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Between 1993 and 1998 Vietnam's GDP rose by 8.9% annually, the fourth
fastest rate in the world. The increase in average incomes leaves some
important questions unanswered:

e First, whose living standards rose the most?

e Second, what explains why some people are substantially better
offthan others?

e And third, what are the effects particularly on such social
indicators as school enrolments, child malnutrition, and health
care ofthe spectacularincrease in GDP?

This book answers these questions, drawing on data from the respected
Vietnam Living Standards Surveys of 1992-93 and 1997-98.

The book documents the drop in poverty that occurred between 1993 and
1998, overall and for children. It goes on to explain why poverty fell, and
looks at the role played by changes in the structure of the economy and by
improved levels of education. Individual chapters examine the effects of
rapid economic growth on child malnutrition, educational enrolment rates,
employment, health, and fertility. Two chapters address the determinants
of income and of income mobility. The book also includes interesting
studies of household credit and of the incidence of taxation.

The book is written in an accessible and straightforward style, while being
academically rigorous and using state-of-the-art analytical techniques.
The 15 chapters represent the collective efforts of 55 authors.
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Preface

This is a book about Vietnam. It is special in that it is largely written and
researched by Vietnamese authors, and so gives a Vietnamese perspective.

It originated in the summer of 1999, when a two-month training
workshop was held in Hanoi, sponsored by the United Nations Development
Programme and SIDA under project VIE/95/043. Fifty participants learned
how to use and analyze the data from the Vietnam Living Standards Surveys
of 1992-93 (VLSS93) and 1997-98 (VLSS98). Twenty of the participants
came from the Social and Environmental Statistics department of the
General Statistical Office — the unit chiefly responsible for collecting the
VLSS data — while most of the other participants came from line ministries,
universities, and other departments of the General Statistical Office.

The projects that emerged from the workshop were presented to the
public at an open workshop held in Hanoi in November 1999. The excellent
PowerPoint presentations made at that workshop formed the basis of the
chapters in this book. Jonathan and Dominique Haughton spent August
2000 in Hanoi working with the authors to create drafts of the chapters.
These were subsequently revised and polished by the editors and authors,
and then translated for the Vietnamese version of this book.

Putting together a book with fifty-five authors is a major undertaking,
although the good working relationships between the GSO and line
ministries have made the job easier. We have been greatly helped along the
way, not only by the authors themselves, but also by many others.

Nguyén Van Tién, deputy director of the General Statistical Office,
formally opened the original workshop and both facilitated and supported
the work, as did Ho Si Cic, then head of the Social and Environmental
Statistics department. They both kindly read the manuscript, as did their
colleagues Dao Ngoc Lan and Tong Thi Dua.

The UNDP not only funded the original workshop and provided
financial assistance for the book, but provided intellectual support too.
Ernst van Koesveld read the near-final drafts of all the chapters, and
provided pages of very helpful comments. Other enthusiastic supporters at
UNDP were Edouard Wattez, Dagmar Schumacher, Pham Thanh Hang,
Marion Ginolin and Eliane Darbellay. Thanks are also due to Dang Hitu Cu
who designed the book cover.

Last but not least, we were delighted to be able to rely on the support of
Nisha Agrawal and Bob Baulch of the World Bank, and to draw on the
cheerful expertise of Sarah Bales.

To all who have helped, a very sincere “Thank You.”

Jonathan and Dominique Haughton Nguyén Phong
Boston, Massachusetts, USA Hanoi, Vietnam






Chapter 1

Introduction:
Extraordinary Changes

Jonathan Haughton

INTRODUCTION

Between 1993 and 1998 Vietnam’s GDP rose by 8.9% annually, the fourth
fastest rate in the world.! This was accompanied by a substantial
improvement in average incomes, but the economy-wide statistic leaves
some important questions unanswered. First, whose living standards rose
the most? Second, what explains why some people are substantially better
off than others? And third, what are the effects — particularly on such social
indicators as school enrolments, child malnutrition, and health care — of the
spectacular increase in GDP?

We are in an unusually strong position to answer these questions thanks
to data from Living Standards Measurement Surveys undertaken in 1993
(VLSS93) and again in 1998 (VLSS98). The results presented in this book
draw heavily on the analysis of these household surveys, which is why the
next section discusses the quality of the data in some detail. Only if the data
are trustworthy will the results based on them be convincing.

In their different ways, the chapters in this book all address the key
issues of the scope and effects of rapid economic growth. The purpose of
this introductory chapter is to summarize the most interesting findings of the
individual chapters, and to draw out some of the most significant themes.
We do not however try to explain the underlying causes of the rapid
economic growth that Vietnam experienced in the 1990s, a task that has
been undertaken elsewhere (e.g. Dollar 2001).

There is one very clear pattern. During the five-year period from
1993 to 1998 Vietnam saw a extraordinary change not only in GDP, but also
in almost all aspects of social and economic life. This was not just a period
of growth, but also one of economic development in the widest sense of the

" The comparative numbers come from the World Bank (1999b) and refer to 1992-97. The
fastest growing economies were Equatorial Guinea (23.8%), China (11%) and Lesotho (9.3%).
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term. The ongoing transformation of Vietnamese society has continued
since 1998, although the changes are less evident, in part because the pace
of economic growth has been more modest. It is also clear that the reforms
that were ushered in after 1986 under the rubric of D6i Méi (“renovation”)
— openness to trade, a welcome mat for foreign investment, macroeconomic
stability, a strong role for private business, de facto private ownership of
land — will not now be reversed, and have had long-term effects that were at
least as revolutionary as any other episode in the country’s history.

THE VLSS DATA?
Sampling

The first Vietnam Living Standards Survey (VLSS93) was undertaken
between October 1992 and October 1993. The survey used a multistage
cluster sampling procedure to pick 4,800 households. The 1989 census
showed that four fifths of the population was rural and so VLSS93 took
80% of its sample households from rural areas. To pick the rural
households, all of the approximately 10,000 communes in the country were
listed from north to south, along with their populations from the 1989
census. Then 120 communes were chosen, moving from north to south with
a fixed population interval, but having chosen the first of the communes
randomly.

Within each commune, two hamlets were chosen randomly, again in
proportion to population. Sixteen households were surveyed randomly in
each of the chosen hamlets, using the lists of households that are maintained
by the local authorities. The sampling was done separately for urban areas,
using the precinct as the primary sampling unit, following a similar
procedure. Further details are given in the appendix in Dollar, Glewwe and
Litvack (1998), Vietnam: SPC/GSO (1994) and Vietnam: GSO (2000).

The important point is that the sampling was done carefully and
correctly, which helps explain why the VLSS93 data set has been so widely
used for serious analysis (although it also helps that the data set is fairly
easy to obtain). The data can be used without further weighting. That said,
it is probable that the survey undersamples urban “squatters”. This is
because the final level of surveying chose households drawn from official
lists, and these tended to exclude households deemed to be illegal.

The Questionnaires
The household questionnaire for VLSS93 runs to 100 pages. It was

administered in the course of two visits, and collected information about all
the individuals in the household. The questionnaire was based on the format

2 This section is adapted from Haughton (2000).
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used by the World Bank in other Living Standards Measurement Surveys
(see Grosh and Glewwe 1995), but was adapted to Vietnamese conditions
and needs, and pre-tested locally. A separate community questionnaire,
administered only in rural areas, collected basic data on such items as the
availability of electricity and the distance to the nearest school. The surveys
were undertaken the State Planning Committee and the General Statistical
Office, with technical assistance from the World Bank and significant
financial support form the United Nations Development Program (UNDP)
and the Swedish International Development Agency (SIDA).

The VLSS93 has spawned a good deal of scholarly research, including
a detailed statistical abstract (Vietnam: SPC/GSO 1994), two edited
volumes (Dollar, Glewwe and Litvack 1998, Haughton et al. 1999a) and
several refereed articles, but its impact on policy within Vietnam has been
limited (Blank and Grosh 1999).

In December 1997, interviewing began on a second Living Standards
Survey (VLSS98), and the data collection was completed by November
1998. In many respects VLSS98 is very similar to VLSS93. Most of the
questions are the same, but there are some refinements and additions,
expanding the questionnaire to 115 pages. Technical advice and funding
again came from the World Bank, UNDP and SIDA. The surveying itself
was entirely done by the General Statistical Office. An abstract has been
made public (Vietnam: GSO 2000), and the raw data are available for a fee
from the GSO.

There is a significant difference in the sampling procedures used in the
two VLSS surveys. The 1998 survey obtained usable responses from 5,999
households. Two principles underlay the sampling. First, as many
households as possible that had already been sampled in 1993 were to be
sampled again;’ 4,305 households came from this source. Second, the
sample in each of ten strata — large cities, small cities, towns, and rural areas
in each of the seven old regions — was to be large enough to allow for
analysis to be done at the strata level. This called for oversampling in areas
such as the sparsely populated Central Highlands and undersampling in the
large and dense Red River Delta region.* Where VLSS93 households had
moved elsewhere in the commune they were still interviewed, but if they
could not be found locally they were replaced by other households in the

3 Actually three clusters, totaling 96 households, were dropped from the Red River Delta, to
allow for more households to be surveyed in other regions.
* The relative sampling proportions for the ten strata are as follows:

Hanoi and Ho Chi Minh City 2 Rural North Central Coast 1
Medium size towns 2 Rural Central Coast 1.5
Small towns 1.5 Rural Central Highlands 3
Rural Northern Uplands 1 Rural Southeast 2
Rural Red River Delta 1 Rural Mekong Delta 1
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original hamlets. All the other additional households were chosen using the

same sampling frame as the Multi-Purpose Household Survey, which also

uses a multistage cluster procedure.

The details of the sampling may seem arcane, but they have some very
important implications:

(i) All the results based on VLSS98 data need to be based on weighted
estimates. Thus each observation from the Central Highlands has a low
weight (because of oversampling) and each observation from the Red
River Delta is accorded a high weight. In principle this fully accounts
for the way the sampling was done; Bales (1999b) provides details.

(i) The urban experience is understated. The weights used in analyzing
VLSS98 data are based for the most part on population numbers drawn
from the 1989 census, which showed a fifth of the population living in
urban areas. The recently-announced preliminary results from the 1999
census (undertaken on April 1) show that the urban population now
represents almost 24% of the total population (Central Census Steering
Committee 1999). This too is probably understated, as urban squatters
were again not counted thoroughly.

(iii) Newly-formed households are undersampled in the VLSS9S.
Households that existed in 1993 had been in existence for at least five
years by the time they were resampled in 1998. Only the remaining
1,694 households (or 28% of the total of 5,999) could have been formed
between 1993 and 1998. This undersampling reduces the usefulness of
the VLSS98 for analyzing migration, and perhaps fertility.

In sum, both surveys were well designed and executed, and the
sampling properties are known. They constitute the most trustworthy survey
data on Vietnamese households. And they are unique in Vietnam in having
a longitudinal (panel) dimension, surveying 4,305 households twice over an
interval of five years. The data are thus highly representative of Vietnamese
households, subject of course to the caveats outlined above.

POVERTY

The government is keen to see poverty reduced; its Ten Year Socio-
Economic Strategy 2001-2010 aims to eradicate hunger and rapidly reduce
the number of poor households. This is also a central concern of donors
especially the Poverty Working Group — a coalition of government, NGOs,
and donor institutions — which published an important report in 1999
entitled Attacking Poverty (World Bank/PWG 1999).

Kinh et al. (chapter 2) emphasize the negative effects of poverty — low
quality housing; a lack of modern conveniences such as electricity, running
water and latrines; few durable goods (except for bicycles); and a stunted
intellectual and cultural life.
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So there was widespread praise for government policy when the VLSS
data showed that the incidence of poverty fell rapidly between 1993 and
1998.

The measurement of absolute poverty is highly arbitrary, but as long as
a consistent definition is used, it is possible to track changes over time. Two
definitions are widely used in Vietnam, both of them originating in the
World Bank, although a variety of other measures have also been used (e.g.
Anh 1997).

The food poverty line measures the expenditure level that would be
required to ensure that a family can buy enough food to provide each
member with 2,100 Calories per day. The patterns of food consumption,
and the prices paid for the food, are taken to be those of households in the
middle quintile of the expenditure distribution in 1993, because this group
came close to consuming 2,100 Calories. Using this measure, 25% of
individuals were in poverty in 1993, and 15% in 1998. The problem with
this measure is that it does not make any allowance for non-food items, even
though these too may represent very basic needs.

The total poverty line measures the cost of buying enough food to
provide 2,100 Calories and also makes a provision for non-food items. The
difficulty here is determining the appropriate size of the non-food
component. A simple approach was followed, which essentially measured
the non-food consumption of households in the middle expenditure quintile
in 1993 and added it to the cost of buying enough food to provide 2,100
Calories per person per day. Further details are provided by Bales, Tung
and Cuc (chapter 3). The same poverty line, adjusted for inflation, was used
in both years, and shows poverty falling dramatically, from 55% in 1993 to
37% by 1998.

The reduction in poverty rates was substantial in all regions of the
country, in both urban and rural areas, as the figures in Table 1.1 make
clear. There is an important exception to this generalization, which is that
ethnic minorities (excluding the Chinese) saw a much smaller reduction in
the total poverty rate — from 86% to 75% — than the rest of the population,
where it fell from 54% to 31% (World Bank/ADB/UNDP 1999a). The
economic boom stretched far and wide, but barely reached the remoter areas
where the ethnic minorities are disproportionately concentrated. Even if
rapid economic growth continues, concerted government effort will still be
needed to help lift these groups out of poverty (Baulch et al. 2001).

The Northern Uplands now stand out as the poorest part of the country,
in contrast to the situation in 1993, when the North Central Coast was just as
poor.
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Table 1.1
Poverty rates by region and over time
Food poverty line Total poverty line
1993 1998 1993 1998
All Vietnam 25 15 55 37
Northern Uplands 34 29 74 59
Red River Delta 24 7 60 29
North Central Coast 32 19 72 48
Central Coast 19 17 46 35
Central Highlands 30 32 67 52
Southeast 9 2 30 8
Mekong Delta 15 11 42 37
Urban areas 7 2 23 9
Rural areas 27 18 63 45
Children 64 45
Ethnic minorities 86 75
Sources: VLSS93 and VLSS98.

Cross-country comparisons of poverty rates are notoriously difficult,
but an attempt is made in Table 1.2. The numbers show the proportion of
the population living on less than $1 per capita per day (in purchasing power
parity terms, and in 1985 US dollars). They suggest that the poverty rate in
Vietnam compares favorably with that of India, but lags behind (more
affluent) China and Indonesia. There is another lesson from these numbers:
the easy gains in poverty reduction are probably over, and Vietnam will
have difficulty reducing its poverty rate substantially in the decade ahead,
even if economic growth continues at its current relatively robust rate of
between 6% and 7% annually.

Table 1.2.
Cross-country Comparison of Poverty and Inequality
% of pop. Gini coefficient of inequality
living on | Expenditure Income Year
<$1/day /capita /capita
Vietnam 1993 45 33
Vietnam 1998 27 .35
China 22 42 1995
India 47 .30 1994
Indonesia 8 37 1996
Nigeria 31 45 1992/3
Philippines 27 43 1994
Note: Income is typically distributed more unequally than expenditure, which leads to higher
Gini coefficients.
Source: World Bank 1999¢. VLSS for Vietnam.
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INEQUALITY

Many observers were surprised that poverty fell so much between 1993 and
1998, believing that most of the economic gains during these five years
accrued to the affluent few. There was a concern that growing inequality
would threaten social cohesion, as those left behind by the economic boom
would feel increasingly marginalized and alienated.

Although there are indications that inequality rose between 1993 and
1998, the evidence is somewhat weak. The Gini coefficient, a commonly-
used measure of inequality that varies from 0 (perfect equality) to 1 (perfect
inequality), rose from 0.330 to 0.354 (Vietnam: GSO 2000, p.248). By the
standards of other less-developed countries, this represents a low-to
moderate degree of inequality (see Table 1.2). The transition economies of
Eastern Europe and the Former Soviet Union, and even China, saw larger
increases in inequality in the 1990s.

Deichmann et al. (chapter 14) point out that the increase in the Gini
coefficient for Vietnam was not statistically significant, but few will be
convinced. Table 1.3 presents a breakdown of expenditure per capita by
quintile, using measures of expenditure that are comparable between 1993
and 1998 and are shown in the prices of January 1998. Over this five-year
period the real expenditure per capita by the poorest 20% of the population
rose by 29%, while that of the richest quintile increased by 54%. This
meant that the proportion of spending done by the poorest group fell from
8.8% to 8.0% of total spending, while that done by the top fifth rose from
40.4% to 43.7%.

Table 1.3
Expenditure per capita by quintile, 1993 and 1998
Lowest Low-mid Mid Mid- Upper Overall
upper
Expenditure per capita, January 1998 prices
1993 854 1,233 1,582 2,098 3,911 1,936
1998 1,099 1,632 2,125 2,929 6,032 2,764

% change +29% +32% +34% +40% +54% +43%

Expenditure as % of overall expenditure
1993 8.8 12.7 16.3 21.7 40.4 100.0
1998 8.0 11.8 15.4 21.2 43.7 100.0

Source: Vietnam: GSO 2000.

Curiously enough, measured expenditure inequality within rural
Vietnam actually diminished between 1993 and 1998, with the Gini
coefficient falling from 0.278 to 0.275; the increase within the urban areas
was very modest, as it rose from 0.340 to 0.348. It follows that the main
source of any rise in inequality appears to be an increase in the gap in
expenditure levels between urban and rural areas. This emerges clearly
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from Table 1.4; overall expenditure per capita rose by 43% between 1993
and 1998, but the increase was 60% in urban areas and just 30% in rural
areas.

It is worth noting that the Table 1.4

apparent stability of the income | Expenditure per capita by urban and
distribution masks the true level | rural area, 1993 and 1998

of income mobility, a point Urban | Rural | Overall
emphasized by Haughton et al. | 1993 3,013 1,669 1,936
(chapter 7). A tenth of | 1998 4,829 2,166 2,764
households jumped at least two | %echange | +60% | +30% | +43%

quintiles between 1993 and 1998 L Source: Vietnam: GSO 2000.

— the “shooting stars” — and on average their real per capita expenditures
rose by 173%. At the other end were the “sinking stones,” who fell at least
two quintiles and saw their spending shrink by 34% on average over the
same period. The shooting stars were disproportionately found in the Red
River Delta region (around Hanoi) and the Central Highlands (where coffee
cultivation took off in the 1990s); shooting starts were also more likely to be
urban, or at least to live in places that were not remote. There were a
relatively high number of sinking stones in the Mekong Delta.

Glewwe and Phong (2001) correctly point out that measurement error
may lead one to overstate the extent of true mobility, but this only
moderates rather than negates the basic conclusion, which is that many
households move into and out of poverty from year to year: family
members come and go, remittances may or may not arrive, farm prices may
rise or fall. Thus the image of the poor household as being stuck in poverty
is, at best, a caricature. There is an important practical implication of this
churning, which is that it is difficult to target poor households, given that
today’s pauper may be comfortably off tomorrow.

EXPLAINING THE FALL IN POVERTY

What explains the rapidity of the fall in poverty? Figure 1.1 helps tell the
story. In 1993 a large proportion of the population found itself just below
the poverty line. If their incomes (and expenditures) were to rise even a
little, they would find themselves just above the poverty line. This is
exactly what happened. It also means that the reduction in poverty is
fragile. Any shock that reduces incomes even slightly could push a lot of
households back below the poverty line, a point emphasized in the Poverty
Working Group report on poverty in Vietnam (World Bank/PWG 1999a).
Bales, Tung and Cuc (chapter 3) show that over 90% of the reduction
in poverty occurred because earnings rose in all sectors, rather than because
people moved out of low-wage sectors such as agriculture into high-wage
sectors such as services. The remaining 10% largely reflects the move out



Introduction: Extraordinary Changes 17

of agriculture, which accounted for 66% of principal jobs in 1993 and 62%
in 1998.

Figure 1.1. Distribution of expenditure per capita
0.1200
Poverty line
0.1000
1992-93
0.0800
0.0600 /
1997-98
0.0400
0.0200
0.0000
200 1000 1800 2600 3400 4200 5000 5800
Expenditure per capita, '000 dong, January 1998 prices

The movement from agricultural to wage employment appears to occur
in stages. There is considerable occupational multiplicity, with fully 37% of
workers holding more than one job (see chapter 8). It appears that typically
farmers first pick up some part-time wage work, or move into self-
employment. Only once these subsidiary activities prove profitable do they
eventually break the link with agriculture.

Employment

We are still left with the question of why earnings rose across the board.
Part of the explanation may be found in the increase in employment and
decrease in underemployment. Loan et al. (chapter 8) report that the
proportion of adults (15-60 for men,

Table 1.5
Adult labor force participation rates,
1993 and 1998

15-55 for women) in the labor force
rose from 85.7% in 1993 to 86.4% in

1998.  All of the increase was 1993 1998
attributable to a rise in female [ Qverall 85.7 86.4
participation, and was concentrated in Men 87.6 36.8
rural areas, as Table 1.5 shows. By Women 84.0 86.0
world standards these are high rates, Urban 78.9 76.3
comparable only to China (88%) and Rural 871.7 89.5

much above the levels seen in India Source: Chapter 8, based on VLSS93 and

(61%), Indonesia (61%) or the world VLSS98.



18 Living Standards in Vietnam 1993-98

average (70%) (Haughton 2000).

There was also a reduction in the number of people working less than
2,000 hours per year, from 60% in 1993 to 50% by 1998. Employed adults
worked on “economic activities” for an average of 1,955 hours annually in
1998, up from 1,758 in 1993; this has all come at the expense of “house
work,” which fell from 722 to 541 hours annually over the same period
(Loan et al., chapter 8).

Thus the economic boom has raised labor demand to the point where
there is little unused labor capacity (“surplus labor”). This is good news for
Vietnamese households, because it means that future increases in labor
demand will mainly lead to higher wages. On the other hand there is little
scope for further increases in labor force participation, so that future
increases in incomes will have to depend on higher wage rates and earnings
rather than more hours of toil — growth at the intensive rather than extensive
margin.

Unemployment

At 1.6%, the open unemployment rate observed in Vietnam in 1998 is very
low by the standards of the world’s developed countries, and low when
compared to most less-developed countries, although it was not far from the
levels observed in China (3% in 1997) and Indonesia (4% in 1996). as the
numbers in Table 1.6 make clear.

Within Vietnam there is [Taple 1.6

a marked gap between the Unemployment rates

rate in rural areas (0.8%) and 1993 1998
urban  locations  (4.5%), Vietnam overall 34 16
despite  the fact  that | Rural areas 2.5 0.8
employment has grown | Urban areas 6.9 4.5
faster in the cities and wages | Men 3.5 1.9
are higher there. These rates | Women 3.4 13
are about half of those seen Source: Loan et al. (chapter 8); GSO (2000).

in 1993, as Table 1.6 shows. Unemployment is measured using a similar
methodology to that used in OECD countries; to be counted as unemployed,
an individual must not have worked, and must have been “actively” seeking
work, in the week prior to the survey.

How are these results to be interpreted? One can make a strong case
that unemployment is a luxury that the poor cannot afford. Families that are
dirt poor are obliged to find some activity, however menial or
unremunerative, in order to survive. Once living standards rise a little,
households can support members for some time while they search for a job
more suited to their skills and aspirations. Looked at in this way, the urban-
rural gap in unemployment rates is easy enough to explain.



Introduction: Extraordinary Changes 19

Yet this cannot be the full explanation, because both urban and rural
unemployment rates fell sharply between 1993 and 1998, while incomes for
most households rose during the same period. If poor households have no
choice but to find work then one would have expected the unemployment
rate to be higher in 1998 than in the earlier, poorer, period. In this case the
likely explanation is that the economic boom of the mid-1990s created a
strong demand for labor, so that employment became much easier to find.

Agricultural Terms of Trade

An important part of the explanation for the reduction in poverty was that
agricultural prices — both paid by consumers and received by producers —
rose relative to non-farm prices; in other words the “agricultural terms of
trade” rose. Between 1993 and 1998 the price of rice rose by 62%, while
the price of non-food items increased by just 23%. The price of other food
items rose even faster than the price of rice, so that food prices increased by
68% overall.

The implications are profound. Most poor households are rural, and net
sellers of agricultural goods. For them the improvement in the terms of
trade was of great benefit, given that their output did not fall. This helps
explain why the benefits of rapid economic growth spread so widely, and
why the poverty rate fell so fast. The movement in relative prices also
moderated the real income gains in the urban areas, and also hurt landless
rural households, a problem that is particularly important, and growing, in
the Mekong Delta.

Explaining the improvement in the relative price of food is not easy.
Between 1993 and 1998 the consumer price index rose by 51%; meanwhile
the dong depreciated by 25% against the dollar (EIU, various issues). Given
dollar inflation over the same period, the net effect was a real appreciation
of the dong by about 6%. If anything, this would have served to lower,
rather than raise, the relative price of export goods such as rice.

There are four plausible explanations for the rise in the agricultural
terms of trade. First, the world price of rice rose, in dollar terms, from $262
per tonne (5% brokens fob Bangkok) in January 1993 to $294 by January
1998. Second, Vietnam’s rice exports became more efficient, with
improvements in delivery performance and quality. Thus the price of 5%
brokens fob Ho Chi Minh City rose from $212 per tonne in January 1993 to
$278 in January 1998, substantially narrowing the price gap between
Vietnamese and Thai rice. Third, agricultural exporting was liberalized,
which helped move domestic prices for goods such as rice closer to the
world price. Finally, in the wake of the Asian financial crisis (which may be
dated from the devaluation of the Thai baht in July 1997), the world dollar
price of simple manufactured goods such as garments and footwear fell,
keeping the prices of non-food goods in Vietnam from rising too fast.
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EXPLAINING DIFFERENCES IN INCOME

Why are some households poor while others are rich? This is the
fundamental question raised by Kinh and Baulch et al. in chapter 6.

They focus their attention on earnings per capita (Y/N), which they
decompose into earnings per hour of work (Y/H), average working hours
per worker (H/L) and the proportion of household members who are
working (L/N). This gives

A similar decomposition, including unearned income as well, is used by
Haughton et al. in chapter 7.

From the decomposition it follows that a household will only be well
off if its working members receive high wages or work long hours, or if the
household has a high proportion of working members (and hence a low
proportion of dependents, old and young). Some of the most interesting
decompositions are reproduced in Table 1.7.

Table 1.7
Indexes of Earned Income Per Capita and Selected Characteristics, 1998
Annual Earned Working  Proportion of
Earnings per Income/hour hours Working
Capita Persons
As percentage of national average
Vietnam overall 100 100 100 100
Rural areas 82 88 96 103
Urban areas 161 151 116 90
Southeast region 185 181 110 90
Female headed household 110 106 102 100
Ethnic minority’ 62 61 101 105
One-adult household 76 80 79 103
Car can reach commune 41 48 103 103
Car cannot reach commune 101 101 100 100
National average 2,338* 2.25% 1,893% 0.576%

Source: Based on various tables from chapter 6.
Notes: ' Excludes Kinh and Chinese. * thousands of dong. 1 Hours per worker per year.
Proportion of household that consists of working members.

From Table 1.7 we see that earnings per capita are almost twice as high
in urban as rural areas. The overwhelming reason is that average earnings
per hour (“wages”) are much higher in urban than rural areas, but it is also
worth noting that urban workers spend more time working in a year than do
their rural counterparts. Why are urban wages so high? Part of the
explanation is that urban workers are, on average, better educated than those
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in rural areas. Also, job creation is particularly rapid in urban areas, and so
wages there need to be high enough to draw labor in from the countryside.

The Southeast region, which includes Ho Chi Minh City, is far and
away the most affluent part of the country. The decomposition results in
Table 1.7 show that the main reason is that wages there are 81% higher than
in the country as a whole.

One unexpected finding is that earnings per capita are higher for
female-headed households. In such households, not only do working
members put in long hours, but they receive above average wages too.

The decomposition results also help us to understand why some groups
are so poor. Ethnic minority households work as hard as anyone else, but
their earned incomes are almost 40% below the national average, which
fully explains why they are so poor. Single-adult households are poor both
because of lower wages and shorter working hours. Remoteness has a
dramatic effect; in communes that cannot be reached by car, wages are less
than half the national average, clear evidence of the need to ensure that all
parts of the country are easily accessible if the benefits of economic growth
are to spread to everyone.

EFFECTS OF POVERTY

Poverty has important social effects, which are especially evident among
children. Children from poor households are less likely to be enrolled at
school (chapter 9) and more likely to malnourished (chapter 4). People
living in poor households are more likely to be sick and, when ill, to get
lower-quality health care.

School Enrollments

The evidence that poverty affects access to schooling is strong. Between
1993 and 1998, as living standards rose, school enrollment rates increased
markedly at all levels, (see Table 1.8). Even with this increase, Vietnam’s
enrollment rates are not very high by the standards of its most important
regional competitors, particularly China, Thailand and the Philippines.

Table 1.8. Net School Enrolment rates, 1993 and 1998.
Primary age Lower-sec. age Upper-sec. age University age
6-10 11-14 15-17 18-24

1993 78.0 36.0 11.4 1.8

1998 92.6 61.6 28.8 9.3

1998, male 93.5 61.1 30.3 10.0

1998, female 91.7 62.2 27.4 8.5
Notes:  Net enrolment rate (level x) =  Number of pupils of level x age that are attending

level x + total population of level x age

Sources: Vietnam: SPC/GSO, 1994; Vietnam: GSO, 2000. From chapter 9.
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In any given year, children from poor households are less likely to
attend school. This effect appears clearly in Table 1.9: 18% of those aged
12-20 who come from households in the top expenditure quintile are no
longer at school or college, while the proportion is 43% for those from the
bottom quintile.

Table 1.9
Secondary school attendance for children 12-20 by expenditure quintile, 1998

Expenditure quintile
Poor Poor-mid Mid Mid-Upr Upper Overall

Dropped out of school 43.3 36.1 32.7 29.5 18.2 304

Note: Design-based F(3.72, 676.49) = 22.7; p-value = 0.000. From chapter 9.

As Son et al. point out in chapter 9, income is not the only determinant
of school enrollment rates. Children with well-educated parents are more
likely to stay in school, and so are boys. As Table 1.8 shows, the gender
bias is small at lower levels of education, but becomes more marked for
older children. Children in the Mekong Delta region are less likely to go to
school, holding other factors constant.

In a study using data from VLSS93, Chuyen, Dung and Viet (1999)
found that higher school fees were associated with a higher probability of
attending school. They speculated that this surprising result was due to a
quality effect: higher fees improved the quality of the schooling so much
that parents were more inclined to send their children to such schools. Son
et al. (chapter 9), using data from VLSS98, find that higher school fees are
now associated with a lower probability of going to school.

This presents a challenge to public policy, because if high school fees
are a deterrent to schooling, and poor households have difficulty affording
education, then more attention will be needed to providing subsidies to poor
households to ensure that their children do not suffer from inadequate access
to education.

Child Nutrition

It is no surprise that child malnutrition rates fell between 1993 and 1998.
The proportion of children aged 0 to 5 who were stunted (i.e. had a height
for their age at least two standard deviations below the median for the US
NCHS sample) fell from 53% in 1993 to 34% by 1998 — a remarkable drop,
even if the current malnutrition rate still falls short of the government’s
target of 30% by 2000 (now revised to 20% by 2010). The drop was much
more dramatic than many expected. For instance Ponce, Gertler and
Glewwe (1998), noting that the stunting rate had fallen from 56% in 1987-
89 to 53% by 1993, expected it to drop to about 48% by 1998.
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The stunting rates for children aged 13 and under are similar, as Table
1.12 shows. Malnutrition is more prevalent in rural than urban areas, but
has fallen equally quickly ([Table1.10

everywhere. Despite the [Percentage of children aged 13 and below who
rapid fall in  long-run [are stunted

malnutrition, the comparative 1993 1998

data in Table 1.15 show that [Vietnam overall 4.6 41.7
the malnutrition rate in |Jrbanareas 37.3 22.9
Vietnam is not yet lower than l({}grlal areas 378 g;f
one would expect based on Bg;/Ss 43'9
the experience gf relevant o "o boys 479
comparator countries. Note: A child is stunted if his or her height for age z-

Remarkably, 34% of [score is at least 2 standard deviations below the

those who were stunted in [median.

1993 were no longer o in Sources: SPC/GSO 1994; GSO 2000.

1998, based on information for those children for whom data are available in
both years; on the other hand 21% of those children who were in the normal
range at the start of the period had become stunted by the end. This
suggests that efforts to combat and prevent malnutrition should not only
focus on newborns, but also on helping currently stunted children to catch
up, as well as ensuring that adequately fed children do not fall behind.
There is still a clear need to address the weaning problem, because
malnutrition rates jump very sharply when a child’s age rises from about 15
to 30 months.

The underlying causes of malnutrition do not appear to have changed
much, if one compares the models estimated by Haughton and Haughton
(1997) with those of Koch and Linh (chapter 4). It is puzzling that a
household’s intake of Calories per capita does not appear to have an
appreciable effect on malnutrition, suggesting that more attention needs to
be paid to the type of foods eaten, particularly at weaning, as well as to the
determinants of the intrahousehold distribution of food. The World
Bank/ADB/UNDP (2000, p.68) notes that even among the most
disadvantaged households, some are able to keep their children healthy and
well-nourished; the implication is that education about nutritional best
practice would be useful.

Affluence also matters; 54% of children in the lowest quintile of the
expenditure distribution were stunted, compared to 19% of children in the
top quintile. There is no statistically significant gender bias in malnutrition
rates, although rural boys may be emerging as the single group most at risk.

Health Access

According to the VLSS98, 42% of all those surveyed reported being sick at
some point during the four weeks prior to being surveyed. Lan et al.
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(chapter 10) note that the incidence of sickness is strongly related to age,
being high for the very young and for the old.

Poverty plays a significant role. Among households in the poorest
expenditure per capita quintile, 43% fell ill, compared to 39% for those in
the top quintile (see Table 1.13). Given that a person was sick, there was a
79% probability of getting treatment — 83% for those in the top quintile,
70% for those in the poorest quintile. The quality of treatment also differs,
with the poor being more reliant on community health centers, while better-
off households made greater use of private clinics and government hospitals.
There is a strong, income-related, demand for good medical care. Gertler
and Litvack (1998, p.246), using data from VLSS93, find relatively high
income elasticities of demand for medical care in public hospitals, private
providers, and private pharmacies, particularly for treating children; in
contrast, for public clinics, the estimated elasticities were not statistically
significant at the 1% level

When someone is sick, poor and rich households devote about the same
proportion of total expenditure — about 5% — to health care. But this means
that spending is seven times higher for top-quintile households than for
bottom-quintile households.

Table 1.11
Sickness and treatment, by expenditure per capita quintile, 1998
Expenditure per capita quintile Total
Poor Poor- Mid Mid- Upper
mid upper
Fall sick? 43.0 41.6 42.5 41.6 39.3 41.6
If sick, visit facility? 70.3 80.1 82.2 81.4 83.0 79.3
Memo:
Visit govt. hospital 3.7 5.4 7.4 9.3 12.6 7.6
Visit pharmacy 52.6 62.0 63.9 60.0 61.4 60.0
Visit private clinic 8.4 8.1 10.9 11.3 14.5 10.6
If sick, spending on
health care, ‘000 d. 55.5 89.0 129.0 178.8 368.9 175.7
Spending as % all exp 4.5 5.0 5.6 5.7 5.5 53
Sources: GSO 2000; chapter 10.
GETTING OUT OF POVERTY

The main emphasis of this book is on describing and explaining the
evolution of living standards, and related social indicators, between 1993
and 1998. This means less attention has been paid to the fundamental
problem of how to maintain, and even accelerate, the reduction in poverty.
However four of the chapters are particularly relevant in this context: Duy et
al. (chapter 11) look at the evolution of fertility, and find that it has reached
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the replacement level; Toan et al. (chapter 12) consider the role of
household credit; Quyen et al. (chapter 5) attempt to quantify the role of
education in boosting incomes; and Bao et al. (chapter 13) try to measure
the distributional effects of the Vietnamese tax system.

Fertility

The total fertility rate (TFR) measures the number of children that a woman
would have, hypothetically, during her lifetime if current age-specific
fertility rates were to persist. The TFR peaked in 1970 at 6, fell to 3.2 by
1993 (Haughton 1997) and to just 2.2 by 1998; Table 1.14 summarizes the
details.

These numbers show that the total fertility rate has fallen at an
unusually rapid rate, by 0.18

per year since 1980. | Table1.12 o _

Writing in 1992, Feeney and i\)/%utlon of the total fertility rate (TFR) since

Xenos found comparably

rapid declines only in TFR Source

Tai Si d 1979 5.6 Census of 1979
arwan,  Singapore  and | 99 g3 32 VLSS93

Hong Kong (in the 1970s), | 1996.97 23 DHSof 1997

and a more rapid fall in | 1997-98 22 VLSS98

China (0.24 per year in the | 1999 2.0 Census*

1970s).  The decline in [ Source: Duy et al., chapter 11.

Vietnam was however achieved with a less draconian family planning
program than in China (Goodkind 1995, Nhiem 1999). More recent
numbers show that fertility decline has accelerated worldwide, making
Vietnam's case somewhat less exceptional. Between 1980 and 1997, the
total fertility rate fell by at least 0.1 per year in 28 countries; in Algeria,
Bangladesh and Kenya it fell as quickly as in Vietnam, and in Iran and Syria
it dropped even faster (World Bank 1999c).

Vietnam's total fertility rate (TFR) is now one of the lowest in the
developing world - higher only than Thailand and China. Some
comparative numbers are shown in Table 1.15.

Duy et al., in chapter 11, analyze the immediate causes of the drop in
fertility, and finds that it is due in about equal measure to later and fewer
marriages, and to an increase in contraceptive use. The proportion of
married women who say they are using modern contraceptive methods,
particularly IUDs, is very high, having risen from 43.9% in 1993 to 55.1%
by 1998. Contraceptive use rates also vary less across regions than they did
in 1993; the Mekong Delta in particular has largely closed the contraceptive
use gap with the rest of the country. Of the sixty less-developed countries
for which the World Bank (1999c) provides data, only China (85%) and
Brazil (77%) reported higher overall contraceptive use rates. Some
comparative numbers are shown in Table 1.15.
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What fundamental forces are behind the drop in fertility? The standard
economic “explanation” is that households are moving from a desire for a
large quantity of children to a preference for quality (Behrman and
Deolalikar 1988), but this begs the question of why such a shift is underway.
Possibly the mixture of rising and high educational costs — in 1998
households spent an average of 547,000 dong ($39) for every child at school
— along with reduced labor contributions from children (who are more likely
to be at school) and changed expectations about how to finance old age, may
be combining to make having children less attractive. Increasing
urbanization, high and rising levels of maternal education, and a vigorous
family planning program also play a part, although the statistical evidence in
chapter 11 suggests that the role they play is relatively modest. Certainly
fertility rates are low in all rich countries; the puzzle is why the TFR should
now be so low in a country as poor as Vietnam, where per capita annual
income is $1,690 (in purchasing power terms in 1998, according to the
World Bank (1999c¢)).

Table 1.13
Comparative data on fertility and nutrition, late 1990s.

Total Contraceptive % of children =~ GNP/capita,
Fertility use rate (all <5 years who PPP, 1998

Rate methods) are stunted
Vietnam, 1993 2.6 65° 53 1,200
Vietnam, 1998 1.8 77 34 1,690
China 1.8 85 16 3,220
India 3.1 41 52 1,700
Indonesia 2.5 57 34 2,790
Nigeria 5.1 6 39 820
Philippines 3.6 48 30 3,540
E.Asia & Pacific’ 2.1 20 3,400
Sources: UNICEF; World Bank World Bank World Bank

VLSS (1999¢); VLSS (1999¢); VLSS (1999¢)

Notes: Data for late 1990s, unless otherwise indicated.

' Weight for age at least 2 standard deviations below median for NCHS sample. Vietnam
figure for 1993 refers to height for age.

2 Author's estimate.

* The use rates for “modern” contraceptives were 44% in 1993 and 55% in 1998.

* Low-income countries only.

It is noteworthy that the fall in fertility has occurred despite the fact that
son preference remains strong. A preference for having at least one son is
by no means universal, although it has been observed in China, South Korea
and much of South Asia. Rahman and DaVanzo (1993, p.329) assert that
son preference, inasmuch as it leads families to have more children than
would otherwise have been the case, is "a significant barrier to further
fertility decline" in many countries. On the other hand, at least for the case
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of Sri Lanka, De Silva (1993, p.329) concludes that "son preference has
proved to be no substantial obstacle to achieving significant fertility
decline."

Haughton and Haughton (1995) applied a number of tests to the
VLSS93 data and found clear evidence of son preference. This showed up
in the contraceptive use rates: women with a son were more likely to use
contraceptives. It also appeared in hazard models, which found that the time
interval between one child and the next was shorter for families that did not
yet have a son. A similar set of models is estimated in chapter 11, but this
time using the data from the 1998 VLSS. The estimates show that son
preference is at least as strong as it was in 1993; for instance, if a benchmark
55% of married women aged 15-49 were using contraceptives in 1998, then
the figure was 63% for women who already had a son. Without son
preference the fertility rate would probably be as much as 10% lower than it
currently is.

It is easier for a country with a slow-growing population to achieve
higher growth in per capita GDP, because less of the country’s investment
needs to be devoted to equipping the new members of society. This implies
that the low fertility rate in Vietnam is likely to be helpful as the country
seeks to maintain its recent record of rapid increases in living standards.

Credit

About 51% of households owed money at the time they were surveyed, with
borrowing more common among rural than urban families (Table 1.16).
And 14% of households lent money to others. About half of the money
borrowed came from formal sector institutions, mainly state-owned banks
(38% of all borrowing); the other half originated in the informal sector,
mainly from relatives and other individuals.

The most

. . . Table 1.14
puzzling finding is Proportion of households borrowing and lending.
that 46% of 1993 1998
households that lend Borrowing
money also borrow Vietnam overall 45.0 50.2
money (Tam et al, Urban areas 38.0 36.5
chapter 12). Why is Rural areas 46.7 54.2
this? One possibility | Lending
is that these Vietnam overall 16.5 13.9
“borrowing lenders” Urban areas 15.5 9.2
in fact borrow during Rural areas 16.7 15.2
some months of the Squrces: Vietnam: GSO (2000), Vietnam: SPC/GSO (1994),

Bich et al. (1999).

year and lend at other
times, but if this were true we would expect the interest rates to be similar
on money borrowed and money lent. This is not in fact the case; the
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borrowing lenders pay an average interest rate of 1.3% per month on dong
that they borrow, and charge twice as much (2.6%) on money that they lend
out. This suggests that borrowing lenders should be thought of as financial
intermed-iaries, seeking to turn a profit out of providing a service. They
may have more and better information about the people to whom they lend
money than the formal banks do, and so can do a better job of evaluating the
credit risk. That about 6% of all households are embryonic financial
intermediaries testifies to the weakness of the formal banking sector in
Vietnam, and to the strength of entrepreneurial urges at the individual level.

Taxation

The government of Vietnam, local, provincial and central, collects the
equivalent of about 17% of GDP in the form of taxes, fees and grants. How
equitably is this burden shared? An answer to this question would be useful
because it opens the possibility of raising the (after-tax) incomes of the poor
by changes in the structure of taxation. A similar case can be made for
looking at the distributional effects of government social subsidies; a recent
study by van de Walle (2001) finds that these do little to redistribute
resources to the poor.

Bao, Haughton and Quan (chapter 13) attempt to estimate the effective
incidence of taxation, using data from the 1998 VLSS. Information is
available from the community questionnaires on the agricultural taxes, fees
and contributions paid by households; the household questionnaire has
information on taxes paid by non-farm household enterprises; and by
combining household survey information on spending patterns with official
data on tax rates it is possible to infer how much tax is paid on goods that
the household purchases. The results, which are somewhat tentative, are
summarized in Table 1.17. They show that the taxes whose incidence one
can trace constitute 8.5% of spending; the proportions range from 7.8% for
households in the lowest quintile to 9.5% for those in the top quintile,
suggesting a modest degree of progressivity. Agricultural taxes and fees fall
disproportionately on the poor; business taxes mainly hit better-off
households and indirect taxes (the turnover tax that operated in 1998 plus
excise taxes and import tariffs) fall in the same proportion on all groups. An
interesting exception is the tax on gasoline, which is highly progressive.

There is a simple corollary. A reduction in agricultural taxes and fees,
with the revenue recouped through higher taxes on motor fuels, would
reduce some of the burden on poorer households.
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Table 1.15
Summary of Taxes by Expenditure per capita Quintile, 1998

Low Low- Mid- Mid- Upper All

mid dle upr
(in ‘000 dong unless otherwise noted)
Expenditure/household 6,608 8,844 10,379 13,255 25,587 13,596
Estimated indirect tax/h’hold 273 390 400 549 1,027 554
Agric. Taxes & fees/h’hold 232 337 346 302 135 254
Business taxes/household 13 42 46 146 1,270 352
So: All taxes & fees/h’hold 518 769 792 997 2,432 1,160
All Taxes as % of expenditure 7.8 8.7 7.6 7.5 9.5 8.5
Memo: Expenditure/capita 1,185 1,730 2,240 3,068 6,449 3,120

Source: From chapter 13.

The importance of such an effect should not be exaggerated, however;
even if all agricultural taxes, fees and contributions were abolished, the
after-tax income of households in the poorest quintile would only rise by a
little over 3% — equivalent to six months worth of economic growth.

CONCLUSIONS

The economic boom of 1993-1998 had powerful effects. The poverty
rate fell rapidly between 1993 and 1998; the growing economy raised wage
rates, sucked people into the labor force, and reduced unemployment and
underemployment. Fortuitously, the terms of trade moved in favor of
agriculture, helping food producers at the expense of food consumers.

Not only the economy, but also Vietnamese society, changed during the

boom years. Fertility continued to fall and is now low, and contraceptive
use is high; open unemployment is low and labor participation rates very
high; educational enrolment rates rose sharply and malnutrition became
much less common. Perhaps we should not be surprised by these
transformations, because they are very similar to those seen in China a
decade earlier, and before that by Thailand, Indonesia and Malaysia. In
many respects, Vietnam is typical of the countries in the region.
Despite the period of rapid economic growth, Vietnam is still poor. Within
the country there is a moderate amount of inequality by world standards, but
this means that more than a third of the population was still living in poverty
(using the World Bank’s “food plus” poverty line) in 1998.

In this chapter, as in much of this book, we have emphasized the ways
in which poverty hurts, — less access to education, to food and to good
health care; poor quality housing; a lack of conveniences such as running
water; and insufficient time and means to participate fully in the intellectual
and cultural life of the country.

Continued economic growth will raise wage rates, but there is little
further scope for increased labor force participation. Over the past couple of
years agricultural prices have fallen; while they are likely to recover,
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Vietnam cannot again expect a major structural shift in prices such as that
experienced between 1993 and 1998. As a result, further reductions in the
poverty rate will be increasingly difficult to achieve. In this respect, there is
a risk that Vietnamese experience will mirror that of China, where economic
reforms and rapid growth led to a rapid fall in poverty in the 1980s,
followed by a period when poverty hardly fell any further.

Hence the challenge: what needs to be done to ensure that Vietnam’s
continued economic growth will translate into continued rapid reductions in
poverty? This is in part an intellectual challenge, because there are no
simple or easy solutions. But it helps to begin with a sound analysis, to
which we hope this book contributes usefully.
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INTRODUCTION

The gap between rich and poor is a matter of growing concern in Vietnam,
and has attracted the attention of researchers and policy makers (e.g. Poverty
Working Group 1999).

In this chapter we first document the size and evolution of the gap
between rich and poor in Vietnam, make the case that it represents a social
and human problem, and then seek to explain the underlying causes of the
gap. Our main conclusion is that the growing gap between rich and poor is
mainly explained by the differential growth rates in real expenditure per
capita between regions, and between urban and rural areas.

We base our analysis on the data gathered by the Vietnam Living
Standards Surveys of 1992-93 and 1997-98, the most reliable and complete
sources of information on the issue.

HOW BIG IS THE RICH-POOR GAP?

There are two popular, and straightforward, ways to measure economic
inequality. The first is to compare the share of all expenditure that is
undertaken by the poorest fifth of the population with the share undertaken
by the most affluent fifth. In 1993 the rich accounted for 40.4% of
spending, compared to 8.8% for the poor, a ratio of 4.6:1. By 1998 this ratio
had widened to 5.5, with 43.7% of spending coming from the rich and 8.0%
from the poor. By this measure, inequality increased in Vietnam between
1993 and 1998, but only slightly. For an analysis of inequality based on the
1992-93 VLSS, see Dollar, Glewwe and Litvack, chapter 1.
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The other popular measure of inequality is the Gini coefficient, which
ranges from 0 (perfect equality) to 1 (perfect inequality). Applied to
expenditure per capita and on an individual (rather than household) basis,
the Gini coefficient stood at 0.35 in 1998.

To put this number in context, Tapie2.1

it is helpful to compare it with the | Ginj Coefficients for Expenditure per
Gini coefficients of other countries, | Capita for Selected Countries
as is done in Table 2.1. These show Year Gini
that inequality in Vietnam is less | Bangladesh 1995/96 0.34
than in Thailand, but similar to that | India 1996 0.33
found in Peru, Bangladesh, India | Indonesia 1996 0.37
and Indonesia. It is perhaps | Pakistan 1996/97 0.31
surprising that Vietnam, with its Peru 1997 0.35

. > . Thailand 1998 0.41
strong commitment tq .soc1a1 Vietnam 1998 0.35
equality, has such a significant Source: Poverty Working Group, 1999, p.70.

degree of inequality.

Based on comparisons such as these, the Poverty Working Group — a
Government/Donor/ NGO group — was able to write, in a recent report, that
“Vietnam remains a moderately equal society: its levels of inequality are
comparable to those in some South Asian countries but are lower than those
in some other East Asian countries . . . For most developing countries, Gini
coefficients for expenditures or incomes range between 0.3 and 0.6”
(Poverty Working Group 1999, p.155).

It is almost universally true that inequality in incomes is greater than
inequality in expenditures. This is true in Vietnam too, where the ratio of
the incomes of the rich to those of the poor was 6.98 in 1998 (see VLSS,
2000, table 7.1.2a page 305) compared to 5.3 for expenditures. Again it is
useful to provide an international perspective, which allows one to compare
the Vietnamese experience with a greater number of other countries. The
results, displayed in Table 2.2, show that income inequality in Vietnam is
probably relatively low by the standards of other developing countries,
although the data in Table 2.2 refer to expenditure for Vietnam.

The inequality within Vietnam pales into insignificance when compared
with inequality worldwide. The UNDP (1999) estimates that the poorest
20% of the world’s population account for just 1% of its GDP, while the
richest fifth account for 86% of the total. Put another way, the richest fifth
of the world’s population spends 16 times as much as the world’s poorest
fifth, and earns 74 times as much (UNDP 1999, p.24).

Changes in Inequality

Between 1993 and 1998 the Gini coefficient for per capita expenditures rose
from 0.33 to 0.35, showing a small increase in inequality. In order to see
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whether this increase might be statistically significant, we bootstrapped the
difference in Gini coefficients between 1998 and 1993, and found that a
95% confidence interval (-.0017, .0401) just about includes a zero
difference. Our bootstrap procedure takes into account the sampling design
of the surveys, and the fact that the two samples — from 1993 and 1998 — are
not independent. Thus the difference in Gini coefficients is not statistically
significant. The statistical abstract for the 1998 survey (Vietnam: GSO
2000) correctly points out that the increase in Gini coefficients is
“negligible” (p. 265).

To put this increase into perspective, note that the Gini coefficient
for per capita income rose

in China from .29 in 1981 ([Table 2.2
to .39 by 1995 (Yao). |Income Distribution for Selected Countries, ¢.1995
There was also a % of income gqing to: _
substantial  increase ~ in Do 20%et cootfcien
income inequality in the hholds/pop hholds/pop
transition countries of |Developing countries 5-6 >50
Eastern Europe and the Uruguay (hholds) 5.0 48.7 0.43
Former Soviet Union Costa Rica (hholds) 4.3 50.6 0.46

) 1, pery (hholds) 4.4 51.3 0.46
with the average Gini |Ecuador (hholds) 23 59.6 0.67
coefficient rising from  |Brazil (hholds) 25 63.4 0.59
.24 in 1993/95 to .33 by [Paraguay (hholds) 23 62.3 0.59
1997/98 (Milanovic Egypt (POF) ) 23 ‘5132 8;“2)

. . anzania (po; . . .

1998).  Milanovic also 4 00 (l;ol;) 6.6 494 0.43
reports that the most |ietnam:
spectacular increase in |1993 (expenditure) 8.8 40.4
inequality occurred in 1998 (expenditure) 8.0 43.6 0.35
Russia, where it rose World, _1997 (GDP) 10 860 -

. Sources: UNDP (2000) for countries from Uruguay to
from .24 in 1988 to 0.48 Paraguay and for the world, VLSS for Vietnam,
by 1993. Only in Poland [National Economics University (1997) for countries
was there little increase in [from Egypt to Indonesia.

inequality (Kolodko 1999).
THE RICH-POOR GAP

One might argue that inequality per se is not a problem, provided that
living standards are rising across the board. Certainly the evidence shows
that the real level of spending rose for all quintiles, as Table 2.3 makes clear.
Thus the average annual level of expenditure per capita for those in the
lowest quintile rose from 853,632 dong ($60.97) in 1993 to 1,098,900
($78.49) by 1998, all expressed in the prices of January 1998. This
represents an increase of 29%, which is substantial, although lower than the
54% increase in the per capita spending of the rich.
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If no one is worse off and at least someone is better off, is not society
better off, even if inequality may have increased? For at least a century, this
Pareto criterion has been the bedrock of welfare economics, and it is a
principle that commands a lot of support (for a recent example, see Feldstein
1999).

There are however two

Table 2.3

reasons why one should be Per Capita Expenditure, 1993 and 1998

concerned with inequality. Expenditure per capita

First, when  economic p.a. in January 1998

growth is accompanied by prices, ‘000 dong

rising inequality, poverty 1993 1998 % rise

will fall more slowly. In | All people 1,936 2,764 43
Poor 854 1,099 29

China, for instance, in

recent years poverty has Rich 3,911 6,032 >4
fallen more slowly than Ratio, rich/poor 4.7 >3
y Gini coefficient 0.33 0.35

income has grown, due t0 g5 ces: VI.SSO3 and VI.SS9S.

rising income inequality
(Yao 2000). In this context the Vietham Development Report 2001 argues
that if Vietnam grows by 7% annually for the next decade, the number of
poor people will fall by about 20 million if economic growth is equally rapid
in the (rich) cities and (poor) countryside. On the other hand, the number of
poor will fall by only 12 million if growth is concentrated in the urban areas
—in effect, if growth mainly helps better-off households and so is associated
with a further rise in inequality.

The second reason for being concerned with rising inequality is that
could weaken social cohesion. The poor would feel that they are being left
behind and have less of a stake in society, and are more likely to feel
alienated. Together, these two arguments suggest that, where possible, one
should aim at “pro-poor” growth.

Characteristics of the rich-poor gap

Inequality will more easily lead to dissatisfaction if the contrast in
living standards between the poor and the affluent is visible. What are the
main characteristics of this gap? In what follows we focus on three issues:
housing, modern conveniences, and cultural life.

Poor people are badly housed. This is clear from Table 2.4, which
shows that while 37% of rich people lived in permanent structures, only 4%
of the poor were so fortunate. A remarkable 44% of the poor lived in
“temporary” houses, compared to 9% of the rich.

Poor people lack modern conveniences. The evidence for this is
presented in Table 2.5, which shows that almost no poor people had a
refrigerator, motorbike or telephone. This stands in sharp contrast with the
rich, 55% of whom had a motorbike, 35% a fridge, and 27% a phone. As a
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general rule, the poor possess lower-valued items like bicycles and radio/
cassette players, but not expensive items such as color TVs.

Table 2.4
Quality of housing for rich and poor, 1998
% of group % within each area
Poor Rich Poor Middle Rich Total
(1) (2,3,4) (5) 155

City house with garden 0.0 0.4 0.0 100.0 100
Multi-storied house or apt. in
multi-storied bldg. with private 0.4 22.0 1.2 71.5 100

bathroom, kitchen, toilet
Permanent one-story house or

apt. with private bathroom, 3.6 15.0 8.3 34.6 100
kitchen, toilet

Semi-permanent house 52.6 53.6 17.8 18.1 100
Temporary house 43.5 9.0 33.5 7.0 100
All Vietham 100.0 100.0 20.0 60.0 20.0 100

Source: Based on VLSS98.

Poor people cannot easily participate in intellectual and cultural life,
largely because they lack the wherewithal to pay. Table 2.6 shows that just
1% of the poor spent money on books, newspapers or magazines in 1998,
compared with 46% of the rich; for entertainment such as a visit to the

cinema or a sports game, or a Table 2
ideo rental, the figures are able 2.5 ; ;

V}) €0 > g . Percentage of Households Owning Different

5% fpr the poor and 24% for | pyrable Assets, 1998

the rich. Poor Middle Rich
One might add that even O 234H O

rich households do not spent | ColorTV 6.5 - 764

a lot on cultural needs Blagk and white TV 15.0 - 9.4

. : Radio/Cassette Player 26.9 - 57.6

However three expenditures Refrigerator, freezer 0.1 - 353

— hair cuts/styling, funerals | Motorbike 1.0 - 55.4

and weddings, and buying | Bicycle 61.9 - 76.7

gifts — are undertaken with [acphone 0.0 - 26.8

Source: VLSS98.

almost equal probabilities by
poor and rich households. The poor mainly buy a haircut, while the rich
spend both on hair cuts (for men) and styling (for women).

The other remaining common expenditures show that traditional
practices remain important for the people. Although 46% of the rich spend
on buying books and newspapers, this is little higher than the proportion
who spend on weddings and funerals. This shows that popular belief in
these practices is almost as important as book and newspaper reading. For
poor households, spending on weddings and funerals is over thirty times
more common than spending on reading materials — a strong indicator of the
influence of spiritual beliefs or social pressure over the desire for
knowledge.




38 Living Standards in Vietnam 1993-98

THE DETERMINANTS OF INEQUALITY AND POVERTY

To summarize the argument so far, we have established that inequality in
Vietnam is moderate, although not especially low, by world standards. It
rose slightly between 1993 and 1998, although incomes rose enough to
reduce poverty rates too. Poor people have far less access to the good and
fine things of life than do the rich. Now we need to ask what influences
leave some people poor and others rich.

Household Table 2.6
Characteristics Cultural Activity of Households, 1998
Poor Rich
The most basic @ (©)
information on the Eooks, nev}vlspape}rls, maglazines ;(6) éllg ?
. . 1ctures, photos, houseplants . .

_Corre:atest 9f %ngiluaélgy Entertainment (cinema, video, sports) 4.5 24.3
1S set out 1n laole Z./, Toys 38 17.1
and refers to 1998. Jewellery, watch, makeup 5.5 323

Female-headed Igaircu?. hairdressir;gd buildi 6(3); 9?;

osmetic surgery, body building . .
households are ~more | p "G lidays 08 185
likely to be in the rich | Fyneral and worship on special  35.6 37.2
group than are male- | occasions of members of the
headed households. A | household
.- . Gifts, donations (including wedding, 88.0 98.3
similar finding emerged
old age and funeral)

from the 1993 VLSS Hiring domestic services 0.1 2.2
survey (see Haughton et | Source: VLSS98.

al. 1999, chapter 9).

The result is difficult to interpret; female-headed households may indeed be
better-off, or perhaps female heads more accurately recall how much was
spent during the previous year than men, biasing the measure of expenditure
upward for female-headed households. However this gender effect tends to
disappear once other variables are taken into account as we will see below.

Almost two-thirds of ethnic Chinese (who account for 2% of the total
population) were rich. On the other hand almost half of the people
belonging to other ethnic minorities, who constitute 14% of the population,
were poor.

Rich households are much better educated than poor, with family
members (over five years old) having 8.2 years of schooling on average,
compared to 4.4 years for poor households. Among households where the
head had acquired a university or college education, three quarters were rich
and less than one percent were poor.
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Table 2.7
Description of poor and rich households, 1998

Expenditure per capita quintile

Poor (1) Mid (2,3,4) Rich (5) Total
Gender of household head
Male 18.2 19.8 100
Female 12.4 31.9 100
Ethnicity of household head
Kinh 15.5 22.0 100
Chinese 4.1 65.1 100
Other 48.6 1.7 100
Education of hh head
Never went to school 30.6 11.6 100
Less than primary diploma 19.2 16.5 100
Primary diploma 18.6 20.2 100
Secondary diploma 15.3 19.1 100
Upr. secondary diploma 8.9 40.2 100
Technical worker 8.0 329 100
Professional secondary 5.8 42.8 100
University, college 0.6 75.2 100
Individuals overall 20.0 60.0 20.0 100
Average:
Age of household head 43.6 48.1 50.2
# workers in household' 2.7 2.7 2.6
# illiterate workers in hh 0.83 0.30 0.10
# unemployed in hh? 0.027 0.034 0.047
Household size 5.6 4.1
# children in hh® 2.5 0.9
Yrs education, those >5* 4.4 8.2
Occupation of household 100.0 100.0
Farm’ 83.3 23.2
Non-farm 16.7 76.8

Notes: ' Workers are defined as family members aged 15-60 for men, and 15-55 for women. 2
Unemployment is defined using standard ILO definition, and includes working age household
members who are not currently working but are actively seeking it. * Anyone aged below 15 is
counted as a child. * Source: GSO (2000), p.53. ° Farm households are those where a majority
of time spent working was on farming activities (see Vietnam: GSO (2000), p.13).

Source: VLSS98.

Five out of every six poor people belong to farming families. This is in
sharp contrast with rich people, where less than one in four is in a farming
household.

Rich and poor households have, on average, the same number of
working-age members. However poor families tend to be larger, with each
worker supporting more children and old people.

Qualitative research conducted by Liljestrom et al. (1998) identifies the
availability of work for both husband and wife as a positive factor for
household prosperity, and poor health of a family member as a negative one.
Ethnic effects come to light: the Kinh are better off.
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Geographic factors

There is a clear geographic pattern in the distribution of rich and poor
households, as the figures in Table 2.8 make clear. Almost all (96%) of
poor people are rural, and nearly a third (32%) live in the rural parts of the
Northern Uplands alone. There are also large concentrations of the poor in
the rural parts of the Red River Delta, North Central Coast, and Mekong
Delta.

At the other end of the distribution, close to two thirds (63%) of all rich
people live in urban areas. A third of the rich live in Hanoi and Ho Chi
Minh City alone. There is another way of expressing this gap: four fifths of
all those living in the two big cities are rich, while less than 10% of the rural
population is rich.

Table 2.8
Geographic breakdown of population by rich and poor, 1998
% of group % within each area
Middle
Poor Rich Poor groups Rich Total
(1) (2,3,4) (5) 155

Urban: 3.9 63.1
Hanoi & Ho Chi Minh City 0.1 322 0.3 - 80.8 100
Other cities 0.7 14.0 2.7 - 53.5 100
Other urban population 3.1 17.0 6.7 - 36.6 100
Rural: 96.1 36.9
Northern Uplands 31.7 35 40.0 - 4.5 100
Red River Delta 11.9 6.1 16.3 - 8.4 100
North Central Coast 18.7 4.1 29.6 - 6.5 100
Central Coast 9.8 32 26.4 - 8.6 100
Central Highlands 6.6 1.3 35.6 - 6.9 100
Southeast 1.3 11.4 42 - 38.0 100
Mekong Delta 16.3 7.4 18.6 - 8.5 100
All Vietham 100.0 100.0 20.0 60.0  20.0 100

Source: Based on VLSS98.

Despite these considerable differences, it is worth emphasizing that per
capita expenditure levels rose in every region between 1993 and 1998, as
Table 2.9 makes clear. What is relevant to our analysis is that the growth
rate was uneven, with rapid advances in the urban areas and those rural
areas close to the big cities (Red River Delta, Southeast), but modest
elsewhere, especially in the Mekong Delta where spending levels virtually
stagnated.
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It is interesting to

. . Table 2.9

note  that inequality | Geqgraphy and Per Capita Expenditure, 1993-1998
within rural areas did Expenditure per capita
not change between p.a. in January 1998
1993 and 1998, with prices, ‘000 dong .
the Gini coefficient Allh hold 11322 ;979684 %Llrése
stayin at 0.28; ousenolds ' '
e inequality | Uroan 3013 4829 60

o Rural 1,669 2,166 30
within  urban areas of which:
hardly rose at all. The | Northern Uplands 1,442 1920 33
overall  (non-signif- | Red River Delta 1,966 2,938 57
icant) increase in Gini | North Central Coast 1,486 2,197 48
coefficients (.33 to .35) Central Coast 2,026 2,641 30
can be explained by a Central Highlands 1,537 1,942 26
possible widening of | Southeast 2,801 5,019 79
the gap in living Me_kong ]_)e_lta 2,129 2,536 19
standards between the | G coefficient:
countryside and the Urban 337 342

o Rural 278 277
cities. Sources: VLSS93 and VLSS98.

In many
respects our conclusion is similar to that of the Poverty Working Group,
whose recent report Attacking Poverty argued that

"There has also been some increase in inequality between the seven regions
of Vietnam. Regions have grown at different rates: the fastest growing region
has been the South East, which has been dominated by the fortunes of Ho
Chi Minh City . . . The poorest region was and remains the Northern
Mountains region and the richest region was and remains the Southeast . . .
Thus, the evidence seems to indicate that it is the widening rural-urban gap
and the differences in growth between regions that are the major causes of
the increase in inequality in Vietnam. " (Poverty Working Group, 1999, pp.
ix & 73).

MODELING THE DETERMINANTS OF POVERTY/WEALTH

Although it is illuminating to consider the determinants of poverty/wealth
one by one, as we have done up to now, the approach has one serious
drawback. Suppose, for instance, that rural households are also, on average,
less well educated. Then we are likely to find a higher incidence of poor
people in rural areas. But is this because they are rural? or because they are
less well educated? The only way to disentangle these effects is to use a
regression, which allows one to measure the effects of individual variables,
holding all other influences constant.

In our case, households fit into one of three groups: poor (the lowest
quintile), middle, or rich (the top quintile, as determined by expenditure per
capita). Once we can explain what determines whether a household is in the



42 Living Standards in Vietham 1993-98

poor or rich category, then we have also determined (as a residual) who will
fit into the middle category. In situations such as this the most satisfactory
approach is to estimate a multinomial logistic regression. This is what we
do, estimating which households are poor, or rich, relative to the omitted
middle category.

The estimation results are set out in Table 2.10, and they report on
separate models that were applied to the VLSS93 and VLSS98 data. Almost
all of the variables included in these equations turned out to be statistically
significant. In order to be able to compare the experience of 1993 with that
of 1998, we have used the same set of independent variables for both sets of
estimates.

Table 2.10
Multinomial Logistic Regression Model: Who is Poor and Rich in 1993 and 1998?

Poor households, coefficients ~ Rich households, coefficients

1993 1998 1993 1998

Dependent  variables:poor,

rich; mid = comparison grp.

Independent variables:

Gender of head (female=1) 234 210 * 287 257
Age of head (yrs.) -.014 -.015 .013 .011
Education of head (yrs.) -.105 -.099 127 139
Ethnicity (Kinh/Chinese=0) .658 467 -1.074 -918

# of illiterate hh workers 418 488 -.676 -.446
# of unemployed hh workers 015 * 574 =319 -.863

# of children in hh 316 519 -.369 -477
Non-farm? (yes=1) -.355 -.290 .740 779
Urban? (yes=1) -.620 -915 1.059 1.349
Regional effects:

Northern Uplands - 187 * 384 * -.793 =361 *
Red River Delta reference reference

North Central Coast 166 * 322 % -.560 -.190 *
Central Coast -.662 -.249 * 790 298 *
Central Highlands -1.087 -493 * 1.671 705 *
Southeast -.920 -2.000 1.509 1.976
Mekong Delta -1.204 -.932 1.349 .560
Constant -479 -1.080 -3.046 -3.271

# of observations 4,799 5,999 4,799 5,999
F value 25.2 25.2
P-value for F / chi sq. .00 .00 .00 .00

Notes: * means not significant at 10% level.

Sources: VLSS93 and VLSS98.

A much better sense of the results may be had from the figures shown
in Table 2.11. To interpret these figures, remember that if we were to pick
an individual randomly, there would be a 20% chance that he or she is poor,
and a 20% chance that he or she is rich. What we do in Table 2.11 is to
calculate the probability that someone is poor (or rich) when an independent
variable changes by one unit, holding all other influences constant.
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For instance, suppose that the head of the household is female. Then
there was a 23% (rather than 20%) probability that the household was poor,
and a 24% (rather than 20%) probability that the household was rich, in
1993. In other words, female-headed households tended to cluster at the
two ends of the expenditure distribution, with relatively large proportions
either being rather poor or rather rich. It is popularly believed that female-
headed households are disfavored; these results show that that is not
universally so, but there is a cluster of poor, female-headed households that
may merit special concern. Note that the gender effect for poverty becomes
insignificant at level 10% in 1998.

An additional one year of schooling simultaneously reduces the
probability of being poor from 20% to 18%, and raises the probability of
being rich from 20% to 23%. This effect was equally strong in 1993 and
1998, and helps one understand why there is such a strong demand for
education in Vietnam.

Table 2.11
Examples of Changes in Probability of Being Poor or Rich, Based on Multinomial
Logistic Model, for 1993 and 1998.

Estimated probability of poor-rich situation
when independent variable changes (other
variables are held constant) and initial
probability is 20 %:

Poor Rich
1993 1998 1993 1998
Female head of household (vs. male) 23 24 23
Ethnic minority (vs. Kinh and Chinese) 37 32 6 8
Age of head of hh rises 1 year 20 20 20 20
Education of hh head rises 1 year 18 18 23 23
# of illiterate workers in family rises by 1 30 25 10 13
# of unemployed workers in family rises by 1 34 15 8
# of children in family rises by 1 27 32 14 12
Non-farm household (vs. farm) 12 13 36 37
Urban (vs. Rural) 8 6 45 53

Note: Blank space means coefficient not statistically significant at 10% level.
Sources: Based on regression results in Table 2.10.

In addition, illiteracy is associated with poverty. Households with
illiterate working members are more likely to be poor, and less likely to be
rich, than other households, although this effect appears to have weakened
over time — perhaps because the importance of the income of the illiterate
working members may be falling in relative importance.

Ethnicity has a major effect on poverty. Households that belong to an
ethnic minority, defined here as not being Kinh or Chinese, have a 32%
probability of being poor and an 8% probability of being rich, holding all
other variables (such as education and location) constant. By 1998 these
effects were slightly less pronounced than in 1993, but it is clear that ethnic
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minorities will not quickly see their living standards catch up with those of
the rest of Vietnamese society.

Household expenditure per capita depends both on the number of adults
who are working, and the number of children who “dilute” total expenditure.
The regression results show these effects very clearly. Households with an
unemployed adult are more likely to be poor, as are households with many
children. The latter effect is almost a matter of arithmetic: for a given
number of household members, when there are more children, the earnings
of the adults have to be divided by more people in order to compute
earnings per capita, and hence (indirectly) poverty.

The most striking findings concern the geography of poverty. Taking
the Red River Delta as the reference point, regional effects are not
pronounced, with only the Southeast and Mekong Delta having significantly
lower proportions of poor and higher proportions of rich in 1998. The
regional effects were stronger in 1993, suggesting that there has been some
convergence in poverty rates (holding other influences constant) in the
meantime.

However the urban/rural divide is very large. In 1998, a household that
was urban, rather than rural, would only have a 6% probability of being poor
(other influences being held constant) and a 53% probability of being rich,
instead of the 20% probabilities that would hold if there were no urban/rural
divide. The gap widened appreciably between 1993 and 1998, as Table 2.11
also makes clear. The extent to which this is the result of an urban bias in
government policy is not clear; the government has stated that rural
development and poverty alleviation are its main priorities.

CONCLUSION

By regional standards, inequality in Vietnam is moderate, although not
especially low. Between 1993 and 1998 inequality, as reflected in the
distribution of expenditure per capita, increased. This is a problem because
it leaves a larger number of poor people than if growth had been
distributionally neutral. And poverty is harmful, both through its direct
effects on living standards, and because it limits the ability of people to
participate in the cultural and intellectual life of the country.

We have argued in this chapter that the core of growing rich-poor
differentiation is the growing gap between urban and rural living standards.
This conclusion is similar to that reached in the recent Poverty Working
Group (1999) report, Attacking Poverty.

The analysis leads to a straightforward recommendation to the
government, which is that a greater emphasis development in rural areas
will help moderate the urban/rural gap and, at the same time, prevent any
worsening in the poor-rich gap. It is essential that any remaining urban bias
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in government policies be removed, and perhaps even replaced with a “rural
bias.”

REFERENCES

Asra, Abuzar. 2000. “Poverty and Inequality in Indonesia: Estimates,
Decomposition and Key Issues.” Journal of the Asia-Pacific Economy,
5, pp. 91-111.

Dollar, David, Paul Glewwe and Jennie Litvack (eds.). 1998. Household
Welfare and Vietnam’s Transition to a Market Economy. World Bank,
Washington DC.

Feldstein, Martin. 1999. “Reducing Poverty, not Inequality.” The Public
Interest, fall 1999.

Haughton, Dominique, Jonathan Haughton, Sarah Bales, Truong Thi Kim
Chuyen and Nguyen Nguyet Nga (eds.). 1998. The Vietnamese
Household: Explorations using the Living Standards Measurement
Survey 1992-1993.

Kakwani, Nanak and M. Krongkaew. 2000. Introduction: Economic
Growth, Poverty and Income Inequality in the Asia-Pacific Region.
Journal of the Asia-Pacific Economy, 5, pp. 9-13.

Kolodkco, G. 1999. Incomes Policy, Equity Issues, and Poverty Reduction
in Transition Economies. September 1999, pp. 32-34.

Liljestrom, Rita, E. Lindskog, V. A. Nguyen and X. T. Vuong. 1998. Profit
and Poverty in Rural Vietnam: Winners and Losers of a Dismantled
Revolution. Curzon Press, Surrey, UK.

Milanovic, Branko. 1999. Income, Inequality and Poverty during the
Transition from Planned to Market Economy.  World Bank.
Washington, DC.

Minot, Nicholas. 2000. Generating Disaggregated Poverty Maps: An
Application to Vietnam. World Development, 28, pp. 319-331.

National Economics University; Department of development economics.
1997. Development Economics, Statistical Publishing House, Hanoi.

Poverty Working Group. 1999. Vietnam Development Report 2000:
Attacking Poverty. Joint Report of the Government-Donor-NGO
Working Group. Coordinator: Nisha Agrawal, World Bank, Hanoi.

Shari, Ishrak. 2000. Economic Growth and Income Inequality in Malaysia,
1971-95. Journal of the Asia Pacific Economy, 5, pp. 112-24.

World Bank. 2000. World Development Indicators 2000.

United Nations Development Program. 2000. Human Development Report
1999, National Political Publishing House, Hanoi.



46 Living Standards in Vietnam 1993-98

Vietnam: General Statistical Office. 2000. Vietnam Living Standards
Survey 1997-1998. Statistical Publishing House, Hanoi.

Watkins, Kevin. 1997. Oxfam Report on Poverty in the World, National
Political Publishing House, Hanoi.

Yao, Shujie. 1999. Economic Growth, Income Inequality and Poverty in
China under Economic Reforms. The Journal of Development Studies,
35, pp. 104-130.

Yao, Shujie. 2000. Economic Development and Poverty Reduction in
China over 20 years of reforms. Economic Development and Cultural
Change, 48, pp. 447-474.



Chapter 3
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INTRODUCTION

The transformation to a market economy has rapidly changed the face of
Vietnam in the 1990s. High GDP growth — from 7 to 9 percent per year —
combined with changes in other economic indicators including strong
growth in the value of exports (from 20 to 30 percent per year), a boom in
foreign investment and inflation held below the double digit level, have
created a foundation for a promising future of sustainable socio-economic
development in Vietnam.

Poverty, according to the headcount index and using data from the
Vietnam Living Standards Surveys (VLSS), fell rapidly during this decade
from 58% in 1992-93 to 37 % by 1997-98 (GSO, 2000). The food poverty
rate, which is an indicator of extreme poverty, declined from 25% to 15%
over the same period. Net school enrolments have increased at all levels,
more than doubling for secondary school between 1992-93 and 1997-98.
These results reflect the impact of D3di Méi (“renovation,” Vietnam’s
dramatic reform program initiated in 1986), and suggest that policy reforms
in the past decade have led Vietnam in the right direction so that high
growth has resulted in rapid declines in poverty.

Research on poverty in Vietnam has usually focused on analysis of
poverty rates by region and rural/urban area, or ethnicity, which is useful for
geographic or ethnic targeting of poverty alleviation programs. However, to
understand what general types of economic support programs are
appropriate, an analysis of poverty by employment sector and change in
sector of employment is needed. Previous research on poverty has been
limited to cross-sectional comparisons, as data has been limited. Now that
the 1997-98 VLSS data are available, we have information for two points in
time and an analysis of the dynamics of poverty becomes possible.
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The incidence of poverty and the declines in poverty have not been the
same across regions or urban/rural areas. These differences across location
are linked closely to economic opportunities available in the different
regions and urban/rural areas and to different productivity within each
sector. Table 3.1 shows that agriculture, which tends to have lower value
added per worker than industry or services, accounts for a large share of
employment in the Central Highlands, Northern Uplands, and North Central
Coast, which also happen to be the three poorest regions of the country. At
the same time, the Southeast, with the lowest incidence of poverty, also has
the highest share of employment in manufacturing and services.

Table 3.1
Employment Distribution, Poverty and Rice Yields for Workers Aged 15-65, 1998
% of main jobs that are in: % of Annual
agriculture other trade and population  rice yield
production services in poverty 1998
Northern Uplands 68.4 11.6 20.0 58.6 329
Red River Delta 43.0 15.2 41.8 28.7 513
North Central Coast 58.2 15.4 26.3 48.1 342
Central Coast 36.2 20.8 43.0 352 37.0
Central Highlands 77.9 35 18.6 524 26.3
Southeast 15.9 27.0 57.2 7.6 28.8
Mekong Delta 43.8 12.2 44.1 36.9 40.7
All Vietnam 68.1 12.2 19.6 374 39.6

Notes: Industry includes manufacturing, construction and utilities.

Sources: Industrial distribution of employment — Authors’ calculation from VLSS 1997-98,
Headcount index figures taken from Table 6.5.2a in the Statistical Abstract of the VLSS 1997-
98 and are calculated on total population; Annual rice yields 1998 taken from 1998 Annual
Statistical Yearbook of the General Statistical Office.

It is not just industrial structure, but the combination of the industrial
structure and differential productivity in the different sectors, and in the
different regions, that explain poverty to a large extent. For example, within
generally low productivity agriculture, annual rice yields by region in the
last column of Table 3.1 differ greatly by region, and are likely to be
strongly linked to poverty incidence in the different regions, thereby
compounding the effect of sectoral structure. A deeper look at the sources
of poverty reduction would examine how the structure of agriculture,
industry and services has contributed to poverty reduction.

An analysis of the dynamics of patterns of poverty requires looking at
changes in poverty incidence over time, and how these changes are related
to: (i) changes in the sectoral structure of employment as people shift from
one sector to the other, presumably moving from lower productivity, lower
income sectors to areas in which they obtain higher returns for their labor,
and (ii) changes in productivity within each sector.
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A study by Hopi and Ravallion (1991) of the World Bank analyzes the
effect of changes in the economic structure in Indonesia during the 1980s on
changes in poverty, using various poverty indicators. The first part of their
study has several aims including: a) describing in detail Indonesia’s profile
of poverty by principal sector of employment, and b) examining how these
profiles changed over time. Our chapter aims to look at similar questions a
decade later in Vietnam, using the methodological approach outlined by
Huppi and Ravallion.

Our study decomposes the fall in poverty between the two VLSS
surveys, in order to determine how much of the fall in poverty among the
working age population was because of improvements in productivity within
their sector of employment, and how much was due to people moving from
low productivity to high productivity parts of the economy.

DATA

This study utilizes data from the two rounds of the Vietnam Living
Standards Survey. The 1993 survey provides detailed information on 15,053
individuals aged 15 and over; the 1997-98 sample consisted of individuals
interviewed in 1992-93, plus a supplementary sample of individuals,
increasing the sample size to a total of 19,374 individuals aged 15 and over.
The 1997-98 data oversampled certain areas, so sampling weights must be
used to bring the data back to proportionality with the population.

The VLSS data contain detailed information on household expenditures
and home production as well as information on major sector of employment
and hours worked, which are largely comparable in terms of data collection
methodology and questionnaire in the two surveys. Slight differences
between 1992-93 and 1997-98 questionnaires regarding expenditures on
tobacco and foreign language and computer courses mean the 1993 and
1998 figures for these items are not comparable, but as they do not account
for a large share of expenditures, they have been excluded from this
analysis.

Households, surveyed in different months and regions, faced different
prices. It was therefore necessary to adjust household expenditures in the
two VLSS surveys for these differences. The general Consumer Price Index
was first applied to get rid of monthly differences, bringing the prices to
those of January 1993 and January 1998 respectively. Then the
expenditures by region were adjusted to national price levels in order to get
a comparable expenditure figure for the whole country. The monthly and
regional price indices used are both from the Trade and Prices Department
of the General Statistical Office. This allowed us to create poverty lines and
calculate poverty indices, which we can compare across regions and over
time.
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Working household members were asked about their industry of
employment in both the VLSS93 and VLSS98 surveys. Unfortunately the
industry codes changed significantly between the two surveys, which makes
comparability somewhat difficult at the detailed level. However at the more
aggregate level utilized in this paper, the reported industries can be
considered to be comparable.

We have divided the adult workforce into seven employment sectors
based on major industries and hired versus self-employment. The level of
aggregation is determined by the number of observations in the sample. We
have combined major industry categories that accounted for less than 3% of
the workforce. The groups we focus on are:

= Self-employed in agriculture

= Hired labor in agriculture

= Self-employed in industry or construction

= Hired labor in industry or construction

=  Sales, hotel and restaurant

=  Government, Party or Social Organizations

= Other services.
Over a third of working adults held more than one job (see chapter 8), which
makes it difficult to classify them by industry of employment. The solution
used by Huppi and Ravallion (1991) was to classify individuals according to
the sector of their main job. An alternative is to classify them according to
the number of hours worked in each industry, in both main and
supplementary jobs. This has the advantage of more fully utilizing the
information available, and reflecting more accurately the true mix of
employment between industries.

The questions asked on hours in self-employed agricultural work in
1992-93 are similar to questions for any other industry and form of
employment, while in 1997-98 greater detail was asked on different aspects
of agricultural work (e.g. cultivation, livestock,) and on the peak vs. non-
peak seasons in agriculture. While this should give us a more accurate
figure for total hours worked in that sector than in the previous round of the
VLSS, it may affect the comparability of the data to some extent.
Nevertheless, in general the figures can be considered comparable. Unless
otherwise indicated, the analysis in this paper is based on the categorization
by the proportion of hours worked in a particular sector.

In our analysis we have only included adults age 15 to 65 who have
worked in the past 12 months. They account for the bulk of the workforce
and are the major income earners in families. We have excluded those
under 15 since most are in school. However, a significant number of
children under 15 are employed in agriculture or other light work, which
might be considered in future research. We have excluded those over 65, as
labor force participation drops sharply in that age group, to less than 50%,
probably due to a combination of retirement and health reasons.
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METHODOLOGY

Most analyses of poverty looks simply at the headcount index, which tells
us how many people are living below the poverty line. The analysis in this
paper will examine poverty dynamics using the headcount index, poverty
gap index and squared poverty gap index. Poverty gap indexes help us to
understand the depth and severity of poverty rather than just poverty status,
quantifying the amount that income must increase in order to pull people out
of poverty. Combining this with the analysis by employment sector helps us
to gain a better understanding of how much productivity must be enhanced,
or to which sectors people must move, in order to reduce poverty further.

Calculating Poverty Lines

The food poverty line is based on a common standard of human energy
requirements used in many countries: 2,100 Calories per capita per day.
People whose per capita household expenditures are below the level needed
to purchase this number of calories are categorized as living below the food
poverty line.

The expenditure required — or in other words, the food poverty line — is
calculated by first looking at the calories consumed per person per day on
average for each of the five expenditure per capita quintiles. In the VLSS93
data the food consumed per person per day for individuals in the third
quintile provided 2,052 Calories, which was the closest to 2,100 Calories of
the five quintiles.

The second step is to calculate the physical amount of different food
items purchased by households in the third quintile on average. Then the
amounts of each item are multiplied by the factor 2100/2052 in order to
blow them up to reach the standard of 2,100 Calories. Then the amounts of
each item in the food basket are multiplied by the prices (adjusted to
national levels by regional price indices and to January 1993 prices by
monthly food prices) in order to obtain the actual amount of money required
to purchase this food basket. Using the VLSS data for 1993 this gave a food
poverty line of 749,722 dong per person per year.

The next step is to calculate the actual expenditures for non-food
expenditures, which may be added to the value of food expenditures to
obtain the general poverty line. With these non-food items it is difficult to
determine the amount consumed for each item for example, health or
education expenditures. Therefore the amount spent on each of these non-
food items is calculated by taking the average expenditures per person in the
third quintile (again these expenditures were adjusted for regional and
monthly price indices), blown up again by the caloric adjustment factor
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(2100/2052). This figure, amounting to 410,690 dong, is added to the food
poverty line to yield the overall poverty line for 1993 of 1.160 million dong.
The 1998 poverty line is generated by using the basket of food goods
from the 1993 food poverty line and multiplying by the prices of those items
in 1998 (adjusted for regional and monthly price differences to January 1998
prices.) The food poverty line in 1998 is therefore 1.287 million dong.

As it is not possible to determine a basket of amounts of non-food items
purchased, this amount is estimated by taking the non-food expenditures in
the 1993 overall poverty line and multiplying by 122.5%, which is the
January 1993 to January 1998 non-food price inflation according to the
official Consumer Price Index. This amount is added to the food poverty
line in 1998 giving us an overall 1998 poverty line of 1.790 million dong.

Poverty Indices

In this chapter we use three common poverty indices, based on work done
by Foster, Greer and Thorbecke (1984). The headcount index, poverty gap
index and poverty gap squared index are additively decomposable poverty
measures. This means that the aggregate measure of poverty is the
population-weighted mean of the poverty measures for all subgroups of the
population, which allows us to decompose poverty by groups including, for
our purposes, those who remain in their sector versus those who move
between sectors.

Headcount index (Po)

The headcount index is simply the proportion of the population living below
the poverty line. While this index is simple to calculate and to understand, it
does not give any indication of the depth of poverty, i.e. by how much
incomes would have to improve to raise people above the poverty line.

Poverty Gap index (P,)
This index is defined as the aggregate shortfall in expenditures of the poor
as a proportion of the poverty line, normalized by population size:

P =%;max[—(z ;Yi),O} (1)

Here Z is the poverty line, Y; is the per capita household consumption of the
individual, and N is the total population. For non-poor households, the
value of max[(Z-Y;)/Z,0] will be 0, while for poor households it will measure
the gap between their expenditures and the poverty line, as a share of the
poverty line. This proportionate poverty deficit is then averaged over the
total population.
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This index allows us to get an estimation of the depth of poverty, which
means that it answers the question “Are poor people living close to or far
below the poverty line?”

Poverty Gap Squared index (P,)
This index is defined as:

- %E{m{[@;_”]oﬂz @

This index is simply the arithmetic average over the population of the
squared proportionate poverty deficits. The advantage of this index is that it
reflects the situation that people in extreme poverty are likely to have
greater difficulty escaping poverty, and they are therefore more heavily
weighted in the index than those living close to the poverty line. In addition,
it satisfies the transfer axiom (Sen 1976), which requires that when a poor
person transfers income to a poorer person, measured poverty decreases.

Decomposition

The analysis in this chapter separates out the changes in poverty due to
intra-sectoral effects, population shift effects and interaction effects along
the lines of the decomposition formula proposed by Ravallion and Huppi
(1991). Intra-sectoral effects are basically reductions in poverty due to
improvements in productivity and incomes within a given employment
sector. The population shift effects are the reductions in poverty that can be
attributed to shifts in working time (or employment) from one sector to
another. The interaction effects are a result of possible correlation between
sectoral gains and population shifts. The Foster-Greer-Thorbecke class of
poverty indices described above may be decomposed in this way, as they are
additively separable. The basic decomposition formula is:
Pog —Pog = D, (Plog — Ploa)Niaz + Y (Nigg —Nigz)Pigs + Y (Rgs — Proa)(Migg —Niga)
[intra-sectoral effect] + [population shift effect] + [interaction effect]
where Pj is the additively separable poverty index for sector i with
population share n; at date t. All summations are over the m sectors, i=1,
vy ML

RESEARCH RESULTS
Employment Structure

The sectoral structure of employment differs somewhat, depending on
whether one utilizes jobs or hours as the basic unit underlying the
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categorization. Table 3.2 shows the structure of employment from the 1992-
93 and 1997-98 VLSS data, first by main job, and then by hours worked.

The data in Table 3.2 show that whether one uses jobs or hours of work,
the share of people self-employed in agriculture accounts for the majority of
Vietnam’s employment. However the extent of underemployment in
agriculture is evident in the fact that the share of employment in self-
employed agriculture (61.6% in 1997-98) is substantially higher than the
share of hours spent working in self-employed agriculture (56.0%). Sales,
hotel and restaurant work indicates the opposite phenomenon; the share of
people working in these jobs as their main sector of employment (11.6%)
increases to over 14.5% when one uses the share of hours worked. Sales
work, while not intensive, does involve large amounts of time — keeping
shops open and waiting for customers. For all other sectors, there are no
large differences in the structure of employment by sector with the two
different methods of calculation.

Table 3.2
Percentage Breakdown of Employment by Sector, Workers Aged 15-65
1992-93 1997-98
% breakdown of % breakdown of
employment by employment by
main Job hours of Main Job Hours of
work work

Self-employed farmer 65.5 58.6 61.6 56.0
Hired farm worker 5.0 5.6 3.8 4.1
Self-employed production 53 6.1 53 5.6
Hired production worker 7.0 8.3 8.1 9.1
Sales, hotels and restaurants 9.7 12.9 11.6 14.6
Government, Party and 3.9 4.2 4.7 49
Social Organizations
Other Services 3.6 4.4 4.9 5.8
All Vietnam 100.0 100.0 100.0 100.0

Sources: VLSS93 and VLSS98.

Movement between sectors may be an important factor in poverty
alleviation if people move from low productivity sectors to higher
productivity sectors or, as is more likely, gradually increase their hours
worked in one sector and decrease their hours worked in other sectors.
Table 3.3 looks at the average annual percentage change in employment and
total hours worked in various sectors. We can see that while the share of
employment in agriculture has declined over time from 66% to 62% of all
main jobs, there has still been an increase in the absolute number of people
working in agriculture, as well as an increase in hours worked.
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The services sector grew particularly quickly, with employment rising
from 17% of the total in 1993 to 21% by 1998. Only hired farm workers
have seen an absolute decline in their numbers, at a rate of 3.8% per year.

While there have been movements between employment sectors among
the working age population (aged 15 to 65), is it these movements that have
led to changes in poverty over the period 1992-93 to 1997-98, or rather
improvements in productivity within sectors? The following section sets out
a simple decomposition of poverty indices to examine this question.

Poverty Incidence

We now present the results of the poverty decomposition using the three
different indices of poverty described above. The decomposition is based on
the classifications of workers by their hours worked in various employment
sectors, including their main and supplementary jobs, in order to obtain
more precise estimates.

Table 3.3
Employment in 1997-98 and Growth, 1992-93 to 1997-98
Total Average Annual Growth Rate,
Employment 1992-93 to 1997-98 (%)
(‘000s), 1998 Jobs Hours Worked
Self-employed farmer 24,279 0.2 2.4
Hired farm worker 1,513 -3.8 -2.7
Self-employed production 2,074 1.3 1.6
Hired production worker 3,180 4.2 5.3
Sales, hotel and restaurants 4,573 5.0 5.7
Government, Party and Social 1,851 52 6.6
Organizations
Other Services 1,928 7.5 8.8
All Vietnam 39,398 14 3.3

Sources: VLSS93 and VLSS98.

While poverty is a household level measure, which can be affected by
many factors such as remittances, transfers, or income from investments, in
most cases employed household members aged 15 to 65 are the main
contributors to income. The changes in poverty are aggregate measures for
all households weighted by hours worked in each sector. Likewise the
change in hours worked between sectors is an aggregate of total hours
worked in each sector in the two periods.

The poverty incidence among the employed adult population age 15 to
65, based on the headcount index, is presented in Table 3.5. Clearly poverty
is highest for hired laborers in agriculture, with over 55% living with
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household expenditures below the poverty line. However this group only
accounts for a small, and declining, share of total employment. Self-
employed farmers, with poverty incidence of close to half (47%), constitute
the bulk of the poor. The lowest poverty rates are found among those with
government jobs; these people tend to be the most educated. Poverty rates
are also low among those working in sales, restaurants and hotels, and in
other services.

The reduction in poverty is decomposed into three categories: sectoral
effects, which means improvements in living standards for people within the
same sector; the contribution of population shifts, which means
improvement due to changing sector of employment; and interaction effects.
The analysis shows that 92.0% of the reduction in poverty between 1993
and 1998, as measured by the headcount index, is accounted for by
improvements in incomes of people who remained in the same sector of
employment. Sectoral shifts, which were relatively small during the period,
contributed only 8.8% to poverty reduction. Table 3.4 also shows that
60.5% of the reduction in poverty is due to improvements in agriculture
incomes. The other sectors contributed very little to poverty reduction
except for sales, hotels and restaurants, which accounted for 8.9% of the
poverty decline.

Table 3.4
Decomposition of Changes in Poverty Using Headcount Index, 1993-98

Headcount index of poverty Reduction due to

1992-93 1997-98 Sectoral Gains

Self-employed farmer 66.4 47.0 60.5
Hired farm worker 67.6 554 3.6
Self-employed production 39.5 21.0 6.0
Hired production worker 36.4 20.6 6.9
Sales, hotel and restaurants 242 11.2 8.9
Government, Party and Social 21.0 9.1 2.6
Organizations

Other Services 30.1 15.4 34
Vietnam overall 53.3 34.6

Total Sectoral Effects 92.0
Contribution of labor shifts 8.8
Interaction Effects -0.8
Total 100.0

Sources: Based on VLSS93 and VLSS98.

The headcount index is relatively simple and easy to understand, but
does not give an indication of the depth of poverty. To address this
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weakness, we have performed the same decomposition exercise using the
Poverty Gap index, with the results presented in Table 3.5.

In decomposing poverty as measured by the poverty gap index we find
that a slightly greater share of poverty reduction occurred due to
intrasectoral effects. Among those effects, agriculture again accounted for
the largest share. Improvements in living standards among workers in sales,
hotels and restaurants contributed 11.7% to the reduction in poverty.
Improvements in incomes from production work, whether employed or self-
employed, contributed from 7.3 to 8.8% to the reduction in poverty.
Government again showed the smallest contribution to poverty reduction,
because there is not very much poverty to alleviate within that sector.

Table 3.5
Decomposition of Changes in Poverty Using Poverty Gap Index, 1993-98

Poverty Gap index of poverty Reduction due to

1992-93 1997-98 Sectoral Gains

Self-employed farmer 19.7 12.3 54.8
Hired farm worker 22.9 14.9 5.7
Self-employed production 13.7 4.2 7.3
Hired production worker 12.8 4.4 8.8
Sales, hotel and restaurants 8.9 1.8 11.7
Government, Party and Social 6.1 1.7 23
Organizations

Other Services 10.7 3.4 4.1
Vietnam overall 16.6 8.7

Total Sectoral Effects 94,5
Contribution of labor shifts 6.0
Interaction Effects -0.5
Total 100.0

Sources: Based on VLSS93 and VLSS98.

Table 3.6 presents the decomposition results based on the squared
poverty gap index, which examines changes in the severity of poverty.
Poverty is most severe among hired farm workers, followed by self-
employed farm workers, as we found with other poverty indices. The
contributions to declines in severity of poverty are similar to those of the
poverty gap index, reinforcing the above findings.

It is helpful to compare our results with the findings of Huppi and
Ravallion (1991). They examined the case of Indonesia during a period of
dramatic declines in poverty. The headcount index in Indonesia fell from
33.0% to 21.7% between 1984 and 1987. At that time, the structure of
employment in Indonesia was similar to that in Vietnam, with the largest
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share of employment being in agriculture, and with a growing services
sector.

Their decomposition of the changes in poverty in Indonesia showed that
intersectoral shifts of labor contributed slightly more than in Vietnam to the
decline in poverty. These shifts contributed from 9.4% to 13.2% to the fall
in poverty in Indonesia, depending on which poverty index was used,
compared to 6.0-8.8% in Vietnam. Improved productivity in agriculture in
Indonesia contributed from 60.9% to 74.0% to the reduction in poverty. In
contrast with Vietnam, the improved productivity in Indonesian agriculture
contributed more to reducing the poverty gap than to reducing the number of
people in poverty. However, as in Vietnam, Indonesia farmers remained the
poorest major group.

Table 3.6
Decomposition of Changes in Poverty Using Squared Poverty Gap Index,
1993-98

Squared poverty gap index of Reduction due to

poverty Sectoral Gains

1992-93 1997-98
Self-employed farmer 8.3 4.7 56.3
Hired farm worker 10.2 5.5 5.4
Self-employed production 53 1.3 6.2
Hired production worker 4.9 1.4 8.8
Sales, hotel and restaurants 33 0.5 11.6
Government, Party and Social 2.2 0.5 23
Organizations
Other Services 4.2 1.2 4.8
Vietnam overall 6.8 3.2
Total Sectoral Effects 95.3
Contribution of labor shifts 6.2
Interaction Effects -15
Total 100.0

Sources: Based on VLSS93 and VLSS98.

CONCLUSIONS AND RECOMMENDATIONS
Conclusions

The sectoral structure of employment and hours worked have not changed
substantially between the two VLSS surveys of 1992-93 and 1997-98.
Agricultural work declined from 65.5% of all main jobs to 61.6%, and
58.6% of all hours worked to 56.0%. All other sectors of employment
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remain relatively small, although growth rates in the service sectors were
around 6% per year.

Poverty incidence among the working population declined substantially
between the two surveys, from 53.3% to 34.6%. Likewise the depth and
severity of poverty have declined substantially as measured by the poverty
gap and poverty gap squared indexes.

Over nine-tenths of all poverty reduction has been within sectors; shifts
in hours worked between sectors contributed from 6.0% to 8.8% to the
reduction in poverty, depending on which poverty index is used. This small
contribution to poverty reduction reflects the small shift in time worked
between sectors.

Improvements in incomes within the agricultural sector accounted for
55% to 60% of the poverty reduction due both to substantial reductions in
poverty in that sector and the large share of hours in that sector out of total
hours worked in all sectors. The only other sector making a substantial
contribution to poverty reduction is the sales, hotels and restaurants sector.

Despite the strong contribution of agriculture to poverty reduction
during this period, poverty among farmers remains high at 47.0% for self-
employed farmers and 55.4 % among hired farm workers. With the largest
share of the workforce and the highest poverty rates, farmers account for the
great bulk of the poor population in Vietnam.

Recommendations

The results of this analysis suggest that policies for poverty reduction should
focus on two areas. First, increasing the shift of workers out of agriculture
into higher productivity sectors. Second, continuing to encourage
productivity gains in agriculture, as farmers are likely to continue to remain
the poorest group, and to account for a large share of the workforce for years
to come.

Over half of all hired farm workers are living below the poverty line.
The share of hired farm workers without annual cropland is about 55%. It is
likely that their landless status forced them to work for others to earn their
living. However as farm work for pay is seasonal, income is usually
unstable and insufficient to satisfy basic needs all year round and without
land to fall back on, their basic consumption needs cannot be met.
Fortunately, the VLSS data indicate that the share of workers in this
category has declined over the period between the two surveys. Over the
period 1992-93 to 1997-98 we have seen a movement of hired farm workers
into other sectors, leading to a reduction in their share of total employment
from 5.6% to 4.1% of total hours worked.

While hired farm workers have a greater probability of being in
poverty, the bulk of poverty is still among self-employed farmers. Although
this category has declined as a share of total workers and total hours
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worked, the absolute number of people in this sector continues to increase,
albeit slowly. Methods to speed up the shift of workers out of agriculture
into higher productivity sectors are needed to contribute to further poverty
reduction.

The sectors with the lowest incidence of poverty are the services, in
particular sales, hotels and restaurants, and government. However, these
sectors are quite selective about whom they recruit, and may require high
levels of education, which farmers and their children are less likely to have.
For self-employed people in sales and hotels, substantial financial capital
requirements may hinder absorption of agricultural workers. It is more
likely that movement out of agriculture will be into the production sectors,
either self-employed or as a hired employee. What can be done to foster
growth in the production sectors to speed up the pace of this employment
shift?

The second solution is to increase productivity within sectors of current
employment. There is some potential for increasing productivity in existing
farming activities and diversifying into higher value activities such as
livestock, aquaculture or cash cropping. The public sector should focus
poverty alleviation efforts on assisting farmers to increase their productivity
through credit, agricultural extension including higher productivity genetic
material, increased irrigation, increased use of appropriate inputs, and
assistance in marketing output. Within the other production sectors,
although poverty is low, there is still scope for increasing productivity and
incomes.

While this research points out the great contributions made by the
agricultural sector in poverty alleviation, further research should examine in
depth the mechanisms that led to these significant poverty declines within
the agricultural sector, so as to identify what combination of factors led to
these reductions in poverty between 1992-93 and 1997-98. In addition,
research should examine the factors inhibiting the shift in employment out
of agriculture. If information were available on income growth by sector of
employment, the research could pursue further the contributions of
economic growth over the past 5 years on reductions in poverty.
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Chapter 4

Child Malnutrition

Stefanie Koch
Nguyén Bui Linh

INTRODUCTION

Worldwide, malnutrition affects one third of all children and is implicated in
more than half of all child deaths. While adequate child nutrition is
positively associated with cognitive development in early childhood and
school performance, malnutrition is known to result in poor physical and
cognitive growth and lower resistance to illness (see for example Allen
1993). Malnutrition therefore can lower the productivity and abilities of
entire societies (Spurr 1988). It further violates children’s rights and
compromises their physical and mental well being and development and
helps to perpetuate poverty (UNICEF 1998).

As a result of insufficient food intake and frequent infections, 37% of
all children worldwide suffer from poor linear growth (stunting), the most
representative indicator of long-run poor social conditions that result in
undernutrition. This figure rises to 47% for the least developed countries
(UNICEF 1998). 1In 1985, just before the beginning of the Vietnamese
reform process (P3i M6i), almost 60% of all Vietnamese children under five
suffered from stunting (Vietnam: NIN 1985). Since reform began in 1986,
significant improvements in the living conditions of the Vietnamese
population have been achieved and malnutrition has decreased considerably.

At the time of the first Vietnam Living Standards Survey in 1992-93
(VLSS93), Vietnam had largely completed its transition from a planned to a
mixed market economy. That survey found that 56% of all children aged 12
or less were stunted (Vietnam: SPC/GSO 1994, p.93). By 1997-98,
according to the second Vietnam Living Standards Survey (VLSS98), this
proportion had fallen to 42%.
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A relatively high rate of stunting persisted despite the rapid economic
growth rate of 8.9% annually from 1993 to 1998 (Haughton 1999) and the
fact that the food requirements of the whole population could theoretically
be met. According to the Food and Agricultural Organization of the United
Nations (FAO) the dietary energy supply per capita increased from 2.097
kcal in 1965 to 2.541 kcal in 1997 due to a continuous increase in the annual
per capita availability of all major food groups (FAO 1999). National
surveys (Tu Giay et. al. 1990; Vietnam: NIN 1995) however show that
despite sufficient food availability, the daily energy intake has remained
lower than the recommended daily energy requirement of 2.300 kcal.

Recognizing the importance of children for the development of the
nation, the government endorsed a National Plan for Action for the Survival,
Protection and Development of Children in 1990. The Plan aimed to reduce
the proportion of underweight children under five (using weight for age as
the guide) to 30% by 2000 (Vietnam: GSO 1997). This plan has now been
superceded by the National Programme of Action for Children 2001-202,
which aims to reduce child malnutrition to 20% by 2010.

To reach this goal the government, among other measures, has
implemented campaigns to extend breastfeeding and to motivate households
to participate in household food security systems. The VAC system
(vuon=orchard, ao=pond and chudng=stable), a combination of fresh-water
aquaculture, crop production, horticulture and livestock husbandry, for
example, is seen as one of the most effective and sustainable weapons
against malnutrition by the National Institute of Nutrition. In April 2001,
the government launched the National Nutrition Strategy 2001-2010, which
gives priority to assisting disadvantaged areas of the country.

The objective of this paper is to analyze the current extent of child
malnutrition in Vietnam, focusing on regional and social differences, to
evaluate whether malnutrition rates fell between 1992-93 and 1997-98, and
to determine whether the government goals were reached. It also seeks to
determine the household and other characteristics of malnourished children.
The analysis is based on data from the two nationally representative
Vietnam Living Standards Surveys of 1992-93 and 1997-98. The existence
of the two data sets allows one to examine the changes in nutritional status
for 2,664 children who live in households that were interviewed in both
surveys. We can then answer the question of whether the recent fall in
malnutrition is because the latest cohort of children is better nourished, or
because some children have been able to grow out of malnutrition.

CHILD MALNUTRITION IN VIETNAM

In order to examine child malnutrition in Vietnam it is useful to outline first
how children’s nutritional status can be measured.
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Measures of malnutrition

The nutritional status of children is commonly assessed by using data on
their age, sex, height and weight. These data are then used to calculate three
indices - each reflecting a different aspect of malnutrition.

Stunting, as expressed by low height-for-age, measures long-term

malnutrition. It is the product of a cumulative history of nutritional

stress periods that led to reduced growth and could not be made up by
catch-up growth in more favorable periods. According to the World

Health Organization (WHO), stunting is a reliable measure for overall

social deprivation since it measures long-run social conditions (WHO

1986).

Wasting is reflected in a low measure of weight-for-height and indicates

current growth disturbances caused by insufficient nutritional intake, or

infections. It is particularly useful in describing the current health
status of a population. A disadvantage of this index is that it risks
classifying children with poor growth in height as normal (Gibson

1990).

Underweight, the composite indicator of long- and short -term effects

on children’s nutritional status, is expressed in low weight-for-age. The

disadvantage of this indicator is that it does not differentiate between
long-term and short-term malnutrition.
All indices are expressed in Z-scores, which are calculated by comparing a
child’s height and weight with the height and weight of a child of the same
age and sex from a reference population.

Stunting Z-scores, the preferred anthropometric index for malnutrition
for the purpose of this study, are calculated by comparing the difference
between the height of a child H; and the median height of healthy children of
the same age and sex from the reference population, H,, divided by the
standard deviation of the height of the same children from the reference
population, SD;,:

H,-H

Z —score =— L
SD
Moderately stunted children are commonly defined as those having Z-scores
between -2 and -3, while severely stunted children will show Z-scores of -3
and lower. The National Center for Health Statistics (NCHS) has selected
the reference population in accordance with WHO recommendations. The
applicability of the reference population dataset, which consists mainly of
US-children, to a Vietnamese context has been questioned (Haughton and
Haughton 1999; Desai 1995); Habicht (1974), however, argues that the
norms of developed countries are applicable to developing countries since

r
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there is little evidence that genetic differences affect growth potential in the
early years of life.

Extent of malnutrition

In 1997-98, 41.7% of all children twelve years of age and under were
stunted, 12.3% of them severely. Wasting affected 8.1% of all children and
40.9% were underweight. The prevalence of malnutrition, however, differs
quite considerably between age groups, gender, regions and social classes.

Age effect

Vietnamese children begin to fall behind NCHS standards between the sixth
and twelfth months of life. All three malnutrition measures show an initial
peak in the age group from one to two years of life, which reflects a
common pattern in developing countries (Matorell and Habicht 1986;
UNICEF 1989). Stunting peaks for boys by the end of their first year of life
and for girls about three to four months later, as Figure 4.1 shows. A
possible explanation for this pattern is that this age most commonly reflects
the weaning of children, with the introduction of solid food. Children are
therefore increasingly exposed to infectious diseases through food. Stunting
and underweight rates reach another peak in the older age groups whereas
wasting declines after the initial peak period and is almost nonexistent in
children older than 11 years. This can be explained by the fact that after two
years of age, stunting is the most prevalent malnutrition phenomenon, since
children that have fallen behind growth standards in the first two years of
life are usually not able to catch up in height.
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Figure 4.1. Malnutrition by Age
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Geographic effects

Vietnam has, until recently, been divided into seven regions. The
prevalence of malnutrition varies significantly between these regions.
Stunting rates vary from 27.6% in the South East (including Ho Chi Minh
City) to 57.8% in the Central Highlands. These differences are correlated
with the per-capita expenditures in the respective regions, coupled with the
fact that food security seems to be more problematic in the rural areas of the
Vietnamese midlands. The two main rice-growing regions, the Mekong
Delta and the Red River Delta show stunting rates of 36.9% and 36.7%
respectively. The lower rates reflect these regions’ higher food security
compared to the Northern Highlands, the Central Highlands and the North
Central regions.

Malnutrition is more prevalent in rural than in urban areas: in 1998, 45.2%
of all children in rural areas, but only 23.9% of all urban children, were
stunted. The rates for severe stunting are even more alarming with 13.7% of
children living in rural areas being severely stunted, as opposed to 5.4% in
urban areas. This difference is not surprising though, considering the fact
that household expenditure is much higher in urban than in rural areas and
that children are more exposed to infections in rural areas.

Gender effects

Stunting rates for boys are higher than for girls, with 32.8% of all female
children and 36.8% of all male children being stunted. This finding
corresponds with the results of an analysis conducted by UNICEF in 39
developing countries that showed that boys are at a slight disadvantage in
terms of stunting (UNICEF 1989). The gender differences for severe
malnutrition are slightly smaller with 12.8% of all boys and 11.7% of all
girls being severely stunted. The group most at risk seems to be rural male
children; 47.9% of this group are stunted.

Economic influences
The economic background of the households surveyed reveals further
differences. For the purpose of an

economic analysis the households | Table 4.1 _
have been divided into five eroups Percentage of Children Stunted, by
. i g p Expenditure Quintile

of equal size on the basis of their Degree of malnutrition
household expenditures per capita, | Expenditure quintile Moderate _ Severe
and the results are set out in Table | Poor 33.1 211
4.1 Poor-mid 32.7 13.0

o . Middle 29.6 10.2

As expected, the highest | \fgypper 274 8.6

stunting rate of 54.2% can be | Upper 16.5 2.8
found in the poorest quintile. The | Overall 28.7 12.3
stunting rate steadily drops as one L Source: VLSS93.
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moves to richer quintiles. The wealthiest quintile shows a stunting rate of
16%. The differences for severe stunting are even more stunning with
20.1% in the poorest quintile being severely stunted but only 2.4% in the
richest quintile. This pattern suggests that household income has a decisive
impact on children’s nutritional status.

The fall in child malnutrition, 1993-1998

Malnutrition rates have fallen quite considerably since the first Living
Standards Survey in 1992-93. Based on the 1992-93 data, Ponce, Gertler
and Glewwe (1999) forecast that stunting rates below 35% for children
under five could not be expected before the year 2013. VLSS data,
however, show a decrease from 53% in 1993 to 33.6% by 1998. For
children 12 years of age and under, stunting rates have decreased from
54.6% to 41.7%, and severe malnutrition in this age group has fallen from
20.7% to 12.3%. The proportion of underweight children 12 years of age
and under decreased from 46.7% to 40.9% during the same period. The
government’s official goal of reducing the proportion of underweight
children under five to 30% by the year 2000, however, has not yet been
reached — in 1998, 35% of all children under five were still underweight.

It is striking, and somewhat puzzling, that wasting rates, in contrast to
stunting and underweight rates, have increased from 4.7% in 1992-93 to
8.1% in 1997-98. If one takes into consideration that the average height of
children has increased considerably between 1992-93 and 1997-98, the
increase in wasting nevertheless seems consistent with the dramatic drop in
stunting rates.

Figure 4.2 Regional decreases in stunting rates
70 - -15.88 -18.6
-19.94 — 723

60 1| [
S I -7.82 —
= — -10.62
2 50 4 | -
S T — -12.28
2 40 1+ ] ] ] I
5 01992/93
5 30 | 0 1997/98
g
& 204
8
&

10

0 T T T T T T

Northern  Red River North Central Central Southeast Mekong
Uplands Delta Central Coast Highlands Delta
Coast




Child Malnutrition 69

The decline in stunting rates has not been uniform for all regions in
Vietnam, as Figure 4.2 shows clearly. The largest reduction was achieved in
the Red River Delta (-19.9 percentage points) and the North Central Coast (-
18.6 percentage points). The smallest declines were found in the Central
Coastal region and the Central Highlands (-7.8 and -7.3 percentage points
respectively). The Central Highlands represent the region with the highest
stunting prevalence in 1997-98, whereas in 1992-93 the North Central Coast
recorded the highest rates. The lowest stunting rates were found in the
Southeast (including HCMC), both in 1992-93 and in 1997-98.

The increasing level of inequality between the rich and the poor that has
accompanied the reform process manifests itself also in the differences in
the decline of malnutrition rates, as Figure 4.3 shows. Stunting rates
decreased in each quintile — but to a higher degree in the richer quintiles.
For children living in households of the poorest quintile, stunting rates
dropped by 13.3 percentage points between 1992-93 and 1997-98 whereas
the stunting rate in the richest income group decreased by 17.6 percentage
points.

Figure 4.3 Economic differences in decrease of stunting
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International comparisons

Higher per-capita income is usually associated with better health standards,
including better nutrition. Figure 4.4 plots GDP per capita in purchasing
power parity (PPP) dollars against the percentage of underweight children
under five as reported by the UNDP (1999).

The regression line indicates that higher GDP is associated with lower
child malnutrition rates. The figure shows that most countries with a similar
GDP record slightly lower underweight rates than Vietnam; in other words
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malnutrition rates in Vietnam compare unfavorably with comparably poor
countries elsewhere. An important exception is India, which has a higher
GDP but also a much higher underweight rate.

Figure 4.4 Underweight versus GDP per capita
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In comparison with other low-income developing countries Vietnam
has relatively favorable social indicators, reflected in its high Human
Development Index (HDI). The HDI incorporates data on income per
capita, literacy, school enrolment and life expectancy and can take on values
between one and zero. Higher values correspond to higher levels of
development.

Figure 4.5 Underweight versus HDI
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Figure 4.5 graphs recent information on malnutrition and the Human
Development Index for 109 countries, and shows that malnutrition rates
decline with a higher HDI. Since the HDI reflects good performance of
indicators that are commonly associated with better health standards, this is
not a surprising result. What is unexpected is that Vietnam has a higher
malnutrition rate than one would expect, given its HDI. This means that
relatively high levels of education and life expectancy coexist with
relatively poor nutritional status.

We now turn to a more detailed examination of the determinants of
malnutrition.

DETERMINANTS OF MALNUTRITION

In the malnutrition literature, and as shown in Figure 4.3, higher income is
generally associated with better-fed children. However recent studies
emphasize the importance of other factors on the extent of child
malnutrition, such as the educational level of parents, and the geographic
location of the household (Haughton and Haughton 1997, Desai 1995,
Horton 1988, Frongillo et al. 1997, Martorell 1986, Begin 1998, UNICEF
1989).

In order to investigate the factors that determine child malnutrition in
Vietnam we apply a logistic regression model to the 1998 VLSS data set.
The models seeks to measure the effects on malnutrition of regional, gender,
urban/rural, economic and household-based differences. It is designed to
reflect the influence of various factors on the probability that a child is
malnourished.

The basic unit of observation is the individual child. Data on 7,501
children 12 years of age and under are included in this model. The average
age of these children is 6.7 years, 17.2% live in female-headed households
and 81% are ethnic Vietnamese (Kinh). The regression results are based on
the largest sample of children for which data were available.

Dependent variable
Anthropometric data, notably height and weight, were collected in the
course of both Living Standards Measurement Surveys. Using these data,
and information on sex and age, the stunting, wasting and underweight rates
of all children 12 years of age and under may be calculated. A dichotomous
variable, equal to 1 if a child is stunted and O otherwise, is used as the
dependent variable. Since stunting is best thought of as reflecting long-run
social conditions, the model uses height-for-age Z-scores to measure overall
and severe malnutrition.

The genetic variables — height and weight of the child’s mother and
father — prove to be highly significant, as the estimation results in Table 4.2
show. This confirms the finding by Haughton and Haughton (1997), in their



72 Living Standards in Vietnam 1993-98

models of height-for-age z-scores for Vietnam in 1993, that parental height
and weight are important determinants of the nutritional status of children.
Our results thus differ in emphasis from those of Martorell and Habicht
(1986); in their survey of results from several countries they accept that
generics plays a role, but go on to argue that “the variation [in height-for-
age] that can be attributed to the environment is several times greater than
that which can be attributed to genetics” (p.244).

Surprisingly, given the findings of earlier studies, this model shows a
gender effect working against boys. If a boy has a 45% probability of being
malnourished, the probability for a girl (holding all other factors the same)
would be 39%. The gender variable proved to be insignificant in studies
using the VLSS93 data set (Haughton and Haughton 1999; Desai, 1995).

The dummy variables for the different regions show significant effects.
Living in the central coastal region or the Central Highlands has a high
influence on the probability of being malnourished. Consider a child from
the reference regions (all omitted regions) with an initial 45% of being
malnourished; an otherwise identical child would have a 55% of being
malnourished in the Central Coast, 54% in the Central Highlands. The
urban-rural differences further change the nutritional risk considerably. If
the probability of being malnourished is 45% in the rural area, it drops to
35% for an otherwise identical urban child.

The regional effect is in addition to all the other effects controlled for in
the equation, including ethnicity. Minority groups such as the Muong and
the H’mong live mainly in remote, rural areas in the Northern Uplands or
the Central Highlands. Being of Muong or H’mong ethnicity increases the
probability of being malnourished from 45% to 57% and 64% respectively
as compared to children of Kinh origin. Anecdotal evidence suggests that
the children of other ethnic minority groups also have a high probability of
being malnourished, but the VLSS98 data set is not large enough to pick up
these effects for each group.

Similarly large differences are associated in some cases with religious
affiliation; 71% of the Vietnamese population professes no religion, there is
a Christian minority making up 9% of the population, and most of the rest
are Buddhists. The initial risk of being malnourished of 45% increases to
57% for children in Christian households.

Attention to mothers’ education has increasingly been the focus of
efforts to improve children’s health outcomes. In Vietnam a relationship
has been found between the education both of the father and mother, and
nutrition (Haughton and Haughton 1999; Glewwe 1999). In our model the
variables representing parental education do not have statistically significant
effects. This is true whether they are entered separately or, as here, both at
the same time. This finding is most interesting since it suggests that
educational efforts in Vietnam may need to focus more on particular health-
related information than on broad general education. It is worth
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remembering that literacy in Vietnam is almost universal, which is not the
case in many other less-developed countries.

Table 4.2
Logistic model of determinants of height-for-age z-scores, 1998
Coefficient  P-value New prob. after unit
change in indep. var.,
given initial
probability of 45%
Dependent variable
Malnourished? (yes=1)
Independent variables
Mother
Height (cm) -.078 .00 43
Weight (kg) -.026 .00 44
Years of education .012 31
Father
Height (cm) -.070 .00 43
Weight (kg) -.016 .03 45
Years of education -.003 74
Ethnicity:
Muong (yes=1) 493 .00 57
H’mong (yes=1) 791 .00 64
Religion
Christian (yes=1) 463 .00 57
Regions
Central Coast 417 .04 55
Central Highlands 362 .00 54
Urban/Rural (urban=1) -.420 .00 35
Child
Age of child in years .083 .00 47
Child 15 month and under -1.500 .00 15
Birth parity .190 .00 50
Gender (girl=1) -.263 .00 39
Other
Flush toilet? (y=1) -.906 .00 25
G’mother in house? (y=1) -.157 .06 41
Household Size .052 .02 46
Constant 24.231
Note: Number of observations, 6,441.
Source: VLSS98.

A household’s composition has a significant effect on children’s
probability of being stunted: Every additional household member increases a
child’s probability of being stunted, whereas a grandmother living in-house
appears to have a beneficial effect on nutritional risk. In this model,
however, the “granny-effect” is significant only at the 10% level. As has
been found in earlier studies (Haughton and Haughton 1999; Horton 1988),
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higher birth order — i.e. being born after one or more siblings — increases the
risk of being stunted.

No household income or expenditure variable has been included in this
model. Income is the result of different choices of a household like time
spent working, educational levels etc. and is therefore not appropriate to be
used as an independent variable to explain nutritional outcome (Haughton
and Haughton 1999; Behrman and Deolalikar 1988). However, a
household’s type of sanitation may serve as a proxy for income. The results
show that the availability of a flush toilet decreases children’s probability of
being stunted sharply, from 45% to 25%. However if one cheats, and
includes the logarithm of household expenditure, the coefficient on
expenditure is statistically significant (results not shown here), but does not
much alter the essential magnitudes of the other effects — except that the
variables measuring the composition of a household (household size and
“granny-effect”) lose their statistical significance.

Very comparable results (not shown here) emerge if the model is
applied to severely malnourished children only — i.e. those with height for
age z-scores at least three standard deviations below the NCHS median.
The main differences are that when the focus is on severe malnutrition, the
ethnic effects are more evident, and regional differences become more
significant. Particularly surprising is the high rate of severe stunting in the
rice-surplus Mekong Delta, holding other variables constant. We speculate
that this may be due to poor sanitation standards in the region, as well as
significant pockets of quite severe poverty in an otherwise comparatively
well-off part of the country.

BEHIND THE IMPROVEMENT IN NUTRITIONAL STATUS

The considerable drop in malnutrition rates between 1992-93 and 1997-98
raises the question of what caused this change.

Is it because some children grew out of malnutrition, and so were
stunted in 1993 but no longer so in 1998? It is widely believed that poor
linear growth is determined during the first two years of life, and that
children, once they are stunted, cannot easily make up the early deficit.

Or does the superior nutritional status of children who were born in this
five-year period between the two surveys account for all of the drop in
malnutrition? There is, after all, some evidence that young adolescents may
be able to make up, at least in part, for earlier malnutrition.

The combination of the VLSS93 and VLSS98 data sets allows us to
solve this puzzle, by looking at a panel of 2,664 children for whom we have
nutritional information for both years. The essential results are shown in the
transition matrix in Table 4.3. As shown in Table 4.3, the nutritional status
of 21% of all children with a normal nutritional status in 1992-93
deteriorated, and these children are now malnourished. In the other
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direction, 34% of all malnourished children in 1992-93 have been able to
improve their status and are now in the normal category. This intriguing
result raises the possibility that there may be ways to compensate for early
stunting, an issue that we now explore further.

Table 4.3

Transition Matrix of Stunting (height for age z-scores), 1993 and 1998
Stunting Stunting in 1998

in 1993: Normal Moderate Severe Total
Normal 36.0 7.8 1.7 455
Moderate 14.2 15.3 2.8 323
Severe 4.6 9.5 8.2 22.3
Total 54.8 32.6 12.7 100.0

Sources: VLSS93 and VLSS98.

An exploratory stepwise logistic regression model (results not shown)
analyzing children who were able to improve their height-for-age Z-scores
by at least one standard deviation reveals little information on the
determinants of such a nutritional improvement. Residence in the Red River
Delta or the South East in 1992-93, as well as living in urban areas, have
statistically significant positive effects on children’s probability of
improving their nutritional status. Younger children, children who live in
households with a higher proportion of people working, and with
grandmothers living in the same household, have better chances of growing
out of malnutrition.

It is surprising however that neither the increase in expenditure per
capita between 1992-93 and 1997-98 nor the caloric intake are significant in
this model. This strongly suggests that other variables that have not been
included in this model have an important impact on nutritional
improvement. One possible starting point for further research would be an
analysis of the composition of the diets of the children and their
micronutrient intake. Further, community-related variables like water and
sanitation, as well as the accessibility of health services in relation to
children’s nutritional status, deserve subsequent examination. The
unavailability of these services may result in frequent infections as a result
of poor hygienic conditions, in which case the better food availability may
be of little help.

POLICY RECOMMENDATIONS
Malnutrition among children fell markedly, and more than many experts had

expected, between 1993 and 1998. Even so, current malnutrition rates in
Vietnam compare unfavorably with comparably poor countries elsewhere,
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particularly when set beside Vietnam’s good performance on the Human
Development yardstick (which emphasizes education and health outcomes).
It follows that there is still considerable scope for further declines in
malnutrition rates. Several of the important variables that influence
malnutrition — parental education, urbanization, birth parity, per capita
expenditure levels — are likely to continue to work to lower malnutrition,
albeit less quickly than in the 1990s.

What room does this leave for public policy? The answer is, potentially
quite a lot. Rural areas, particularly in the center of Vietnam, might benefit
from special attention. The data further show that ethnic minorities,
especially the H’mong, are particularly disadvantaged and need to be a
target of efforts to improve nutritional status. Interventions are especially
necessary in the Central Highlands, where the incidence of malnourished
children is the highest in the country and where the potential for nutritional
improvement may be low due to the high poverty rates (see chapter 2). The
remoteness of the villages in this region, and in areas populated by ethnic
minorities, make it harder to provide adequate health care and increase
children’s infectious risk.

Increasing educational levels has commonly been the focus in regard to

ensure proper nutrition and better health outcomes. The finding that further
parental education does not have a significant influence on nutrition
indicates that efforts to promote broad basic education as a way to combat
malnutrition may be misplaced; it might be more useful to focus on
providing more specialized nutritional information. This might include
information for mothers and caregivers about the composition of diets,
proper weaning food and how to avoid infections in infants and toddlers.
A further challenge to nutritional education is posed by the fact that the high
economic growth resulted in overnutrition of a small part of the population.
This trend has been observed earlier in other developing countries like
China, the Philippines and Thailand. In order to avoid a growing number of
obese children, educational efforts will have to be directed to this specific
target group.

The exploratory model found, surprisingly, that the level of caloric
intake had little effect on nutritional status. This suggests that one needs to
look elsewhere for explanations of malnutrition, possibly focusing more on
measures that decrease the risk of children catching infections. Unless
measures are taken to improve access to safe water, sanitation and the
availability of adequate health care, gains in food availability will partly be
squandered.



Child Malnutrition 7
REFERENCES

Allen, L.H. 1993. “The nutrition CRSP: What is marginal malnutrition and
does it affect human function?”, Nutrition Review 51.

Begin, France and Edward A. Frongillo, Jr. and Helene Delisle. 1999.
“Caregiver Behaviors and Resources Influence Child Height-for-Age in
Rural Chad”. Journal of Nutrition, 129, p. 680-686.

Behrman, Jere R. and Anil B. Deolalikar. 1988. “Health and Nutrition”, in
H. Chenery and T.N. Srinivasan (eds.), Handbook of Development
Economics vol.1, Elsevier, North Holland.

Desai, Jaikishan. 1995. Vietnam through the lens of gender. United
Nations Development Programme, Hanoi..

Frongillo, Edward A., and Mercedes de Onis and Kathleen M.P. Hanson.
1997. “Socioeconomic and Demographic Factors are Associated with
Worldwide Patterns of Stunting and Wasting of Children,” Journal of
Nutrition, 127, p. 2303-23009.

Gibson, Rosalind. 1990. Principles of Nutritional Assessment. Oxford
University Press, Oxford.

Habicht, Jean Pierre, Reynaldo Martorell, C. Yarbrough, R.M. Malina and
R.E. Klein. 1974. “Height and Weight Standards for Pre-School
Children: How Relevant Are Ethnic Differences in Growth Potential?”
Lancet, 1:611-615.

Haughton, Dominique and Haughton, Jonathan. 1997. “Explaining Child
Nutrition in Vietnam”, Economic Development and Social Change, 45,
p. 541-56.

Haughton, Dominique and Haughton, Jonathan. 1999. “Son Preference,” in
Dominique and Jonathan Haughton et al. (eds.), Health and Wealth in
Vietnam, ISEAS Press, Singapore.

Haughton, Jonathan. 1999. “Introduction,” in Dominique and Jonathan
Haughton et al. (eds.), Health and Wealth in Vietnam, ISEAS Press,
Singapore.

Horton, Susan. 1988. “Birth Order and Child Nutritional Status: Evidence
from the Philippines,” Economic Development and Cultural Change,
341-54.

Martorell, Reynaldo, and Jean-Pierre Habicht. 1986. “Growth in Early
Childhood in Developing Countries,” in Frank Falkner and J.M.
Tanner (eds.), Human Growth: A Comprehensive Treatise, 2d ed.
Plenum Press, New York.

Ponce, Ninez, Paul Gertler and Paul Glewwe. 1998. “Will Vietnam Grow
Out of Malnutrition?” in David Dollar, Paul Glewwe and Jennie
Litvack (eds.), Household Welfare and Vietnam’s Transition, World
Bank, Washington DC.

Tu Giay and Chu Quoc Lap. 1990. Final report on the subject 64D.01.01
of The National Research Programme National General Survey 1989.



78 Living Standards in Vietham 1993-98

The Governmental Science and Technology Committee, NIN, Hanoi,
Vietnam.

UNICEF. 1989. A Global, Regional and Country Assessment of Child
Malnutrition. New York.

UNICEF. 1998. The State of the World’s Children. Geneva.

UNDP. 1999. Human Development Report. New York.

Vietnam: National Institute of Nutrition. 1985. National General Survey,
1981-85. NIN, Hanoi, Vietnam

Vietnam: National Institute of Nutrition. 1995. Sentinel Food and Nutrition
Surveillance System data. NIN, Hanoi, Vietnam

Vietnam: State Planning Committee and General Statistical Office. 1994.
Vietnam Living Standards Survey 1992-1993. Hanoi.

Vietnam: General Statistical Office. 1997. Implementation of Mid-Decade
Goals for Vietnamese Children by 1995. Hanoi.

WHO. 1983. Measuring Change in Nutritional Status. Geneva.

WHO. 1986. Use and interpretation of anthropometric indicators of
nutritional status. Bulletin of the World Health Organization, Geneva.



Chapter 5
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INTRODUCTION

Although Vietnam is ranked among the world’s poorest countries, it has
enjoyed a period of sustained and rapid economic growth in the fifteen years
since the market-oriented reforms that resulted from HJoi Mdi
(“renovation”) were first approved.

Perhaps the most impressive achievement is the fall in poverty, from
75% of the population in 1988 (Dollar 2001) to 55% in 1993 and 37% by
1998 (Haughton, chapter 1). There has been a parallel rise in income per
capita, from $157 in 1991 to $352 by 1998.

Among the accompanying social changes has been a rise in educational
enrolment rates at all levels. Between 1993 and 1998 the net enrollment rate
rose from 78% to 93% at the primary level, 36% to 62% at the lower
secondary level, and from just 11% to 29% for upper secondary school. It is
clear that one of the results of rising affluence is that more households want,
and are able, to send their children to school for longer.

Causality also runs in the other direction, from education to income. In
the words of a World Bank report, “education improves the living standard
of population, especially the poor, by increasing the productivity of labor,
by reducing fertility and improving health, and by equipping people to
participate fully in the economy and society” (World Bank 1995, p.19).
Specifically, education confers skills, knowledge and attitudes that create
opportunities for educated persons to improve their productivity and to have
better opportunities to gain access to jobs both in the formal and informal
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sectors. The result is higher income, which in turn implies a better standard
of living (WB 1, 1995, p.19).

In a broader context, Jones (1990, p 12) argues that education should be
seen as an investment good, providing the key to better jobs and higher
incomes for individuals, while at the same time lifting national production
and raising the level of output per head. There is a massive literature on the
returns to education; for instance, in a careful study of twins, Arias et al.
(2001) estimate rates of return of between 9% and 13% on the investment in
education, in the United States;

Watkins (1995, p 25) focuses on the converse; he attributes low
incomes to low education, and makes the case that “the low incomes of
poor people are partly a consequence of their low levels of skills and
literacy. Education will increase their earning capabilities and employment
prospects, while bringing wider benefits for society”.

These arguments are relevant to Vietnam. The expansion of education
has helped sustain the rapid economic growth. In the next section of this
chapter we provide evidence that better-educated people tend to have higher
incomes and a higher standard of living.

We then separate earnings into three parts — wages, agricultural income,
and income from non-farm household enterprises — and ask what effect
education has on the level of earnings from each source. To do this we
estimate three regression models of earnings, and pay special attention to the
specification and interpretation of the educational effects. Our study is
based on the data from the 1998 Vietnam Living Standards Survey (1998).

OVERVIEW OF INCOME AND EDUCATION IN VIETNAM

A breakdown of the sources of income is provided in Table 5.1, for each of
the seven (old) regions of Vietnam. Earnings come from agriculture (32%
of all income), non-farm self employment (27% of income) and wages (23%
of income), and total 81% of all income. Households also receive modest
amounts of income from pensions and subsidies, and from “other” sources
(including interest, remittances, and rent). We expect education to influence
earnings, but not the other sources of income, and so in what follows we
concentrate exclusively on the earnings component of income.

The importance of agricultural income is greatest in the poorest regions
(the Northern Uplands, the North Central Coast and the Central Highlands);
conversely, wage income is important in the more urbanized areas, and
particularl