 -0.181 -0.039 -0.007 0.005 -0.008
(11.94)** (12.98)** (8.38)** (39.13)**  (55.25)**  (24.20)** (0.41) (0.23) (0.80)
Constant - - - 0.352 -0.086 0.484 - - -
(17.93) (3.62) (29.86)
Observations 28806 28806 28806 28806 28806 28806 2870 2870 2870
Pseudo R
Squared 0.22 0.23 0.22 0.15 0.13 0.15
R-squared - - - 0.71 0.71 0.67 - - -
Joint Significance
Wald Chi2 (28) 5350.54** 6103.25** 4030.21** - - - 407.45* 428.97** 280.35**
F(28, 287797) - - - 2612.82*  2938.41** 476.51** - - -

Notes: 1. Robust z statistics in parentheses. 2.1 significant at 10%; * significant at 5%; ** significant at 1%. 3. For probit models, marginal effects are
shown. For dummy variables, they are calculated by discrete changes from 0 to 1.

Table 4 Multinomial Logit Models for Determinants o

(based on 100% poverty line) from 2002 to 2004

f Change in Poverty Status

1. With all the explanatory variables

Case (a) Case (b) Case (c)
it @ ) 3 @ ) 3 @ 2 3
Shiftin Poverty Poverty Poverty Non Poverty Poverty Poverty Non Poverty Poverty Poverty Non
Status from 2002 —Non —Non —Non Poverty
to 2004 —Poverty  Poverty —Poverty —Poverty  Poverty —Poverty —Poverty  Poverty —Poverty
Coef. Coef. Coef. Coef. Coef. Coef. Coef. Coef. Coef.
(Robust t (Robust t (Robust t (Robust t (Robust t (Robust t (Robust t (Robust t (Robust t
4 stat) stat) stat) stat) stat) stat) stat) stat) stat)
Vulnerability in
2002 0.855 0.502 -0.092 - - - - - -
(based on Poverty Line
100%) (4.20)** (2.38)* (0.30)
Vulnerability in
2002 - - - 0.904 0.829 0.337 - - -
(based on Poverty Line
120%) (5.55)** (5.33)** (2.69)t
Vulnerability in
2002 - - - - - - 1.086 0.314 0.759
(based on Poverty Line
80%) (3.29)** (0.87) (1.45)
Age of Household
Head 0.123 0.049 0.101 0.121 0.05 0.107 0.119 0.044 0.105
(3.43)** (1.52) (2.48)* (3.43)** (1.58) (2.62)** (3.31)* (1.34) (2.62)**
(Age of Household
Head)2 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001
(3.75)** (1.98)* (2.69)** (3.68)** (2.97)* (2.83)* (3.60)** (2.81) (2.84)*
Share of female
members 3.057 3.328 4.598 2.858 3.141 4.53 2.889 3.383 4.566
(2.08)* (2.39)* (2.38)* (1.95)t (2.25)* (2.35)* (2.97)* (2.43)* (2.36)*
(Share of female
members)2 -2.851 -2.708 -4.082 -2.661 -2.573 -4.057 -2.648 -2.727 -4.068
(2.18)* (2.24)* (2.50)* (2.04)* (2.13)* (2.49)* (2.04)* (2.26)* (2.48)*
Dependency
Burden 2.167 1.114 2.084 1.912 0.764 1.879 2.332 1.232 2.05
(7.42)** (4.06)** (6.24)** (6.46)** (2.64)* (5.51)* (8.15)** (4.54)* (6.13)**
Married -0.199 -0.103 -0.588 -0.223 -0.136 -0.609 -0.188 -0.09 -0.598
(0.96) (0.54) (2.52)* (1.09) (0.71) (2.61)* (0.92) (0.47) (2.56)*
Primary School -0.486 -0.176 0.128 -0.521 -0.194 0.156 -0.537 -0.232 0.14
(2.27)* (0.81) (0.44) (2.46)* (0.89) (0.54) (2.47)* (2.07) (0.48)
Lower Secondary
School -0.651 -0.223 -0.293 -0.67 -0.204 -0.236 -0.701 -0.297 -0.259
(3.01)** (1.02) (0.97) (3.14)* (0.94) (0.79) (3.22)** (1.37) (0.86)
Upper Secondary -1.968 -0.954 -0.864 -1.873 -0.779 -0.723 -2.075 -1.06 -0.817
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School

(7.12)** (3.97)* (2.54)* (6.68)** (3.20)** (2.16)* (7.51)* (4.50)** (2.44)*
Higher Education -4.15 -1.905 -3.068 -3.933 -1.626 -2.877 -4.313 -2.032 -3.009
(4.17)** (4.16)* (2.86)** (3.91)* (3.53)** (2.70)** (4.19)** (4.44)* (2.82)*
Land -51.344 -26.921 -43.152 -48.569 -24.395 -41.498 -51.15 -27.327 -42.329
(4.40)** (2.86)** (3.31)* (4.02)** (2.54)* (3.15)* (4.48)** (2.93)** (3.22)*
Land? 322.735 220.114 315.986 297.058 206.961 310.08 325.695 216.652 314.463
(2.92)t (2.48)* (2.91)* (1.65) (2.28)* (2.85)* (2.04)* (2.47)* (2.91)*
Kinh -1.391 -0.671 -1.055 -1.548 -0.742 -0.969 -1.368 -0.765 -0.842
(4.76)** (2.20)* (2.26)* (5.39)** (2.48)* (2.17)* (4.62)** (2.55)* 2.75)t
Tay -0.65 -0.277 -1.713 -0.683 -0.312 -1.721 -0.584 -0.243 -1.641
(1.84)t (0.76) (2.09)* (2.97)* (0.86) (2.09)* (1.60) (0.67) (1.98)*
Thai 0.494 0.419 -0.974 0.541 0.451 -1.001 0.49 0.47 -1.061
(1.11) (0.86) (0.90) (1.22) (0.92) (0.92) (1.08) (0.96) (0.98)
Khmer -0.706 -0.194 -1.807 -0.92 -0.354 -1.781 -0.616 -0.263 -1.615
(1.29) (0.32) (1.57) (1.63) (0.59) (1.55) (1.10) (0.44) (1.39)
Muong 0.492 0.51 0.379 0.499 0.446 0.277 0.474 0.567 0.261
(1.04) (0.93) (0.56) (1.08) (0.84) (0.41) (0.99) (1.06) (0.39)
Nung -1.189 -0.481 -0.851 -1.241 -0.503 -0.787 -0.982 -0.494 -0.639
(2.18)* (0.97) (2.02) (2.29)* (1.02) (0.92) (2.79)t (2.01) (0.73)
Hmong 1.458 0.931 1.715 1.348 0.825 1.655 1.486 0.957 1.773
(2.02)* (1.10) (2.84)t (1.89)t (1.00) 2.76)t (2.04)* (1.15) (1.88)
Buddhism -0.466 -0.206 -0.046 -0.486 -0.214 -0.047 -0.472 -0.215 -0.039
(3.45)** (1.70) (0.29) (3.59)** (1.76)t (0.29) (3.53)** @.7nt (0.25)
Inland Delta -0.198 0.019 -0.14 -0.191 0.015 -0.149 -0.192 0.024 -0.143
(0.81) (0.08) (0.50) (0.75) (0.06) (0.54) (0.80) (0.11) (0.52)
Hills -0.433 0.227 -0.463 -0.487 0.153 -0.505 -0.372 0.246 -0.464
(1.31) (0.80) (1.16) (1.41) (0.53) (1.26) (1.13) (0.87) (1.16)
Low Mountains -0.003 -0.059 0.249 -0.106 -0.28 0.083 0.212 0.036 0.206
(0.01) (0.21) (0.76) (0.37) (0.99) (0.25) (0.78) (0.13) (0.63)
High Mountains 0.337 0.455 -0.236 0.322 0.265 -0.459 0.588 0.637 -0.355
(1.05) (1.51) (0.55) (1.02) (0.89) (1.08) (2.92)t (2.22)* (0.85)
Rural 0.119 0.121 -0.146 0.076 0.100 -0.136 0.098 0.105 -0.132
(0.99) (1.09) (0.95) (0.63) (0.90) (0.89) (0.82) (0.95) (0.86)
Electricity -0.05 -0.883 -0.786 -0.056 -0.887 -0.788 0.133 -0.864 -0.708
(0.11) (1.96)* (1.15) (0.13) (2.00)* (1.13) (0.28) (1.95)t (1.00)
Market -0.099 -0.105 -0.039 -0.047 -0.044 -0.005 -0.104 -0.122 -0.027
(0.76) (0.88) (0.23) (0.36) (0.36) (0.03) (0.80) (1.03) (0.16)
Constant -2.942 -1.416 -3.257 -2.944 -1.533 -3.565 -3.023 -1.173 -3.663
(2.58)** (1.30) (2.15)* (2.61) (1.43) (2.36) (2.60)** (1.08) (2.40)*
Observations 2870 2870 2870
Pseudo R? 0.13 0.14 0.13
Joint Significance Wald Chi®(84)= 652.11* Wald Chi*(84)= 671.91* Wald Chi*(84)= 597.75*
Hausman Tests for Omitted chi? df Omitted chi? df Omitted chi? df
1A assumption 0 0.140 53 0 -2.123 53 0 -1.189 53
1 0.180 52 1 0.714 51 1 2.175 50
2 1.999 51 2 0.199 50 2 2.862 52
P>chi2 evidence P>chi2 evidence P>chi2 evidence
1.00 for Ho 1.00 for Ho 1.00 for Ho
1.00 for Ho 1.00 for Ho 1.00 for Ho
1.00 for Ho 1.00 for Ho 1.00 for Ho

2. Only with vulnerability in 2002, education dummi  es, ethnicity, geographical dummies and ‘rural’ dum my

Case (a) Case (b) Case (c)
VEP in 2002 is based on 100% of VEP in 2002 is based on 120% of VEP in 2002 is based on 80% of
Poverty Line Poverty Line Poverty Line
Shiftin P @ ) 3 @ 2 3 @ ) 3
Iftin Poverty Poverty Poverty Non Poverty Poverty Poverty Non Poverty Poverty Poverty Non
Status from 2002 —Non —Non —Non Poverty
to 2004 —Poverty Poverty —Poverty —Poverty Poverty —Poverty —Poverty Poverty —Poverty
Coef. Coef. Coef. Coef. Coef. Coef. Coef. Coef. Coef.
(Robust t (Robust t (Robust t (Robust t (Robust t (Robust t (Robust t (Robust t (Robust t

stat) stat) stat) stat) stat) stat) stat) stat) stat)
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Vulnerability in

2002 1.209 0.699 0.328 - - - - - -
(based on Poverty Line
100%) (6.78)** (3.67)* (1.13)
Vulnerability in
2002 - - - 1.329 1.050 0.648 - - -
(based on Poverty Line
120%) (9.13)** (7.74)* (3.63)**
Vulnerability in
2002 - - - - - - 1.445 0.701 1.204
(based on Poverty Line
80%) (4.74)** (2.08)* (2.41)*
Observations 2967 2967 2967
Pseudo R? 0.13 0.12 0.10
Joint Significance Wald Chi® (51)=510.50** Wald Chi® (51)=567.28** Wald Chi*(51)=455.31
Hausman Tests for Omitted chi? df Omitted chi? df Omitted chi? df
1A assumption 0 -0.114 36 0 -2.938 36 0 0.382 36
1 -3.831 36 1 -6.203 35 1 -6.420 36
2 -0.904 36 2 1.704 36 2 -0.113 36
P>chi2 evidence P>chi2 evidence P>chi2 evidence
1.00 for Ho 1.00 for Ho 1.00 for Ho
1.00 for Ho 1.00 for Ho 1.00 for Ho
1.00 for Ho 1.00 for Ho 1.00 for Ho
3. Only with vulnerability in 2002, ethnicity, geog  raphical dummies and ‘rural’ dummy
Case (a) Case (b) Case (c)

VEP in 2002 is based on 100% of
Poverty Line

VEP in 2002 is based on 120% of
Poverty Line

VEP in 2002 is based on 80% of
Poverty Line

Vulnerability in

2002 1.740 0.981 0.704 - - - - - -
(based on Poverty Line
100%) (10.49)** (5.55)** (2.57)*
Vulnerability in
2002 - - - 1.805 1.285 0.985 - - -
(based on Poverty Line
120%) (13.42)* (10.46)** (5.80)**
Vulnerability in
2002 - - - - - - 1.876 0.958 1.498
(based on Poverty Line
809%) (6.44)** (2.96)** (3.09)**
Observations 2967 2967 2967
Pseudo R ? 0.08 0.10 0.07
Joint Significance Wald Chi’= 407.45** Wald Chi?= 511.71** Wald Chi?= 31.97**
Hausman Tests for Omitted chi? Df Omitted chi? Df Omitted chi? df
IIA assumption 0 0.411 28 0 0.266 28 0 3.690 28
1 -1.297 28 1 -6.374 28 1 -0.046 28
2 -0.028 28 2 -0.250 28 2 0.144 28
P>chi2 evidence P>chi2 evidence P>chi2 evidence
1.00 for Ho 1.00 for Ho 1.00 for Ho
1.00 for Ho 1.00 for Ho 1.00 for Ho
1.00 for Ho 1.00 for Ho 1.00 for Ho

1. Robust z statistics in parentheses
2.1 significant at 10%; * significant at 5%; ** significant at 1%

3. Base line case is 'Non Poverty in 2002 — Non Poverty in 2004'.

100 % of poverty line
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Table 5 Commune-Level Determinants of Poverty in 20 04
Case (a) Case (c) Case (e)
Poverty 100% Poverty 120% Poverty 80%
Coef. Coef. Coef.
(Robust t stat) (Robust t stat) (Robust t stat)
Vulnerability in
2002 0.201 0.124 0.203
(3.54) (2.61)* (2.70)
Age of Household
Head 0.013 0.01 0.008
(1.42) (0.95) (1.07)
(Age of Household
Head)? 0.00 0.00 0.00
(1.61) (1.12) (1.21)
Share of female
members 0.015 0.78 -0.099
(0.03) (1.24) (0.23)
(Share of female
members)? -0.071 -0.845 -0.046
(0.14) (1.43) (0.12)
Dependency
Burden 0.344 0.313 0.172
(5.74)* (4.43)** (3.77)*
Married -0.013 0.015 -0.045
(0.29) (0.28) (1.38)
Primary School -0.12 -0.108 -0.139
(2.05)* (1.84)t (2.59)**
Lower Secondary
School -0.08 -0.09 -0.11
(1.44) (1.51) (2.16)*
Upper Secondary
School -0.227 -0.23 -0.178
(3.86)** (3.54)* (3.44)
Higher Education -0.38 -0.478 -0.206
(5.80)** (6.04)* (3.52)**
Land -4.967 -6.583 -1.472
(2.60)** (2.77)* (1.06)
Land® 43.486 51.344 -3.738
(1.11) (1.04) (0.19)
Kinh -0.153 -0.188 -0.103
(2.52)* (3.39)** 1.87)t
Tay -0.081 -0.071 -0.053
(1.15) (1.02) (0.80)
Thai 0.099 0.079 0.06
(1.30) (1.15) (0.77)
Khmer -0.135 -0.062 -0.045
(1.47) (0.60) (0.51)
Muong 0.022 0.044 -0.005
(0.29) (0.54) (0.06)
Nung -0.101 -0.106 -0.107
(0.85) (0.88) (1.39)
Hmong 0.213 0.18 0.068
(2.30)* (1.88)t 0.77)
Buddhism -0.022 -0.015 -0.024
(1.33) (0.72) (2.07)*
Inland Delta -0.019 0.007 -0.004
(0.59) (0.18) (0.17)
Hills -0.061 -0.066 -0.014
(1.55) (1.35) (0.52)
Low Mountains -0.002 0.008 0.031
(0.05) (0.17) (1.10)
High Mountains -0.034 0.056 0.028
(0.68) (0.97) 0.77)
Rural 0.004 -0.021 0.005
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(0.26) (1.11) (0.45)

Electricity 0.07 0.05 0.033
(1.16) (0.67) (0.51)
Market -0.006 -0.003 -0.006
(0.37) (0.13) (0.49)
Constant 0.073 0.144 0.168
(0.25) (0.46) (0.74)
Observations 1076 1076 1076
R-squared 0.27 0.23 0.24
Joint Significance F(28,1047)= F(28,1047)= F(28,1047)=
15.07** 15.06** 6.20**

1. Robust z statistics in parentheses
2.* significant at 5%; ** significant at 1%
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Figure 1-1 Poverty and Vulnerability by Ethnic Grou  p in 2002

O Poverty Rate [based on 100%]m Vulnerability [based on 100%]
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Figure 2 -1 Poverty and Vulnerability by Region in 2002
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Figure 3-1 Poverty and Vulnerability by Educationi  n 2002 Figure 4 -1 Poverty and Vulnerability by A ge of Household Head in
2002

‘ [ Poverty Rate [based on 100%] M Vulnerability [based on 100%]
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Figure 3-2 Poverty and Vulnerability by Educationi  n 2004
Figure 4 -2 Poverty and Vulnerability by Age of Household Hea  din
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Figure 5-1 Poverty and Vulnerability by Market Acce  ss and Other
Factors in 2002

‘ O Powerty Rate [based on 100%] m Vulnerability [based on 100%]

With market access No market access ~ No market access & No market access &
head's age<30 years Primary School
old

Figure 5-2 Poverty and Vulnerability by Market Acce  ss and Other
Factors in 2004
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Appendix 1: Descriptive Statistics

2002 2004
Std. Std.
Variable Definition Obs Mean Dev. Min Max Obs Mean Dev. Min Max
Log (Consumption) log of per capita household expenditure 29530 7.94741 0.6253 5.7497 10.927 9188 8.177 0.5964 5.97677 10.8464
in food and non-food items.
Age of Household
Head Age of head of the household 29530 47.55093 14.281 16 107 9188 49.09 14.032 15 98
Share of female
members Share of number of female members 29530 0.5125043 0.2012 0 1 9066 0.519 0.1895 0.11111 1
in total number of household members.
Dependency Burden Share of household members under 15 years old 29530 0.3804642 0.2446 0 1 9188 0.338 0.2543 0 1
or above 65 years old in total household members.
Married Whether the household head is married or not. 29530 0.8191331 0.3849 0 1 9188 0.816  0.3877 0 1
Primary School Whether the highest level of education of household 29530 0.241788 0.4282 0 1 9188 0.226 0.4184 0 1
members is primary school or not.
Lower Secondary
School Whether the highest level of education of household 29530 0.3193701 0.4662 0 1 9188 0.321 0.467 0 1
members is lower secondary school or not.
Upper Secondary
School Whether the highest level of education of household 29530 0.1699966  0.3756 0 1 9188 0.274  0.4459 0 1
members is upper secondary school or not.
Technical School Whether the highest level of education of household 29530 0.0844565 0.2781 0 1 N.A.
members is technical school or not.
Higher Education Whether the highest level of education of household 29530 0.0707755  0.2565 0 1 9188 0.087 0.2818 0 1
members is college or university.
Land (Owned)
(million m2) Total land area owned by household members. 29530 0.0060888 0.015 0 0.93 8750 0.007 0.0147 0 0.37871
Land? Square of land area. 29530 0.0002634  0.0059 0 0.8649 8750 3E-04 0.0032 0 0.14342
Kinh Whether the household belongs to Kinh or not. 28806 0.871624 0.3345 0 1 6728 0.827 0.3787 0 1
Tay Whether the household belongs to Tay or not. 28806  0.0362772 0.187 0 1 6728 0.043 0.2034 0 1
Thai Whether the household belongs to Thai or not. 28806 0.0177046  0.1319 0 1 6728 0.028 0.164 0 1
Khmer Whether the household belongs to Khmer or not. 28806 0.0090259  0.0946 0 1 6728 0.012 0.111 0 1
Muong Whether the household belongs to Muong or not. 28806  0.0156217 0.124 0 1 6728 0.02 0.1387 0 1
Nung Whether the household belongs to Nung or not. 28806  0.0079844 0.089 0 1 6728 0.012 0.111 0 1
Hmong Whether the household belongs to Hmong or not. 28806 0.009373 0.0964 0 1 6728 0.016 0.1274 0 1
Buddhism Whether the main religion is Buddhism or not. 28806  0.6464278  0.4781 0 1 6728 0.46 0.4984 0 1
Inland Delta Whether the household is located in Inland Delta. 28806 0.5654378  0.4957 0 1 6728 0.532 0.499 0 1
Hills Whether the household is located in Hills. 28806 0.0704714  0.2559 0 1 6728 0.07 0.2552 0 1
Low Mountains Whether the household is located in Low Mountains. 28806 0.1516351  0.3587 0 1 6728 0.158 0.3646 0 1
High Mountains Whether the household is located in High Mountains. 28806 0.1341734  0.3408 0 1 6728 0.172 0.3774 0 1
Rural Whether the household is located in rural areas (=1) or 28806 0.76675 0.4229 0 1 9188  0.496 0.5 0 1
urban areas (=0)
Electricity Whether the household belongs to the commune 28806 0.9359508  0.2448 0 1 6728 0981 0.1371 0 1
with power supply.
Access to the
Market Whether the household belongs to the commune 29530 0.3885879  0.4874 0 1 6728 0.622 0.4848 0 1

with the access to the market.
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Appendix 2: Poverty and Vulnerability by Ethnicity

, Region, Education, Age of Household Head, Market

Access and Infrastructure

2002 2004

Poverty Vulnerability Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability

100% 100% 120% 120% 80% 80% 100% 100% 120% 120% 80% 80%
Total 0.281 0.147 0.406 0.335 0.155 0.054 0.198 0.1 0.315 0.219 0.096 0.019
No. of Obs. 29530 9188
Ethnic Groups
Kinh 0.232 0.063 0.358 0.26 0.113 0.003 0.193 0.019 0.331 0.101 0.08 0.000002
No. of Obs. 25108 5561
Tay 0.586 0.654 0.71 0.804 0.389 0.3 0.388 0.26 0.591 0.61 0.216 0.019
No. of Obs. 1045 291
Thai 0.622 0.778 0.751 0.856 0.437 0.456 0.608 0.724 0.737 0.94 0.414 0.212
No. of Obs. 510 186
Khmer 0.281 0.102 0.496 0.344 0.135 0.00064 0.238 0.021 0.369 0.157 0.107 0.0000162
No. of Obs. 260 84
Muong 0.711 0.846 0.807 0.943 0.542 0.504 0.523 0.475 0.659 0.818 0.318 0.035
No. of Obs. 450 132
Nung 0.5 0.555 0.683 0.803 0.33 0.115 0.452 0.353 0.595 0.714 0.214 0.008
No. of Obs. 230 84
Hmomg 0.844 0.97 0.919 0.992 0.689 0.799 0.702 0.79 0.793 0.94 0.495 0.381
No. of Obs. 270 111
Other ethnic Groups 0.677 0.841 0.774 0.926 0.499 0.516 0.534 0.577 0.656 0.887 0.344 0.118
No. of Obs. 933 279
Areas
Rural 0.351 0.192 0.499 0.436 0.196 0.071 0.193 0.097 0.308 0.215 0.092 0.017
No. of Obs. 22087 4559
Urban 0.054 0.00015 0.106 0.0006 0.022 0.00015 0.203 0.103 0.322 0.223 0.099 0.021
No. of Obs. 6791 4626
Geographical Regions
Coastal 0.213 0.041 0.323 0.232 0.104 0.0003 0.228 0.023 0.364 0.159 0.092  0.00000003
No. of Obs. 2255 456
Inland Delta 0.215 0.032 0.346 0.263 0.099 0.0000 03 0.181 0.021 0.321 0.085 0.071 0.00007
No. of Obs. 16288 3582
Hills 0.231 0.051 0.342 0.279 0.115 0.002 0.187 0.013 0.323 0.069 0.081 0.0000006
No. of Obs. 2030 471
Low Monntains 0.355 0.275 0.489 0.548 0.21 0.065 0.273 0.114 0.413 0.282 0.137 0.0061
No. of Obs. 4368 1062
High Mountains 0.548 0.601 0.655 0.736 0.348 0.33 0.451 0.388 0.59 0.642 0.282 0.103
No. of Obs. 3865 1157
Education
Primary School 0.383 0.219 0.53 0.53 0.227 0.091 0.303 0.148 0.453 0.33 0.159 0.023
No. of Obs. 7140 2079
Lower Secondary
School 0.311 0.117 0.467 0.35 0.153 0.029 0.213 0.057 0.354 0.167 0.089 0.003
No. of Obs. 9431 2953
Upper Secondary
School 0.156 0.027 0.265 0.073 0.067 0.0097 0.08 3 0.004 0.173 0.03 0.028 0.00002
No. of Obs. 5020 2515
Higer Education 0.015 0 0.034 0.0002 0.007 0 0.0 14 0 0.023 0.000008 0.005 0
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No. of Obs.

2090

799

Appendix 2: Poverty and Vulnerability by Ethnicity

, Region, Education, Age of Household Head, Market

Access and Infrastructure

(cont.)
2002 2004
Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability Poverty  Vulnerability
100% 100% 120% 120% 80% 80% 100% 100% 120% 120% 80% 80%

Household head's Age
<30 yrs. old 0.428 0.269 0.557 0.512 0.275 0.133 0.318 0.225 0.462 0.359 0.185 0.056
No. of Obs. 2591 515
30- 40 yrs. old 0.328 0.192 0.465 0.46 0.185 0.0 78 0.236 0.132 0.366 0.282 0.124 0.032
No. of Obs. 8341 2352
40- 50 yrs. old 0.241 0.112 0.359 0.268 0.124 0.0 42 0.161 0.063 0.27 0.153 0.069 0.012
No. of Obs. 8122 2768
50- 60 yrs. old 0.215 0.076 0.33 0.178 0.112 0.02 8 0.152 0.056 0.252 0.128 0.07 0.009
No. of Obs. 4454 1574
>= 60 yrs. old 0.255 0.142 0.381 0.311 0.135 0.0 34 0.21 0.099 0.332 0.298 0.097 0.014
No. of Obs. 6022 1979
Market Access
With access 0.289 0.099 0.434 0.318 0.15 0.024 0.215 0.056 0.356 0.166 0.094 0.007
No. of Obs. 11475 4188
Without access 0.276 0.182 0.388 0.352 0.158 0.0 078 0.296 0.167 0.433 0.326 0.162 0.042
No. of Obs. 18055 2540
Infrastructure
With electricity 0.255 0.107 0.382 0.301 0.132 0. 026 0.237 0.083 0.377 0.213 0.112 0.011
No. of Obs. 0.6961 6599
Without 0.68 0.766 0.782 0.889 0.503 0.498 0.69 0.85 0.806 0.951 0.512 0.454
No. of Obs. 1845 129
Selected Cross Tabulations
No Mkt access 0.441 0.354 0.564 0.584 0.292 0.188 0.406 0.341 0.568 0.474 0.254 0.087
& age <30 yrs. old 1588 197
No Mkt access 0.24 0.151 0.361 0.288 0.13 0.046 0.307 0.138 0.443 0.353 0.16 0.035
& age >=60 yrs. old 3561 476
No Mkt access 0.407 0.313 0.547 0.579 0.251 0.139 0.403 0.248 0.56 0.492 0.239 0.054
& primary school 3969 677
High Mountains 0.762 0.751 0.811 0.877 0.518 0.45 8 0.556 0.564 0.676 0.786 0.366 0.164
& age <30 yrs. old 598 142
High Mountains 0.664 0.76 0.794 0.891 0.492 0.418 0.544 0.489 0.714 0.775 0.343 0.102
& primary school 1148 364
High Mountains 0.541 0.608 0.639 0.705 0.385 0.37 3 0.491 0.468 0.619 0.721 0.317 0.135
& No Mkt access 2850 708
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Valuing Water Supply Services in Rural Areas of e$ River Delta of Vietnam

Bui Duc Kinh', Katsuya TANAKA!, Shunji MATSUOKA
! Graduate School for International Development andp@ration, Hiroshima University- E-mailuckinhvn@yahoo.com
2 Graduate School of Asia-Pacific Studies, Waseda éfgity

1. Introduction: 2. Resear ch Methods (2):
1.1.Backgroundalthough water is a basic human need, most of _
rural people in Vietnam have very limited accesslean and safe’ 2.3. Samplingwe did multistage sampling precisely. First, all

water supply. As a result, serious water-relatesgabes are reported  the 3 villages of one commune was chosen as astachg
every year. Thus, government has called for abbrado take pa . . .
in providing improved water to rural areas withoaffable pric Second, systematic random sampling was applieelénts20

groups out of 51 ones. Third, simple random samjple

1.2.Main ObjectiveTo estimate the people’s willingness |t employed to select 217 sample.

pay for piped water supply services in rural arefalslekong Rive§ | 2.4 Administrative methodsn-person interview
Delta (MRD) using contingent valuation method.

3. Resultsand I mplications:

Variables’ Variables’ description Parameters Estimate
2. Research Methods (1): — e
CONS Constant 2.35(1.56)
2.1. Research ToolsContingent valuation method (CVM) is | Vilage Dummy variable (1=Vinh Thanh, 0=Otherwise) 0717 (0.22)
used to estimate the economic value of goods oricesr by Gender Dummy variable (1=Male, 0=Female) -0.38(0.19)
direcﬂy asking individuals (househo|ds) their \Wigness to pay Water fee Monthly water fee(1<=50,000VND, 2>50,000 VND) 0.69*** (0.19)
or to accept for the gOOdS or services in queStWM is the Household size Number of members in the households 0.12* (0.07)
Only method available to estimate non-use valud. quaity Water quality (0=Acceptable,1=polluted/salinity) 0.33* (0.20)
We applled double_bound diChOtomOUS Choice ConlliIhge Elder Number of elderly persons in household -0.30** (0.15)
valuation method to value the rural water supplyises in Income Log-monthly income 1167 (021)
MRD by asking them'Are you willing to pay A (VND) for | B8P Log-BID -2.55m (0.25)
described program?’ If the answer is YES, then a higher bid} weanwre (“:_E;Z\/nggnf?;gﬁyrisnucg)prg;ervice ?gggi\sf;D
(A+B) is offered; if the answer is NO, a lower §@&-C) is asked. ‘ ‘
| edanwre el TP o wate upny sece Y
2.2. Survey desigmnwe carefully designed the survey Logiikelinood e6a
questionnaire, guidelines for focus group discus¢iizDs) and AC .

In-depth interview (IDIs); proper pilot survey’'sagsto improve

N Number of observations 217
the research tools. ( )
*xx *%  * Pgrameters are significant at 1% , 5%0% levels respectively




¥ Vietnam and Japan are Complementary Economies
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This paper, written for the Vietnam-Japan strategic economic development in the
new stage of co-operation, analyses the opportunities and the obstacles of
Vietnam-Japan relationships to be complementary in the context of globalization
and becoming of WTO member of Vietham. It gives some recommendations for
enhancing strategically mutual economic cooperation between two countries.

 Evaluate the advantages of both Complementary

countries in economic, legal and advantages of

infrastructure aspects to be two countries

cooperative and complementary \

 Examine and analyze the the reality

of economic cooperation between Examine and analyze

countries and give the comments on it the opportunities and obstacles

» Suggest the recommendations for

enhancing strategically mutual \

economic cooperation between two

countries  in  globalization  and Recommendations for

becoming of WTO member of Vietham further strategically
mutual economic cooperation




“Tailoring the Ao Dai? — An Examination of Japan ODA projects to Vietham”
Quang Hop Dinh
PhD Candidate with both the (VALDES) Tokyo Institute of Technology &

(11S) University of Technology, Sydney
hop@uts.edu.au / hop@valdes.titech.ac.jp

Objectives:

1 - From the recipient’s perspective, analyse theceffof Japanese ODA on Vietnam’s political, ecaoand social
environments — this ‘bottom-up’ approach will intraduand also examine the effectiveness of an atteenaethod for
exploring the power relationship between Japanidiet> \What does the Japan-Vietnam relationship revealstab
Japan’s foreign policy objectives in the regionZvtmes Japan prioritise its ODA policy in relatidaghe pressure
exerted by the international aid community for im@ment of Japanese aid quality?

2 - Evaluate the effectiveness of Japan ODA projactdetnam - juxtaposed to questions such as, hogsdapan’s
approach to strengthening policies and institutimingietnam manifested, particularly in the conteksectoral and
bureaucratic interests in both Japan & Vietnam.

Foucault's
Panopticon power

Case Studies

Japan- Drolects Multilateral
Vietnam : Agency
Relations

Japan ODA Conundrum- Projection Evaluation—

Administration, Interest Social Capital & Cost-

and Politicking Benefits Approaches




Social experiment for new traffic management method

Introduce bike lane on car lanefor mixed trafficin VN
~Quantitative Evaluation of road services with spatial occuppancy~

. Nguyen Hai Minh, The University Of Tokyo, TEAMLAB tn
BaCkg rou nd . nguyenhaiminh@agmail.coominh@team-lab.cor@80-5683-9528
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Endogenous Development
in the Era of Globalization
~Case Study of Thanh Hoa Province, Viet Nam~

DO My Hien
Graduate School of International Development, Nagoya University
Email: m070105d@mbox.nagoya-u.ac.jp

Endogenous Development (ED) does not mean “closed economy”. ED model bases
on the use of local resources, the capacity of innovation, and the ability to develop
the productive interdependences, both intra-sectoral and inter-sectoral. Also, the
ability to react to external challenges is important. In the era of globalization, the local
community has more chances to develop as well as achieve sustainable
development from the theory of ED.

Globaljzation

Local economic

development - Economic

/ growth

Structural
»._ Cchange

External challenges

Sustainable
development

QOL

Local actors

From within

Human capital
social capital

Endogenous Development




Efficiency Measuresfor the Agriculture Sector
In Vietnam: A Comparison of Parametric
and Non-parametric Approaches

Prof. Nguyen Khac Minh (NEU) khacminh@gmail.com
Giang Thanh Long (GRIPS & VDF) gtlong_grips@yahoo.com

This paper uses parametric approach (based on stochastic frontier production functiond SFPF)
and non-parametric approach (based on data envelopment analysisCl DEA) to estimate
technical, allocative, and economic efficiency measures for the agricultural production in sixty
provinces in Vietnam during 1995-2005. We use provincial data of agricultural inputs and
outputs for these research purposes.

» Under the specification of variable returns tolsc@/RS), the mean technical,
allocative and economic efficiency indices of tremgle provinces were 52.3%;
80.5%; and 42.1%, respectively, for the SFPF; a@dl%,; 81.5%; and 67.2%,

respectively, for the DEA.

» Under the specification of constant returns tdes(@RS), they were 58.5%; 71.9%;
and 42.1%, respectively, for the SFPF; and 79.339%; and 64.4% for the DEA.

e Although the estimated mean technical, allocatiamd economic efficiency

measures obtained from the DEA are higher tharetlfimsn the SFPF in both VRS
and CRS models, efficiency rankings of the samplevipces based on these two
approaches are highly correlated, in which the dsgjlcorrelation is achieved for the
technical efficiency rankings under VRS and CRS.



Industrial Policies as Determinant of Localization:

The Case of Viethamese Automobile Industry
Nguyen Bich Thuy
(PhD Candidate, Waseda University)
4005s307@wiaps.waseda.jp

This is my on-going research for PhD dissertation deepening my
master thesis. The research discovers the relationship between
industrial policy and localization to figure out the various regulations
that have possible effects on the localization. Both qualitative and
guantitative research methods are utilized in the research.

How to utilize domestic sources effectively to contribute more added
value to products is an extremely important matter in many countries,
especially developing countries. However, how to apply industrial
policies to encourage localization is a difficult question.

Vietnamese automobile industry has developed since 1990s. But what it
has achieved, particularly in localization of auto products, is too modest
In comparison with the favorable conditions supported by the
Vietnamese government.

This research will discover the main reasons which have made
automakers hesitate in localizing Vietnamese auto products; assess
present state of localization; and suggest policy directions.



Improving Industrial Human Resource in Vietham
Nguyen Thi Xuan Thuy
Vietnam Development Forum, Tokyo

thuy@grips.ac.jp

This is my on-going study that aims to identify and measure a gap between demand
(business needs) and supply (technical education & training) of industrial human resource,
and to propose policy measures to narrow the gap. On the demand side, IHR patterns,
business architectures, supporting industry scopes and JETRO surveys are discussed. On
the supply side, legal framework, ministerial coordination, current situation of IHR and
training institutions are examined.

 Vietnam industry is short of high-skilled workers, engineers, and managers. JETRO surveys
show that more than a half of Japanese enterprises operating in Vietnam find difficulties in
recruitment of local engineers and factory managers. Industrial meisters and multi-skilled
workers are highly demanded.

* Diversification in authority of industrial human resource development and weak coordination
among authorized organizations lead to a risk of their inaction or inconsistent actions.
Insufficiencies of good instructors, curriculum, up-to-date teaching materials and equipments
result to only about 19% of industrial labor forces received vocational educations. Industrial
manners should also be acquired at training institutions.

 Policy directions target to create and strengthen linkage among trainers, employers, and
policymakers; improve quality of instructors, curriculum, teaching materials and equipments;
and open up opportunities for the poor to acquire technical and vocational training. Concrete
measures will be work out in coming time.



Further topic of interest:
Foreign Firms & Viethamese Universities

) ) Vietnamese |
Cooperation for Viethnamese Human Resource Development ‘ Human

VIETNAMESE HUMAN RESOURCE DEVELOPMENT
LE Thi Thuy Duong

4t year Undergraduate
College of Asia Pacific Management, APU
Kkristytd85@yahoo.com

Hypotheses: Firm Size , Education & Skill Mix , Firm’s Technology, Automation & Quality Control
positively correlate with Incidence of Formal Training while Female Rate negatively does.

Methodology: Questionnaire Survey (based on previous study by Tan & Batra (1995) in 5 developing
countries, under World Bank sponsorship)

Responses: 141 complete ones (84 firms in North & 57 firms in South)

Findings: - From Survey: Bigger firms with higher level of workers’ education and skill mix, who upgrade
technology more frequently, and with higher degree of automation & quality control standard, tend to train
workers more. No significant correlation between female rate and incidence of formal training was found.

- From Literature: The higher an employee’s education background, the more he/she is likely to
get Training (Formal & Informal) sponsored by his/her employer

—>Policy implication: More on Education & Less on Training

Limitations: Firm type (Only Japanese manufacturing sector), Training type (Only Formal Training for
workers), Respondents (Mostly those in major industrial parks)

iethamese

Foreign firm
Universities

(Japanese)

Resource




Patter ns and Deter minants of Living
Arrangements of the Viethamese Elderly

under Economic Transition

Associate Prof. Wade Pfau (GRIPYS) wpfau@grips.ac.jp
Giang Thanh Long (GRIPS & VDF) gtlong_grips@yahoo.com

This on-going research will seek to quantify the extent, the evolution, and the determinants of
living arrangements of the Vietnamese elderly under economic transition. With the focus on
various possible factors, the findings are hoped to provide useful information to social welfare
policy makers.

» This paper uses the Vietnam Living Standard Swswey1992/93 and 1997/98; and
the Vietnam Household Living Standard Surveys i628nd 2004.

o It is initially found that (i) a majority of thel@erly lived in households where an
elderly person was household head. Among them,gmmlds with multiple children
were prevalent; (ii) the percentage of elderlyng/alone increased over time, and this
situation was popular among female and rural ressl€iii) a potentially worrisome
trend is that there was a shift over time from letwadds with dependent elderly to
only elderly households; and (iv) among dependdaérly, a vast majority were
found to live with married sons, and this situatm@iween rural and urban areas was
significantly different.

* Bivariate and multivariate analyses will be contedcto see the impacts of possible
factors, such as age, gender, education, martiisstand income, on different type of
living arrangements of the elderly.
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The Role of Vocational Training Centres
in Human Resources Development
and Poverty Reduction in Vietham

Dr. Mac Van Tien

Professor, General Department of Vocational Tranin
Ministry of Labor, War Invalids, and Social Affai(MOLISA)
Email: mvtien@hn.vnn.vn

In recent years, under the guides of the Party &tade as well as the concern of
authorities of all levels, vocational training hgmdually recovered and developed, meeting
the growing demand for human resources for the tegsn industrialisation and
modernisation. Vocational training has played apanant part in increasing labour’s quality,
shifting labour structure, economic structure alheleating poverty, which contribute a great
deal to the rapid and sustainable developmenteottiuntry.

In that connection, the network of vocational tiagncenters, a common model with
short training course, also plays an important molproviding labour meeting the rising and
complicated demand of labour market.

1. Human Resources Development in Vietham: An Overview

Human resources are known as the sum total of hyorotemtials (labour) of a nation, a
territory or a locality prepared to a certain lea@ld could be mobilized into the process of
economic and social development of a nation (oa oégion or a specific locality). In this
approach, human resources are considered as pawatiohal resources such as material
resources (except for human), financial resouricgslligence resources (“grey matter”) etc.
These kinds of resources (component vectors) camdiglized in an optimal way (general
vectors) for socio-economic developments.

Human resources are studied in terms of quality quethtity. The volume of human
resources can be seen through scale targets anduthan resources growth. These are
closely linked with scale targets and populatioomgh. Quality of human resources is studied
in terms of health, education, skills and expertigalifications, etc.

In Vietnam, in a narrower sense, human resoureegraderstood as the total number of
labour forces in national economy (or called ecoicaity active population) including people
in the working age (from 15 to 60 for men and tofé66women), able to work, currently
working or unemployed. That does not include peapline working age who have ability to
work but are still in schools, doing housewiferydornot have the urge to work, etc.

Along with mankind’'s development, the definition ‘biluman resources development”
has also been accomplished. By approaching humameasrget of development and not a
factor of production, modern economists see huneaeldpment as the expansion of choices
and enhancement of human selection capability wahappy and sustainable life. In that
way, human development does not mean the increfasea@me and wealth (though very



important) but it is the widening of human’s alyilito have better access to education,
medical services, more convenient housing, and mgfn jobs, etc. Human development
also means the building of capacity, firstly inntsr of working knowledge, skills and

experiences. In other words, capacity is a vitalditon to realize all existing opportunities

while at the same time creating new opportunities development. Human resources
development includes activities (investment) airaedreating human resources with a quality
and quantity meeting the nation’s requirements $ocio-economic development and
guarantee development of each and every individidke ideas of human resources
development in Vietnam include:

« Sustainable human development stands as the core;

« Each person is an independent individual mastenisgher own working process
(with cooperation and teamwork skills);

+ The interests of employees are considered as tis&c hainciple of labour
management (in harmony with the interests of comtyamd society);

- Secure a favourable democratic environment for osiss interactions;

« Having policies to bring into full play employeepgbtentials and ensuring work
efficiency;

« Human resources development is always associatedakiour market demands.

To date, economists confirm that investment in humesources development, through
education and training activities, health careja®@ecurity and welfare programmes, etc. are
considered as the most effective investment hadewsive impact on rapid and sustainable
economic development of a nation. The world ecowod@velopment history proved that
high and stable economic development could onlyrdmched by the improvement of
technical labours, i.e. the improvement of educatémd training quality. The improved
human resources (educational qualifications, waylsikills and health) are the premise for the
success of some new industrial countries in Asamely Korea, Singapore, Hong Kong, etc.
In the context of globalization, the ability to gdcand apply scientific and technological
advances depends on the pool of technical labowdsrdaelligentsia. As such, investment in
HRD is the most effective way to socio-economicalepment.

Recently, much has been talked about the economiich knowledge makes up most
of the product content. In a knowledge economyykadge and creativeness are the decisive
factors contributing to each nation’s and regiog@mpetence. To have a knowledge
economy, it is essential to build a firm infrasture for technology and science development
and attach importance to education and trainingavgment. In other words, investment in
HRD is a must and knowledge is the indispensabkeomwe of HRD. It is vital for all
countries to invest in human development with higicus on education and training
expansion, particularly investment in talented pedp they at all want to develop their
knowledge economies. With the same meaning, maieytsts believe that development is
only possible if the labour force is trained ingiwith the development of various economic
fields of the economy. Obviously, HRD not only meaducation and training development
but also includes the development of health andicaédervices, and improvement of the
people’s living standard though education and ingimemains the core of HRD strategies. |
believe that participants of ACD members preserg nuld further share your experience in
this particular theme.

Vietnam is one of the developing countries whicls fast kick-started its national
industrialization and modernization process. Steims of time, Vietham has started much
later than other countries in the region and thddvdé-or example, Britain’s industrialization
and modernization (starting and ending time) weoenf 1785 to 1860, France from 1840-



1920, Germany from 1869 to 1960, the US from 1843900, Japan from 1886 to 1960,
Taiwan from 1952 to 1970, Korea from 1962 to 19&&,. However, Vietnam enjoys the
advantage of learning experiences from countriaswtent ahead to grasp the knowledge and
attainments of the world to shorten the time far dwn national industrialization and
modernization process. This is really a great eingé as Vietham will have to basically
become an industrialized country in about 20 yaaraimed by the Viethamese Government.
To this end, we have to carry out the strategytakihg shortcuts” to absorb the intellectual
quintessence of mankind and work out correct apdaggpiate HRD investment strategy.

How is Vietham’s current human resources situatibreduld be confirmed that along
with the successes in healthcare and enhanceméné gleople’s living standard, Vietnam’s
education and training (the core of HRD) has gaieedarkable achievements as follows:

« The national education system has been built inilyfcomplete way, including
different levels from pre-school to higher educatwith diversification of studying
forms and types (regular and irregular, public aod-public schools).

+ By the end of 2006, the literacy rate among overgbpulation reached 98%;
provinces and cities nationwide basically meet lhéonal standard for illiteracy
eradication and universalisation for primary edicgt and then, secondary
education.

« Labour forces in the working age are over 42 millipaccounting for 94.2% of the
total workforce. Vietham’s labour force is youngtlwthe 15-34 year-old age group
accounting for 45.46%, 35-54 year-old age grou@@% and over-55-year-old age
group 8.18%.

Labour quality is unceasingly been improved. Tk 1of trained labours continuously
increases form 10% (1996) to about 20% (2000). And preliminary estimate, the rate of
trained labours over 15 years of age in 2006 ixiprately 28%, (increasing by 6.6% in
comparison with that of 2005, making an averagee@mse from 2001-2006 by 2.5%) in which
the rate of trained labours reached about 20%cd&thnal qualifications of the workforce
have also been improved. In 2001, the rate of leb@ompleting primary education and
below was 49.71%, while those graduated from sesngyndducation was 17.58%. In 2005,
these rates were 46.21% and 21.23%, respectivetyight be said that the improvement of
educational qualifications and technical skills Wfetham’s workforce is a result of
achievements made in the education and trainintesysAt present, Vietham possesses a
rather large pool of scientists, including morentf200 thousands at university level; 14
thousands at Masters’ level; more than 8 thousdodsors and more than 1,000 professors
and associate professors; about 45 thousands escwloing scientific research and 20
thousands teaching staff at universities and irtsst They have the capacity to successfully
acquire and master modern science and technolodg atithe same time absorbing the latest
science and technology achievements of the wotiés i an important factor for Vietham to
be able to “take shortcuts” in the development esscand catch up with other countries.

Thanks to these education and training achievemetwell as other social policies,
according to UNDP’s ranking method, Vietnam’s HRIrecent years has been remarkably
increased from 0,456 (ranking £2ih 1990) to 0,705 (ranking 188&mong 177 countries in
2005), higher than many countries in the regionlevhietnam’s GDP per capita is much
lower than that of those. This is really a gredti@eement of Vietnam in developing human
resources.

However, the quality of Vietham’s education andnireg system remains inappropriate,
particularly its training structure. Workers’ tedtal skills have not met the labour market
requirements. There is a severe lack of qualifiechmical workforce, labours for such



services as finance, banking, tourism and sales,Fetreign labours are still in demand in
various trades and professions.

In Vietnam’s Strategy for Education Development &tchtegy for Human Resources
Development, the key targets are:

« To improving the overall quality of the Viethamepeople in terms of politics,
ethics, determination, knowledge, technical skiilsalth, and physical strength.

« To use the current labour force in an effective vempecially trained workforce.
« To double the current rate of trained labour forces

« To form a highly skilled labour force that has musture and qualification meeting
the requirements of the socio-economic developmkam (SEDP) in the 2001-2010
period, thus preparing the human resources forntha development stages that
follow.

2. Vocational Training and the Role of Vocational Training Centres
at a Glance

A trained labour force is considered an importart pf Vietnam’s human resources. In
the HRD policy, vocational training is regarded le=my to create professionally skilled
technical workers with firm political stuff for theause of industrialisation and modernisation.

We have seen positive changes in vocational trgimirthe context of economic growth
and education and training development since 1968ar, the training scale has been rapidly
widened while the number of vocational training tces increased. The targeted number of
trainees has climbed from 447 thousand in 199734 tillion in 2006 as follows:

Year Longtermtrainees Shortterm trainees Total

1997 57,000 390,000 447,000
2001 126,100 761,200 887,300
2002 146,500 858,500 100,500
2003 176,400 897,700 1,074,100
2004 202,700 950,300 1,153,000
2005 230,000 977,000 1,207,000
2006 260,000 1,080,000 1,340,000

The rapidly-widening training scale has made insiregly better contribution to the
demand on human resources for socio-economic dawvelot, enhancing the rate of trained
labour in the total number of Vietham'’s labour frc

Vocational training centres have simultaneouslypééel address job demands and
poverty reduction in rural areas while traininghiigskilled labours for key industries. Short-
term trainees have mostly been trained in vocatioeatres. Upon graduation, they are able
to find better employment opportunities or stasittown businesses. Therefore, they have
made positive contributions to the process of enooand labour restructuring, increasing
the rate of consuming work-time among Vietnamesal dabours. It could be said that the



activities of community vocational training centrase very much significant for social
development while improving the quality of the Vtiamese human resources in general.

In addition to technical schools, there have besout600 vocational training centres
under the management of districts or social orgditns, 150 employment centres, hundreds
of general technical and vocational education esntts well as regular educational and
training centres. In addition, there are also thads of technical training classes set up by
enterprises, organizations, individuals and créitiges providing in situ training.

Vocational training centres not only train labobrg also directly or indirectly create
jobs or offer employment opportunities. From 198@006, employment centres in particular
have conducted employment consultancy to 3 milpeople, helping offer over 2.5 million
jobs, short-term training associated with employtrean graduation for 1.8 million labours.
That is the difference between vocational trainmentres and technical schools. Upon
graduation, trainees could start their own busieess work for enterprises introduced by
vocational training centres or employment centfdégmnks to the vocational training courses,
many of the poor have been able to find jobs. Theee their income has been raised, thus
helping them eradicate poverty. Some have beeoduated to work for enterprises that send
guest labours to overseas. There are 60-70 thosisdndietnamese guest workers travelling
abroad every year, of which about 500 thousandswamking at present. Such labours
received training in these enterprises’ vocatiaegitres before starting to work abroad. These
guest workers have sent back home about US$ lliénbihelping their families eradicate
poverty and creating employment opportunities figirtrelatives.

In short, public vocational training centres help:

« enhance the quality of Vietnam’s human resources,

- offer jobs to the unemployed,

« associate vocational training with job introduction

« contribute to economic and labour restructurinthmrural areas,
+ reduce poverty, and

« improve professional skills for prospective guesthers.

To realise the goals of poverty reduction and ladlgicturning Vietham into an
industrialised country in 2010, the Vietnamese Wasked out the following measures for
vocational training and human resources developraedt improvement in the upcoming
periods:

« Vocational training must serve socio-economic dewelent targets, contributing to
upgrading the quality of human resources, creatiegyy jobs and helping labours
create jobs themselves, supplying the increasingadd of labour markets and
labours’ demand of studying for life.

« Changing the orientation of vocational trainingnfresupply into demand in the
labour market, rapidly widening the training scaled upgrading training quality,
focusing on high skill training for economic intagpn, pushing up job
universalisation, attaching vocational training jub introduction and poverty
reduction.

« Setting up a practical technical training systenthw8 levels (semi-professional,
professional and advanced) with close connectasitypng those levels.

+ Increasing the rate of trained labours from 209066 to 32% in 2010.



There will be 270 intermediate vocational scho®B yvocational colleges, of which
40 are of high quality and 3 meeting regional staidd, 750 vocational training
centres, at least one centre for each district istrick cluster. A number of
vocational training centres shall be equitized.

3. Policy Directions

There are some solutions to the above-mentionegets&rand orientations. As for
vocational training centres, concrete solutionsaaréollows:

Strongly developing vocational training centres emdistricts’ or socio-economic
establishments’ or professional organisations’ mgan@ent. Designing policies to
assist the development of vocational training antin the rural, remote and
difficult areas.

Promoting vocational training in enterprises, comssj services and business
companies, craft villages, workplaces, vocatiomaining for rural labours, ex-
servicemen, ethnic minority youths, labours in aredland-usage transferring.

Improving the training programs and contents to en#kem more flexible with
changes in the labour markets.

Upgrading training infrastructure to enhance tragnguality in vocational centres
such as equipments, practice rooms and teachifig sta

Diversifying the resources for training in vocatbtraining centres.



