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Abstract 

 

Trade liberalisation is frequently advocated as a major potential contributor to economic 

growth and development. Many developing countries, such as Bangladesh, Bolivia, 

Brazil, India, Indonesia, Ghana, Uganda, and particularly Vietnam, attained high 

economic growth and reduced poverty considerably. After transforming a centrally 

planned economy into an open market economy in 1986, Vietnam attained remarkable 

achievements in economic growth and the reduction of poverty. Yet the empirical 

literature on the relationship between trade liberalisation and poverty has been criticised 

primarily for its inadequate methodology and inconclusiveness (Rodriguez and Rodrik, 

2001; Wacziarg and Welch, 2008; Pacheco-Lopez and Thirlwall, 2009; Singh, 2010). 

The persistence of poverty amongst a considerable proportion of the population in 

transitional or liberalised developing economies also questions the real effects of trade 

liberalisation on poverty. Some studies posit that the tradepoverty relationship is 

largely a case- and country-specific issue (McCulloch, et al., 2001; Berg and Krueger, 

2003; Pacheco-Lopez and Thirlwall, 2009; Rodrik, 2010). The potential impacts of 

trade liberalisation on poverty are enormous and pervasive, but to a large extent, 

difficult to verify empirically. As cross-country studies are subject to some critical 

drawbacks, the focus of research has recently shifted to examining the relationship at 

the microeconomic level. Winters (2002) and Winters, et al. (2004) suggest four main 

pathways through which trade liberalisation reaches households and thereby affects 

poverty: economic growth, market distribution, employment, and government revenue. 

These main channels adequately cover the main stakeholders in a market economy and 

can be empirically verified. 

 

This study uses Vietnam as a case study to investigate the relationship between trade 

liberalisation and poverty. Vietnam is considered to be a successful case of the 

reduction of poverty, along with the process of trade liberalisaton, as it attained 

remarkable achievements in terms of high economic growth and considerable reduction 

of poverty, after switching to a market economy through a programme of innovation, 

Doi Moi. The economy averaged an annual economic growth of 8 per cent in the 1990s 

and 7 per cent in the 2000s. The poverty rate declined sharply, from 58.1 per cent to 
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37.4 per cent over the period 1993 to 1998. These achievements arguably resulted from 

economic reforms, especially trade reforms. Ex-post studies of the effects of trade 

liberalisation on poverty for Vietnam largely provide partial evidence, focusing on the 

effects of either growth, or market, or employment on poverty. These studies also 

appear to ignore the influences of Vietnam’s history of economic development and 

institutions on the relationship. The purpose of this study is to investigate the impacts of 

trade liberalisation on poverty in Vietnam, by combining a historical analysis with an 

econometric analysis. The analysis following the channels outlined by Winters and 

using combined methods has painted a more comprehensive picture of the 

tradepoverty relationship in Vietnam.  

 

The study provides evidence of the impacts of trade liberalisation on poverty through 

the four channels in the Winters outline. For the economic growth channel, high 

economic growth accompanied remarkable poverty reduction in the 1990s. The 

estimates of the growth elasticity of poverty in Chapter 5 show an approximate one-to-

one relationship between growth and poverty reduction. With respect to the market 

channel, the liberalisation of agricultural trade laid the foundation for the rice export 

boom in the 1990s. The analysis based on the primary survey data in Chapter 6 also 

reveals that the trade policy in agriculture was inadequate, and farm households suffered 

from such trade policy in the rice and coffee markets. Regarding employment, 

unemployment declined substantially in the export boom period. Using a panel data set 

over the period 2002 to 2006 in a model of micro-determinants of growth in Chapter 7, 

the study finds that employment in trade and manufacturing sectors improved rural 

welfare. Trade-induced employment was important not only for rural poverty, but also 

for the reduction of urban poverty, as suggested in Chapter 8. In terms of the effect of 

government revenue, the study in Chapter 4 finds that the relationship between trade tax 

and tax revenue was unclear, as was the link between government revenue and public 

expenditure. More importantly, Chapter 9 indicates that local trade and institutional 

reforms stood out as crucial to poverty reduction.  

 

The use of a country-specific approach and a holistic approach based on combined 

methods to provide a more comprehensive picture of this relationship in Vietnam is the 

main contribution of this study to the literature. The Vietnamese economy has not 
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successfully developed by turning its back on international trade. Overall, the study 

suggests that Vietnam should accelerate the reforms in agricultural trade and institutions 

to have a sustainable strategy for the reduction of poverty. 
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Chapter 1 

INTRODUCTION 
 

 

1.1 INTRODUCTION  

 

 

When tracing the sources of growth and development, there is much consensus in 

economics that trade is the sine qua non for the development of a nation. A sizable body 

of literature suggests that the open or outward-oriented economies perform better than 

the autarchic or inward-oriented economies. In the 1980s and 1990s, several developing 

countries adopted development strategies initiated by the Washington Consensus, which 

centred on privatisation, liberalisation, and macroeconomic stability. Despite the 

enormous potential benefits of trade liberalisation, some developing countries and 

transitional economies, especially Latin American countries, which follow the reform 

package prescribed by the Washington Consensus, have achieved little success, 

primarily because the reform package ignores the country context. In contrast, several 

East Asian countries have been successful with their export promotion strategy. The 

judgement of these development strategies continues to be highly disputed (Rodrik, 

2010). Acemoglu and Robinson (2012) conflate experiences of the development of 

nations and conclude that a country’s own institutions determine its success or failure. 

Tirole (2012) suggests several limits to government intervention in the economy that are 

harmful to market efficiency. As trade policy reforms are in fact institutional reforms, a 

country’s own trade policy is thereby crucial to its development. Even a country that 

succeeds in trade liberalisation cannot ensure that every individual in the country 

benefits from trade and growth, although they are likely to be better off on average. Its 

success in economic development depends on how trade liberalisation affects household 

welfare and poverty in the country. 

 

The great theoretical benefits of trade to economic development have motivated many 

studies of the relationship between trade liberalisation, growth, and poverty. The role of 

trade liberalisation in developing countries is often flagged up in reports by the World 
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Bank and the International Monetary Fund (IMF) (e.g. World Bank, 1987; Berg and 

Krueger, 2003; World Bank, 2005, 2011a). The benefits of trade are believed to 

transcend the Neoclassical economics of the gains from trade. The literature on trade 

and poverty has identified many pathways through which trade liberalisation affects 

households and poverty. The empirical literature on the tradepoverty relationship has 

been widely criticised for its inadequate methodology and inconclusiveness (Rodriguez 

and Rodrik, 2001; Wacziarg and Welch, 2008; Pacheco-Lopez and Thirlwall, 2009; 

Singh, 2010). As trade effects and poverty are both multidimensional concepts, 

empirical works find it difficult to establish the link between the two. Winters (2002) 

and Winters, et al. (2004) suggest a framework where trade liberalisation reaches 

households via four channels: economic growth, market, employment, and government 

spending. These main channels cover the microeconomic and macroeconomic levels of 

the relationship and the main stakeholders of a market economy: households, 

enterprises, and government. 

 

For the growth channel, Bhagwati and Srinivasan (2002) divide the impact of growth on 

poverty into two stages: Trade promotes economic growth, and economic growth 

reduces poverty through the trickle-down effect that provides the poor with many 

opportunities for employment. The former hypothesis is the topic of many studies. 

Some support the positive role of trade in stimulating growth (e.g. Sachs and Warner, 

1995; Frankel and Romer, 1999; Greenaway, et al., 2002; Wacziarg and Welch, 2008), 

whereas some are skeptical and criticise the others (e.g. Rodriguez and Rodrik, 2001; 

Rigobon and Rodrik, 2004; Rodrik, et al., 2004; Rodríguez, 2006; Pacheco-Lopez and 

Thirlwall, 2009; Singh, 2010). The second stage from growth to poverty is also as 

challenging as the first. Dollar (2005) documents that in the last 20 years, developing 

countries which most rapidly integrate into the world economy, tended to grow and 

reduce poverty faster. The studies estimating the growth elasticity of poverty also find a 

roughly one-to-one relationship between growth and poverty reduction (Ram, 2006, 

2011; Kalwij and Verschoor, 2007). Olinto, et al. (2014) indicate that, as poverty 

declines, policies towards reducing poverty are more important than policies on 

promoting economic growth. Notably, Piketty (2014) points out that the trickle-down 

effect may not occur, as the rise in inequality at the top 1 per cent of the wealthiest in 

society, which is likely to be harmful to growth and poverty reduction. In addition to the 
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two-stage effect, some studies that attempt to relate trade directly to poverty find little 

systematic evidence (e.g. Dollar and Kraay, 2004) or cast doubt on the presumption of 

the positive impact of trade openness on poverty (e.g. Ravallion, 2006). The effect of 

trade-led growth on poverty therefore continues to be highly contentious.  

 

For the market channel, trade liberalisation can affect households and alleviate poverty 

via prices of tradeable goods (Deaton, 1989; Minot and Goletti, 1998; Seshan, 2005; 

Justino, et al., 2008; Marchand, 2012). Price changes greatly matter to the poor. One of 

the most important conditions for an outward-oriented strategy of a country to be 

successful is to maintain macroeconomic stability or more specifically, to contain 

inflation, which is indirectly beneficial for the poor (Bhagwati and Srinivasan, 2002). In 

this linkage, trade policy can cause price distortions that result from trade monopoly, the 

marketing system, and transaction costs. Tirole (2012) suggests several limits to 

government intervention in the economy that cause market distortions. Krugman and 

Venables (1995) argue that at lower transport costs, developing countries gain more 

from trade and there is convergence of real incomes. The poor are therefore unlikely to 

benefit from trade liberalisation, due primarily to the ineffective transmission of prices 

to households as a consequence of inadequate trade policies (Winters, et al., 2004). 

 

For the employment effect, creating or detracting jobs is one of the most visible effects 

of trade liberalisation. The high level of trade activities and/or production will boost the 

demand for labour. Krugman (2008) argues that developing countries tend to be 

specialising in unskilled labour-intensive niches and taking over the unskilled labour-

intensive portions of vertically specialised industries. Other studies show that the effect 

of trade liberalisation is largely positive for employment, the key income source of the 

poor (Krueger, 1983; World Bank, 2001b; Niimi, et al., 2007; Justino, et al., 2008). If 

properly developed, trade expansion can establish backward and forward linkages that 

help to sustain employment and growth in the long run. The poor can also benefit from 

employment created through regional production networks in manufacturing, such as 

textile and shoe processing (Athukorala, 2010a). Trade-induced employment is 

therefore crucial to poor households.  
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With the government revenue channel, trade policy reforms may shrink the government 

budget, thereby potentially restricting governmental spending for social security and 

poverty alleviation programmes (Heo and Nguyen, 2009; Baunsgaard and Keen, 2010). 

For reasons of social stability, governments usually give top priority to public 

expenditure (Winters, et al., 2004). Trade reforms may also result in increases in 

government revenue, due to the efficient rearrangement of trade barriers. Baunsgaard 

and Keen (2010) conclude that middle-income countries have succeeded in offsetting 

reductions in trade tax revenues by increasing their domestic tax revenues, whilst many 

low-income countries have not. The revenue effect of trade liberalisation on poverty, 

which can be positive or negative, mainly depends on the effectiveness of trade reforms 

and policies on poverty reduction. 

 

Although not stated explicitly, institutions underpin the channels through which trade 

liberalisation affects poverty. Trade policy reforms accompany institutional reforms 

(Rodrik, 2002). These reforms help the poor to reduce social costs relating to 

institutional barriers (World Bank, 2001b). Institutions are the rules that shape the 

interaction between citizens, firms, and the state (World Bank, 2010a). The impacts of 

institutions on poverty are pervasive (Deolalikar, et al., 2002; Le, 2014), and are seen to 

be the main determinants of the differences in prosperity across countries (World Bank, 

1997; Acemoglu and Robinson, 2008).  

 

As trade liberalisation has enormous potential impacts on welfare and poverty of a 

country, the assessment of the effects of trade liberalisation on poverty should be as 

comprehensive as possible. Amongst economic policies that most likely affect poverty 

reduction, trade policies stand out to policymakers as most practical for two main 

reasons. First, poverty is a multidimensional concept, including material deprivation, 

poor health and education. The new approach to poverty reduction stresses three 

important intrinsic values for the poor: promoting opportunity, facilitating 

empowerment, and enhancing security (World Bank, 2001b). As discussed, trade 

development can provide the poor with many opportunities for employment and 

income. Trade can also create positive externalities that are pro-poor, such as its 

promotion of knowledge exchange. As a result of a higher level of income, the poor can 

improve their status, empowerment and security in society. Second, trade liberalisation 
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may be the most feasible option for policymakers, as trade policy reforms raise virtually 

no additional cost to governments (Hertel and Winters, 2005).  

 

The effectiveness and impacts of trade policy reforms on welfare and poverty rely 

primarily on the context of economic development and institutions in a country, as the 

tradepoverty relationship is arguably case- and country-specific (McCulloch, et al., 

2001; Berg and Krueger, 2003; Pacheco-Lopez and Thirlwall, 2009). The focus of 

recent research on this relationship has shifted to the impacts at the microeconomic 

level. Trade policies in LDCs, such as Vietnam, are usually a complex combination of 

trade protection and export promotion. Trade policy reforms in these countries should 

involve substantial adjustment costs, although the poor may suffer more from these. The 

rest of this chapter is organised as follows. Section 1.2 explains the reasons why this 

study uses Vietnam as a case study of this relationship. Section 1.3 sets the research 

objectives. Section 1.4 sketches out the research methods used in this study. Section 1.5 

discusses the research contributions, scope, and limitations. Section 1.6 outlines the 

chapters in this thesis. 

 

1.2 TRADE LIBERALISATION AND POVERTY IN VIETNAM 

 

Vietnam was amongst the countries that had a remarkable reduction of poverty, 

associated with high economic growth and rapid integration into the world economy 

(World Bank, 2005). In 1986, Vietnam conducted a programme of renovation, Doi Moi, 

to transform a centrally planned economy (CPE) into an open and market-driven 

economy.
1
 It has changed the development strategy from an inward-oriented to an 

outward-oriented strategy. Trade reforms thus constitute the bulk of economic reforms 

in the transitional process. Before these reforms, exports and imports were conducted 

within the Council for Mutual Economic Assistance (CMEA) area, the Comecon, 

through state-owned enterprises (SOEs). Trading prices were based on agreements 

between the Comecon governments, not on the market. The Vietnamese government 

monopoly was imposed upon both domestic and international trade. From the late 

                                                 
1
 The economy of Vietnam is officially called the socialist-oriented market economy. It basically pursues 

a market economy, yet the Vietnamese government likes to retain the socialist form. A market-driven or 

market-led economy is commonly used to describe Vietnam’s economy. 
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1980s, trade liberalisation was carried out by a series of reforms. The Law on Foreign 

Investment in 1987 for the first time invited foreign enterprises to invest in Vietnam, 

opening the economy to the world market. The government gradually abolished its 

monopoly on trade, loosened controls on prices of most goods, and let the market 

decide prices. Only about a dozen prices remained controlled after the 1989 price 

reforms (Leipziger, 1992). Households were given the rights to own land, manage 

agricultural production, and conduct trade transactions across provinces. The relaxation 

of control on foreign exchange and the abolition of most quotas for imports and exports 

paved the way for enterprises to expand their production and penetrate international 

markets.  

 

The 1990s witnessed a series of trade reforms, such as the introduction of the Enterprise 

Law 1990; the establishment of export processing zones (1991); the application of the 

harmonised system (HS) of tariff nomenclature (1992); the announcement of the first 

list of goods (1996) in compliance with the Common Effective Preferential Tariff 

(CEPT) of the AFTA; and the termination of trade licenses (1999) to allow all legally 

established domestic enterprises to export and import goods specified in the business 

registration certificate. In this decade, Vietnam also made a great effort to integrate into 

the regional and world economy, such as its participation in the free trade area of the 

Association of Southeast Asian Nations (ASEAN), the AFTA, and its application for 

membership of the World Trade Organisation (WTO). In the early 2000s, Vietnam 

signed a bilateral trade agreement with the United States of America (the Vietnam-US 

BTA), and thereafter made an action plan to implement the commitments to this trade 

agreement. The VietnamUS BTA is crucial to the process of trade liberalisation, 

because the United States of America is the most desired but most difficult market for 

enterprises in Vietnam. The attainment of WTO membership in 2007 marked an 

important milestone in the process of trade liberalisation, bringing great potential 

opportunities to catch up with other countries in the region. The rest of the 2000s dealt 

with the reforms to implement commitments to the WTO, the VietnamUS BTA, and 

the AFTA. Although the process of trade and economic reforms on the whole may not 

be adequate and efficient, it has helped Vietnam to achieve remarkable outcomes in 

economic development. 
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Before reform, Vietnam was one of the poorest countries in the world, with over 70 per 

cent of its population living in poverty. Transition into the market economy resulted in 

boosted economic growth and exports, steadily increasing GDP per capita, and 

declining poverty throughout the 1990s and the 2000s. The average annual economic 

growth was nearly 8 per cent in the 1990s and 7 per cent in the 2000s. The poverty rate 

declined remarkably, from 58.1 per cent to 37.4 per cent over the period 1993 to 1998. 

This trend appears to have continued throughout the period 1993 to 2008. Vietnam thus 

obtained one of the first millennium development goals (MGDs)
2
 in 2008, by reducing 

the poverty rate to below 15 per cent. By the end of 2010, Vietnam had become a lower 

middle-income country, with per capita income of about US$1,130. It has also 

achieved, and in some circumstances surpassed, many of the MDGs (Government of 

Vietnam, 2010; World Bank, 2012a). This economic development is arguably the result 

of economic reforms and openness to trade and investment. 

 

Vietnam initiated its poverty reduction programmes in 1998 and, through continual 

effort and substantial resources, has reduced poverty remarkably. Tremendous 

challenges to the reduction of poverty, however, are still ahead, as the strategy for 

poverty alleviation is unsustainable. In fact, poverty appears to have increased in the 

late 2000s when the economy slowed. The World Bank (2012a) reports that remote 

poverty and ethnicity inequality were rising as the new challenges to poverty in 

Vietnam. More than 90 per cent of the poor still largely lived in rural areas, especially in 

upland regions. Many were farmers (65 per cent of the poor) with livelihoods relating to 

agriculture. Ethnic inequality was rising, worsening the incidence of poverty. Groups of 

ethnic minorities accounted for nearly half of the total poor. The report suggests that 

poverty discernibly increased through the new methods of poverty measurement. Other 

reports also observe that inequality has emerged as a new dimension of poverty and 

become increasingly acute (Vietnam Academy of Social Sciences, 2007, 2011). Overall, 

the successful reduction of poverty over the two decades of development has resulted 

from economic growth, trade liberalisation, and the government effort.  

 

                                                 
2
 The first goal of the MGDs, between 1990 and 2015, is to halve the proportion of people whose income 

is less than US$1 a day (United Nations, 2010). 
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This study has chosen Vietnam as a case study of the relationship between trade 

liberalisation and poverty reduction. As discussed, Vietnam provides a good example of 

the effects of trade liberalisation on poverty alleviation. Trade liberalisation has a 

pervasive impact on the economy, including boosting foreign direct investment and 

exports, lowering prices, and improving goods and services and institutions (World 

Bank, 2011a). Trade liberalisation has been seen to be by far the most effective way to 

reduce poverty, in both the short and the long run. As trade policy reforms are the main 

pillar of the reform package (Berg and Krueger, 2003), effective trade policies can 

create positive effects on other policies, such as fiscal policy, employment, and 

especially institutions. The assessment of the impacts of trade liberalisation on poverty 

should be based on as many dimensions as possible. Most existing ex-post studies of the 

impacts of trade liberalisation on welfare and poverty for Vietnam focusing on one or 

two pathways, such as market and/or employment, for instance, Minot and Goletti 

(1998), Niimi, et al. (2007), Justino, et al. (2008), and Coello, et al. (2010), do not 

provide a sufficient picture of the tradepoverty linkage. Heo and Nguyen (2009) 

examine the relationship following Winters’ channels, but this study mostly provides a 

descriptive analysis. Although the studies based on Computable General Equilibrium 

(CGE) models can capture the economy-wide effects of trade policy, their results are 

based on scenario simulations. Most ex-post studies of the relationship for Vietnam 

generally provide a partial analysis. This study combines a country-specific approach, 

choosing Vietnam as a case study, with a holistic approach, using Winters’ channels, to 

investigate the effects of trade liberalisation on poverty in Vietnam. 

 

1.3 RESEARCH OBJECTIVES 

 

Winters’ framework and the gaps found in the literature led to the main purpose of this 

study: to examine the effects of trade liberalisation on household welfare and poverty in 

Vietnam in order to assess comprehensively the benefits of trade liberalisation on 

households and the poor. Towards that end, the objectives of the study were guided by 

two general research questions, each with its own specific sub-research questions.  

 

The main aim covers two general questions. The first primary concern of the study is 

whether trade liberalisation impacts poverty in Vietnam. Valuable studies assert that 
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trade liberalisation has a substantial impact on Vietnam’s economy. This study 

examines the main effects of trade liberalisation on household welfare and poverty 

primarily at the microeconomic level. In particular, it seeks to: 

(i) conduct a survey of the literature on the relationship between trade 

liberalisation and poverty, based on Winters’ conceptual framework. 

(ii) review the process of trade liberalisation and poverty reduction in 

Vietnam over three decades of development, comparing the periods 

before and after the opening of the economy in 1986.  

(iii) use Winters’ framework to analyse the impacts of trade liberalisation on 

poverty in Vietnam through the four channels, economic growth, market, 

employment, and government revenue, in order to evaluate the 

tradepoverty nexus comprehensively. 

(iv) provide evidence of the effect of trade-led growth on poverty over two 

decades of development in order to support the important role of growth 

in the reduction of poverty. 

(v) find evidence of the impact of employment on household welfare and 

poverty to support the crucial role of employment in addressing poverty. 

(vi) review the process of trade reforms in relation to government revenue 

and public expenditure to find the link between trade liberalisation and 

poverty via government revenue.     

As the literature on the tradepoverty relationship for Vietnam appears to have ignored 

or have yet to capture the inadequacy of the market system in agriculture, which 

presumably impoverishes farm households, the second general research question of this 

study is whether the poor experience such poor trade policy. Although trade 

liberalisation is believed to have an overall positive impact on poverty, poor farm 

households are hypothesised to experience inadequate trade policy. This question is 

better answered by farm households, the primary victims of agricultural trade policy. In 

this channel, the study seeks to:  

(vii) examine the effect of agricultural production on welfare to value the 

market effect on poverty. 

(viii) conduct a primary field survey of trade policy perception on farm 

households to assess the effects of the market in agriculture in reality 

from their point of view.  
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The examination of these two general questions will reveal the relationship between 

trade liberalisation and poverty, and will simultaneously provide an adequate 

assessment of the impacts of trade liberalisation on household welfare and poverty in 

Vietnam. As discussed earlier, the effects of several dimensions of trade liberalisation 

are negligible. By virtue of Winters’ approach, this study focuses on its four channels to 

conduct the analysis. The analysis of the effects of trade liberalisation based on this 

framework requires a combination of methods.  

 

1.4 OVERVIEW OF RESEARCH METHODS 

 

The literature on trade liberalisation and poverty suggests that the tradepoverty 

relationship is largely country-specific in nature. As overviewed previously, similar 

studies of the relationship for Vietnam generally provide a partial analysis. This study is 

based on both a country-specific approach, using Vietnam as a case study, and a holistic 

approach, employing Winters’ pathways to analyse and evaluate the impacts of trade 

liberalisation on poverty. Although studies of this relationship usually focus on 

international trade liberalisation, this study uses a broader concept of trade 

liberalisation, including both domestic or local trade and international trade. Local or 

internal trade may be more important for the poor than international trade, which 

primarily depends on the world market. The development of local trade leads to the 

development of local infrastructure that benefits remote poor households. In this study, 

comparative analysis, analytical review, case study, and econometric models are 

integrated with Winters’ channels to achieve the study’s objectives. At first, the study 

reviews and evaluates the effects of trade liberalisation through economic growth, 

market, employment, and government spending over the last three decades of 

development using descriptive statistics and comparative methods. The historical and 

comparative analyses provide a more comprehensive picture of the relationship before 

examining its effects in the channels.  

 

The growth effect of trade liberalisation is analysed by estimating the growth elasticity 

of poverty over two decades of development, the 1990s and the 2000s, to measure the 

responsiveness of poverty to trade-led growth. This analysis also extends to explain the 

effects of both growth and local trade openness on poverty in a poverty model, using a 
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panel data set constructed from the Vietnam Household Living Standards Surveys 

(VHLSSs). 

   

The employment effect is judged by employing a model of micro-determinants of 

growth, using household panel data sets constructed from the VHLSSs. These effects 

are examined by both the continuous approach and the discrete approach. The 

continuous approach employs a model of micro-determinants of growth, fixed-effects 

and random-effects models. The discrete approach uses a multinomial logit model to 

analyse the transition of poverty.     

 

The market effect, primarily agricultural production and trade, is also partly revealed in 

the analysis of the model of micro-determinants of growth. In addition to the model-

based analysis, the study also conducts a case study based on a primary field survey of 

agricultural production and distribution on farm households. The case study makes this 

research different from other similar studies, as it focuses on farm household perception 

of trade policy in agriculture. This survey was conducted in 2011 in three different 

provinces in Vietnam, covering more than 300 farm households. The primary survey 

data are expected to provide insight into the real facts of trade policies in agriculture.  

 

The revenue effect of trade liberalisation is examined through an analytical review. The 

literature suggests that governments usually give top priority to expenditure on social 

security and poverty reduction programmes. The Vietnamese government has in fact 

made a great effort to reduce poverty, regardless of the situation of the economy. This 

study assumes that government revenue that is related to trade reforms has a minor 

impact on poverty. This effect will be intensively analysed by descriptive statistics.  

 

In the Winters framework, institutions are regarded as underpinning the tradepoverty 

relationship. In an attempt to provide a more adequate picture of that relationship, this 

study also examines the effects of institutional reforms on rural household welfare and 

poverty. This investigation is carried out by using the Vietnam Provincial 

Competitiveness Index (PCI) as a proxy for institutional reforms, in combination with 

the VHLSS data.   

  



12 

 

1.5 RESEARCH CONTRIBUTIONS, SCOPE AND LIMITATIONS 

 

Trade liberalisation has a considerable impact on Vietnam’s economy, at both the 

macroeconomic and microeconomic levels. Its impacts on households and poverty 

should be examined as comprehensively as possible. Virtually no study intensively 

investigates many effects of trade liberalisation on poverty in Vietnam. The analysis 

following Winters’ pathways, especially of the market effect using a primary field 

survey and of the institutional effect, renders the study different from other similar 

studies. This study contributes to the literature in the following ways. 

    

Firstly, it systematically reviews the process of trade liberalisation and poverty 

reduction and assesses the impacts of trade liberalisation on welfare and poverty in 

Vietnam. A common drawback of the existing studies of the linkage for Vietnam is that 

these studies simply examine the impacts of trade liberalisation on welfare and poverty, 

ignoring the context of development of the economy. The analysis of the history of 

trade liberalisation and poverty will help to better understand the tradepoverty nexus.  

 

Secondly, the study thoroughly analyses the trade liberalisation effects on poverty 

following the four channels. The literature on this linkage suggests that studies focusing 

on one or two impacts of trade liberalisation would be inadequate. The investigation of 

many pathways through which trade liberalisation affects poverty will provide a more 

adequate picture of the relationship in Vietnam.    

 

Thirdly, the study conducts a primary field survey of trade policy in agriculture on farm 

households that sheds more light on the market effects of trade liberalisation on poor 

households. This survey aims at farm households and agricultural production because 

most of the poor in Vietnam engage in farming activities. The current studies of the link 

for Vietnam using macroeconomic data or general household survey data are unlikely to 

capture farm household perception of trade policy that is important to understand the 

flaws of trade policy in agriculture. In particular, such studies have yet to provide 

insight into the inadequate marketing system in agricultural production and trade that 

may impoverish farm households. The results provided by this survey are expected to 

be a vivid reference for policymakers who are devising strategies for reducing poverty.  
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Fourthly, this study also takes the effects of institutional reforms into account. As 

pinpointed by the literature, institutions constitute an important dimension of poverty 

and relate closely to trade policy reforms. Institutions are thus seen to underpin the 

channels through which trade liberalisation affects households and poverty. The 

inclusion of the effects of institutional reforms makes the tradepoverty relationship 

more comprehensive.  

 

Fifthly, this study provides evidence for supporting the argument that local or domestic 

trade is as important for poverty reduction as international trade. As most of the poor 

live in rural or remote areas, where the external trade effects such as exports, imports, 

employment, and international prices, are unlikely to reach them, the development of 

trade in local regions therefore greatly benefits the poor. The problems with trade 

policies in agriculture that probably impoverish farm households in Vietnam lie mainly 

in the domestic market distribution of agricultural products, not in the international 

market. This study helps to answer the question why most farm households remain poor 

while Vietnam is one of the influential rice export countries in the world. 

      

The study is confined to investigating the trade liberalisation impacts on poverty, 

primarily at the microeconomic level. It intends to thoroughly examine neither the 

process of trade policy reforms nor the effects of trade policy reforms on the economy 

as a whole. It also does not examine openness in general, including international trade, 

foreign direct investment (FDI), and international finance. In this study, farm 

households are chosen as the units of analysis, assuming that they are mostly poor in 

Vietnam. By producing, selling, and consuming rice and paddy, farm households are 

presumably very involved in agricultural trade and experience the effects of trade policy 

reforms in agriculture. This assumption may also be a likely shortcoming of the study. It 

probably ignores other groups of households, which may also be affected by trade 

policy manipulation. The second limitation is that the study focuses on investigating the 

tradepoverty channels without measuring trade liberalisation. Finally, by using 

Winters’ channels, evidence of the relationship provided by this study is virtually 

indirect. Even with these shortcomings, the study has provided a relatively 

comprehensive picture and substantial evidence of the relationship between trade 

liberalisation and poverty in Vietnam.   
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1.6 OUTLINE OF THE THESIS 

 

The thesis is structured in ten chapters. A summary description of these chapters 

follows. 

 

Chapter 1, Introduction, provides a broad picture of the tradepoverty relationship and a 

roadmap for the study. It presents the reasons for conducting the study, the research 

objectives, and the methods for achieving its objectives. In particular, it includes the 

setting of the study, both from the literature perspective and from Vietnam’s 

perspective; the objectives of the research, an overview of the research methodology, 

and the potential contributions, scope, and limitations. 

 

Chapter 2 surveys the literature on trade, poverty, and the tradepoverty nexus. It first 

discusses the concepts and measurements of poverty and trade liberalisation, as these 

are important but mostly contentious. The chapter thereafter presents the literature on 

the impacts of trade liberalisation on poverty, discussing the tradepoverty linkage, 

based on the pathways outlined in Winters’ framework. This conceptual framework 

postulates that trade liberalisation affects households and poverty through economic 

growth, market, employment, and government revenue. This approach is also the 

analytical framework of the study.     

 

Chapter 3 discusses and justifies the research methods used in the study to investigate 

its research questions and hypotheses. In particular, it explains the reasons why this 

study takes Vietnam as a case study and follows Winters’ framework. Vietnam is 

widely believed to be a successful example of the impacts of trade liberalisation on 

economic development. Although the effects of trade liberalisation on poverty have 

been considerable, several of these effects are negligible and difficult to verify 

empirically. The analysis based on Winters’s channels is appropriate for the case of 

Vietnam. This chapter also reviews research methods in the literature on the relationship 

and justifies the specific methods used in this study to examine the impacts of economic 

growth, market, employment, and government spending on poverty. The explanation of 

these methods and the data used in the study is specified in the relevant chapters.  
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Chapter 4 provides an analytical review of the background of Vietnam’s economy, the 

process of trade liberalisation and poverty reduction, and the impacts of trade 

liberalisation on poverty. This chapter is important because it lays the historical 

foundation for the better understanding of the subsequent chapters in the study. The 

specific impacts of trade liberalisation on poverty should be perceived in the specific 

context of Vietnam’s economy: its transition to a market economy from a CPE. The 

development of the economy from 1980 is divided into three stages corresponding to 

three decades of development. The economic reforms were embarked on from the late 

1980s. After reviewing the process of reforms and development, the chapter follows 

Winters’ pathways to examine the effects of trade liberalisation on poverty by 

descriptive statistics. Particularly, it compares and judges the impacts of economic 

growth, market, employment, and government revenue on poverty before and after 

economic reforms. 

 

Chapter 5 examines the growth effect of trade liberalisation on poverty by estimating 

the growth elasticity of poverty using alternative methods and both national accounts 

data and the VHLSSs. This is a direct route to link growth to poverty. Use of a panel 

data set constructed from the VHLSSs and a poverty model extends this chapter to 

estimate the effects of trade openness and growth of welfare on poverty at the provincial 

level in order to shed more light on the effects of growth and trade. Trade openness in 

this analysis is internal or local trade, which is as important as external or international 

trade, as discussed earlier. This chapter thus attempts to link growth and trade directly 

with poverty.  

 

Chapter 6 provides insight into the market effect of trade liberalisation on poverty. It 

differs from other similar studies in that it analyses trade policies in agriculture from the 

farm household point of view. As farmers experience trade policies on agricultural 

production and trade, they can perceive and describe the inadequacy of the marketing 

system in farming business. The analysis in this chapter is based on a primary field 

survey of production and market distribution of rice and coffee in three different 

provinces: An Giang, Dong Nai, and Dak Lak. An Giang is one of the leading rice 

production provinces, while Dak Lak is one of the leading coffee production provinces. 

Dong Nai was chosen because the study seeks to discover the characteristics of the poor 
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in an industrial area, which is different from the other provinces. This case study thus 

captures farm households’ perception of agricultural production and trade in different 

regions of Vietnam. This chapter explains why farm households remain poor in an 

influential rice export country in the world. It also identifies the relationship between 

farm household awareness of trade policy and welfare. 

  

Chapter 7 investigates the employment effect of trade liberalisation on the welfare of 

rural households through a model of micro-determinants of growth. This study uses two 

approaches to explain the determinants of welfare and poverty: continuous and discrete. 

Each method has its own strengths and weaknesses. The continuous approach uses the 

model of micro-determinants of growth, in combination with fixed-effects and random-

effects models. The discrete approach employs a multinomial logit model to analyse the 

dynamics of poverty; that is, households’ escape from or fall into poverty under the 

impacts of trade liberalisation. This chapter thus examines the effects of trade-induced 

employment on poverty in alternative approaches. 

  

Chapter 8 examines the effect of employment on urban poverty. Studies in the field 

appear to have ignored the impacts of trade liberalisation on urban poverty, assuming 

that urban poverty is inconsequential. This chapter indicates that urban poverty is 

increasingly important for developing countries. Urban poverty is somewhat different 

from, but closely related to rural poverty in a country. The chapter provides an overview 

of urban poverty and characteristics of the urban poor in Vietnam, with special attention 

to the cases of Ho Chi Minh City (HCMC) and Hanoi, the two largest cities in Vietnam. 

Amongst the impacts of trade liberalisation, employment is the most crucial to urban 

households. After providing the big picture, the chapter examines the effects of 

employment on urban welfare in Vietnam, using the fixed- and random-effects models 

and a panel data set established from the VHLSSs. Employment is significant for both 

urban welfare and the reduction of urban poverty.          

 

Chapter 9 investigates the effects of institutional reforms on rural welfare. Although not 

explicitly outlined in Winters’ framework, institutions are the important determinant of 

household welfare and poverty. Institutional reforms of law systems help enterprises to 

develop and farm households to cultivate and market their crops. Existing studies of the 
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relationship have yet to capture the effects of institutional reforms on welfare and 

poverty. This study uses the PCI as a proxy for institutional reforms, in combination 

with the VHLSS data in the model of micro-determinants of growth, to examine the 

effects of institutional reforms on household welfare. The inclusion of institutional 

reforms in this study therefore makes it different from other similar studies, and makes 

the picture of the tradepoverty relationship for Vietnam more adequate.      

 

Chapter 10 concludes this study by summarising the findings and providing important 

policy recommendations. This chapter is crucial to the research, because it synthesises 

findings throughout the thesis in a manner that allows for comprehension of the whole 

picture as well as of different aspects of the impacts of trade liberalisation on poverty. It 

begins by restating the main purposes of the study: provision of evidence of the 

tradepoverty linkage and evaluation of the impacts of trade liberalisation on welfare 

and poverty in reality. It thereafter summarises the findings in relation to the objectives, 

and draws policy implications. The chapter then both indicates the limitations of the 

study and suggests some future directions of research.  
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Chapter 2 

A REVIEW OF THE LITERATURE ON TRADE, 

GROWTH, AND POVERTY 

 

 

2.1 INTRODUCTION 

 

 

Trade liberalisation has contributed much to the economic development of many 

countries. The miracle, in the 1980s and the 1990s, of economic growth and 

development in some Asian countries, such as China, Hong Kong, Singapore, South 

Korea, and Taiwan, supports the decisive role of trade liberalisation in economic 

development. After transforming a centrally planned economy into a market economy in 

1986, Vietnam attained remarkable achievements in economic growth and the reduction 

in poverty. Although several other open economies also attained high economic growth 

and reduced poverty considerably, the empirical literature on the relationship between 

trade liberalisation, economic growth and poverty has been criticised primarily for its 

inadequate methodology and inconclusiveness (Rodriguez and Rodrik, 2001; Wacziarg 

and Welch, 2008; Pacheco-Lopez and Thirlwall, 2009; Singh, 2010). The persistence of 

poverty amongst a considerable proportion of the population in the transitional or 

liberalised developing economies also questions the impacts of trade liberalisation on 

poverty in reality. The tradepoverty relationship is largely a case- and country-specific 

issue (McCulloch, et al., 2001; Berg and Krueger, 2003; Pacheco-Lopez and Thirlwall, 

2009). Though the theoretical effects of trade liberalisation on poverty are enormous 

and pervasive, these effects are, to a large extent, difficult to verify empirically. The 

focus of research on this relationship has recently shifted to examining the impacts at 

the microeconomic level. Winters (2002) and Winters, et al. (2004) suggest four main 

pathways through which trade liberalisation reaches households and thereby affects 

poverty: economic growth, market distribution, employment, and government revenue. 

These channels, which can be empirically verified, sufficiently cover the main effects of 

trade liberalisation on poverty and the main stakeholders in a market economy. 

 



19 

 

The literature on trade and poverty acknowledges the difficulties in establishing the 

relationship between these two, primarily because both concepts, trade effects and 

poverty, are multidimensional and difficult to measure (Winters, et al., 2004). Many 

pathways through which trade affects households and poverty have been identified in 

the literature on the tradepoverty nexus. Several studies have examined these channels 

both theoretically and empirically: for instance, McCulloch, et al. (2001), Winters 

(2002), Berg and Krueger (2003), Winters, et al. (2004), Nissanke and Thorbecke 

(2007a), Harrison (2007), Athukorala (2010b), and Bandara, et al. (2011). The literature 

as classified in terms of the Winters transmission channels suggests that trade 

liberalisation affects households, and thereby poverty, via (i) long-run economic growth 

(Dollar and Kraay, 2002, 2004; Ravallion, 2006; Singh, 2011); (ii) price and/or market 

distribution of tradeable goods (Minot and Goletti, 1998; Seshan, 2005; Justino, et al., 

2008); (iii) employment/enterprise (Krueger, 1983; Niimi, et al., 2007; Justino, et al., 

2008); and (iv) government revenue/spending (Heo and Nguyen, 2009; Baunsgaard and 

Keen, 2010). 

 

In addition to the effects based on the Winters framework, some studies show that trade 

development can generate positive externalities that are pro-poor; for instance, trade 

development spurs knowledge exchange and thereby benefits the poor. Trade policy 

reforms are in fact institutional reforms (Rodrik, 2002) that help the poor to reduce 

social costs associated with institutional discrimination (World Bank, 2001b). Bannister 

and Thugge (2001) point out that trade liberalisation can impinge on the vulnerability to 

negative external shocks that could affect the poor: Abrupt changes in terms of trade can 

directly affect agricultural production or informal production, the main activities of the 

poor. McCulloch, et al. (2001), however, contend that the direct effects on poverty are 

negligible for many dimensions of trade liberalisation.  

 

A sizable body of theoretical and empirical literature has been built up around the 

relationships between trade, growth and poverty. As noted, cross-country studies face 

some critical drawbacks. Moreover, ex-post studies focusing on just one or two facets of 

the trade liberalisation effect on poverty are inadequate for examining the tradepoverty 

relationship in a country. Not only is the Winters framework useful for examining the 

relationship at both microeconomic and macroeconomic levels, but it also covers the 
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main stakeholders in a market economy: households, enterprises, and government. This 

chapter undertakes an analytical assessment of the tradegrowthpoverty nexus in a 

global setting. Since the issue of poverty remains inherent to developing economies, 

major attention is devoted to these countries. The review of the major empirical studies 

conducted to date is synthesised in terms of Winters’ four transmission channels to have 

a coherent comprehension of the key dimensions of the relationship. The rest of the 

chapter is planned as follows. Section 2.2 presents the concepts and measurement of 

poverty and inequality, characteristics of the poor, causes of poverty, and the 

approaches to reduce poverty. Section 2.3 discusses the concepts and measurement of 

trade liberalisation, benefits of trade to the economy and the poor, and the practice of 

trade policy in developing countries. Section 2.4 explains the effects of trade 

liberalisation on poverty, using the Winters outline. Section 2.5 reviews the studies 

examining this relationship in Vietnam. Section 2.6 provides some key research gaps 

existing in the literature on trade, growth, and poverty. Section 2.7 concludes the 

chapter. 

 

2.2 POVERTY AND ECONOMIC INEQUALITY 

 

The reduction of poverty should command a high priority for governments in 

developing countries. A thorough understanding of poverty is a prerequisite for any 

poverty reduction strategy. Various approaches have been developed to measure 

poverty, as a multidimensional concept. The comprehension of the characteristics of the 

poor as well as of the causes of poverty is essential for policies towards reducing 

poverty. The multidimensional characteristics of poverty also challenge the measures of 

poverty and approaches to address poverty. Inequality is seen to become an important 

dimension of poverty. 

 

2.2.1 Measurement of Poverty 

One of the most important and difficult tasks for the empirical studies of poverty is the 

definition and measurement of poverty. Poverty or affluence is the degree of constraint 

on economic choice behaviour; poverty is a property of an individual’s plight, rather 

than a characteristic of the individual, or of his pattern of behavior (Watts, 1968). The 

concept of poverty is historically derived from thoughts of subsistence, basic needs, and 
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relative deprivation. People are poor when their incomes are insufficient to get the 

minimum necessities for physical needs. Basic needs include the minimum consumption 

needs of a family such as food, shelter, clothing, and essential public services such as 

safe water, sanitation, public transport, health care, and education. Relative deprivation 

occurs in income and in material and social conditions. The concept of poverty has been 

developed from its initial exclusive focus on income and consumption to a focus on the 

multidimensional deprivation (UNDP, 2005). According to Sen’s conceptual 

framework, poverty covers functionings and capabilities. Some basic functionings are 

life expectancy, infant mortality, and adult literacy. Some more complex functionings 

include achieving self-respect, participating in social and/or political life, or being 

happy in one’s work. Capabilities are a set of real opportunities, such as the ability to 

read and write, to live long, to avoid mortality during infancy and childhood, and to 

have human rights (Sen, 1993, 2005). Although advanced in the understanding of 

poverty, Sen’s approach is not easy to use as a measurement (McCulloch, et al., 2001). 

 

In a bid to address poverty, the World Bank (1990b) defines it as the inability to attain a 

minimal standard of living. The inclusion of other dimensions of poverty, such as 

nutrition, life expectancy, under-five mortality, and school enrolment rates, to the 

consumption-based measure of minimal standards of living suggests that poverty is 

multidimensional. The World Bank (2001b) further acknowledges poverty as a 

multidimensional concept, encompassing material deprivation (e.g. starvation, lack of 

shelter and clothing, illness), low levels of education and health care, institutional 

discrimination, impediments from social barriers and norms, and vulnerability. These 

dimensions of poverty can be categorised as lack of opportunity, or vulnerability, or 

powerlessness, or their combination. All this deprivation can be referred to as capability 

deprivation (Sen, 1989; United Nations, 2005). The measurement of poverty is thus a 

problem of finding a logical synthesis of many dimensions (McCulloch, et al., 2001). 

Some common measures of poverty are summarised in Table 2.1.  
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Table 2.1: Some common measurements of poverty 

Poverty 

measure 
Method of measurement Author/institution 

Head 

count 
HCR=H/N The World Bank (1990b); 

the United Nations (2005). 
 

where HCR is headcount rate of poverty (incidence 

of poverty); 
H is the number of poor individuals; 
N is the total population. 

Poverty 

gap 
Total Poverty Gap: TPG =  ∑(𝑧 − 𝑦𝑖)

H

𝑖=1

 

Average Poverty Gap:              APG = TPG/N 
Normalised Poverty Gap:         NPG = APG/z 
Average Income Shortfall:       AIS=TPG/H 
Normalised Income Shortfall:  NIS=AIS/z 

The United Nations (2005); 

Foster et al. (2010). 
 

where z is a poverty line, yi is the individual income. 

Squared 

poverty 

gap  
Pα =  

1

N
∑ (

z − yi

𝑧
)

𝛼
H

𝑖=1

 

Foster, et al. (1984, 2010)  

Pα: Foster-Greer-Thorbecke (FGT) indices  
α = 0: Po is the HCR or the incidence of poverty. 
α = 1: P1 is the poverty gap or the depth of poverty.  
α = 2: P2 is the squared poverty gap or the severity 

of poverty. 
Watts 

index 
𝑊 =

1

𝑁
 ∑[ln(𝑧) − ln(𝑦𝑖)]

H

𝑖=1

 

Watts (1968); the United 

Nations (2005). 

MPI 
Multidimensional Poverty Index (MPI) The UNDP (2010); 

Alkire and Santos (2010, 

2011, 2013); Alkire and 

Foster (2011).  
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Source: Author’s synthesis. 

 

The dichotomy between these different concepts of poverty leads to alternative 

approaches to measuring poverty: monetary, capability (CA), social exclusion (SE), and 

participatory approaches (PA). The monetary approach defines poverty as a shortfall in 

income or consumption from a benchmark, commonly known as the poverty line. The 

social exclusion approach centres on the process and dynamics of deprivation. The 
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participatory approach gets people involved in decisions about what it means to be poor 

and the magnitude of poverty. Poverty rates will empirically vary according to the 

approach selected (UNDP, 2005). Ravallion and Chen (2009) classify these approaches 

as either welfarist or non-welfarist. The former is in fact the monetary approach. The 

capability, social exclusion, and participatory approaches are seen to have evolved from 

the monetary approach.  

 

A desirable measure of poverty and inequality has four criteria: anonymity, population 

independence, monotonicity, and distributional sensitivity. The principles of anonymity 

and population independence mean that the measure of poverty should be irrespective of 

who are the poor and of the size of the country’s population. The monotonicity principle 

states that the country’s poverty line does not change if some income is added to 

someone living below the poverty line, provided that all other incomes remain 

unchanged. According to the distributional sensitivity principle, ceteris paribus, if some 

income is transferred from a poor to a rich person, the economy as a whole will be 

poorer or more inequitable, and vice versa. These principals have been discussed at 

length in, for instance, Sen (1976), Foster, et al. (1984), the United Nations (2005), and 

Todaro and Smith (2009). These studies also lay the foundation for many measures of 

poverty and inequality. 

 

The basic tool to define and measure poverty is the poverty line. Poverty is commonly 

measured by the poverty headcount index (the incidence of poverty): the share of 

households whose income or consumption is below a certain level of income or 

expenditure in a country or region. The level of income or consumption used to classify 

households as being poor or not poor is defined as a poverty line. In addition to the 

poverty headcount index, poverty is also often measured by the poverty gap index (the 

depth of poverty) or the squared poverty gap index (the severity of poverty). The former 

adds up the distance to which poor households fall below the poverty line. The latter, 

which is the sum of the squared poverty gap, aims to take into consideration inequality 

amongst the poor. These measures of poverty are based on the approach developed by 

Foster, et al. (1984) (Table 2.1). 
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The World Bank follows the monetary approach and defines a consumption-based 

poverty line as the expenditure necessary to buy a minimum standard of nutrition and 

other basic necessities, plus the extra cost of participating in the everyday life of society. 

Consequently, the international poverty line is estimated to be US$1 per person per day 

(lower poverty line) and US$2 (upper poverty line)
3
 (World Bank, 1990b, 2001b). As 

assembled by Ravallion, et al. (2008) and Chen and Ravallion (2010), the latest version 

of the dollar-a-day international poverty line is US$1.25 per person per day at 2005 

prices, and the other lines are also in use. Deaton (2010), however, argues that the 

confusion of the purchasing power parity (PPP) exchange rates causes measures of 

global poverty to be sensitive. The contradictions in poverty statistics result in 

difficulties to identify the trends in world poverty (Deaton, 2001, 2002). Extreme 

poverty in the world has declined substantially over the past three decades (Figure 2.1). 

 

Figure 2.1: Evolution of extreme poverty rates by region (per cent), 19812010 

 

Source: Author draws using the data from Olinto and Uematsu (2013). 

 

                                                 
3
 The poverty line was originally set out at US$370 per year per person or US$1 per day per person in 

constant 1985 PPP prices. It was then updated to US$1.08 per day per person in 1993 PPP prices. All are 

referred to as the US$1/day poverty line (World Bank, 1990b, 2001b). 
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For convenience, each nation has had its own set of poverty lines, called country-

specific poverty lines, that reflect a minimal level of consumption or income or, in 

particular, a minimal basket of goods and services that people within the country can 

afford. One advantage may be that national poverty lines are not affected by 

international comparisons. The use of poverty lines, whether international or national, is 

generally subject to several constraints. However, they are useful, allowing poverty 

policymakers to count the poor, target resources, and monitor poverty progress against a 

clear benchmark (United Nations, 2005). By virtue of its simplicity, the poverty line has 

been used widely, especially in the common measures of poverty. 

 

Table 2.2: Poverty indicators in some selected East Asian countries, 20002008 

Country MPI 
Head Count 

(per cent) 

PPP US$1.25 

a day  
(per cent) 

National Poverty 

Line (per cent) 
Cambodia 0.263 53.90 25.80 30.10 
Indonesia 0.095 20.80 29.40 16.70 
Lao People’s Democratic Republic 0.267 47.30 44.00 33.50 
Malaysia .. .. < 2 .. 
Myanmar 0.088 14.20 .. 32.00 

Philippines 0.067 12.60 22.60 .. 
Thailand 0.006 7.10 < 2 .. 
Vietnam 0.075 14.30 21.50 28.90 
Source: The UNDP (2010). 

 

One of the most notable poverty indices is the MPI (Table 2.1). This index is primarily 

based on the capability approach and a combination of the conventional and new 

approaches. It measures poverty using three dimensions: living standards, health, and 

education. These dimensions are reflected in 10 indicators, each with equal weight 

within its dimensions. A household is poor by the MPI index if it is poor in at least two 

to six indicators (UNDP, 2010). Vietnam’s MPI has been 0.075 over the period 

20002008, compared with the other East Asian countries (Table 2.2).  

 

2.2.2 Characteristics of the Poor 

The World Bank (1990b) documents several characteristics of the poor, some of which 

are still valid today. First, poverty has regional features. The poor mainly live in rural 
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areas and engage in agricultural and associated activities (Olinto, et al., 2013).
4
 Poverty 

is thus more severe in rural areas. The urban poor have a higher level of income, 

visibleness, and vocality than the rural counterparts. Amongst the poor, poverty can 

vary substantially according to the level of income, family size, age, and sex. There is 

generally a lower level of education. The poor also have few assets as well as low 

incomes, of which land is usually the most valuable. They typically use land 

unproductively owing to their lack of knowledge, capital, and access to credit. Their 

inherently difficult access to land impinges upon income opportunities, and thereby 

aggravates poverty. Generally, most poor households have few assets and receive small 

and sporadic incomes.
5
 

  

The poor are also believed to have several informal sources of incomes, mainly from 

agricultural activities, in which they can be self-employed or wage labourers. As noted 

by the United Nations (2005), in developing countries and transitional economies, 

household sources of income vary more than their types of consumption. They can be 

from farm and non-farm employment, informal sector jobs, and transfers or 

remittances.
6
 These activities are typically unstable and vulnerable because of 

unanticipated events. More significantly, their incomes and savings vary substantially 

by season. In most periods, their incomes from agriculture are lower than their 

consumption, so the poor often resort to other sources of income, such as borrowing, 

even though their access to formal credit from financial institutions is very difficult. The 

poor spend almost all their yearly incomes primarily on food. As a result, their welfare 

is very sensitive to the relative prices of food staples. For these characteristics, poor 

households could easily repeatedly fall into poverty or escape poverty by income 

shocks. Poverty is therefore usually believed to be transient rather than chronic.
7
 

 

In addition to income sources, consumption within a poor household is commonly 

decided primarily by males or income-earning adults. The reason is very 

straightforward: Most poor households are headed by men. As a result, women and 

                                                 
4
 See also Todaro and Smith (2009, p. 238). 

5
 See also United Nations (2005, p. 222). 

6
 See also Winters, et al. (2004, p. 74). 

7
 See also Perkins, et al. (2006, pp. 218-229) and the United Nations (2005, p. 282). 
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children are most likely to suffer from deprivation although women generally devote 

most of their incomes to their family. Income disparity between households headed by 

men and women is largely attributed to the difference in wages between male and 

female labourers. In reality, female employment tends to increase in some countries. In 

Vietnam, women account for 77 per cent of the labour force (World Bank, 2012b). The 

income or consumption measures of poverty and inequality find it difficult to explain 

the income distribution within households. There is evidence that a strong 

discrimination against females exists in areas such as nutrition, medical care, education, 

and inheritance (Todaro and Smith 2009). 

 

Socially, the poor, on the whole, have a lower position than do other groups in society. 

Being in the low class prevents them from having full access to public services. They 

usually have low access to social services due to the barriers of knowledge, culture, and 

ethnicity. Although public services are made available to the poor, they are unable to 

use them fully. A thorough understanding of vulnerability of the poor will help to 

demystify the causes of poverty, in order to be able to devise policies towards 

addressing poverty. 

 

2.2.3 Causes of Poverty 

The World Bank (2001b) divides the causes of poverty into three groups. In the first 

group, poverty results from a lack of the income and assets that enable acquisition of the 

basic needs: food, shelter, clothing, and acceptable levels of health and education. In the 

second group, the poor are voiceless and powerless in the institutions of state and 

society. They are normally discriminated against by state and social institutions that 

prevent them from obtaining new economic opportunities, social power and security. 

The third group of reasons for poverty covers the poor’s vulnerability to the shocks of 

income, natural disaster, and illness, which they themselves are unable to get through. 

Besides these three general groups, poverty can result from inequality associated with 

gender, ethnicity, and racism.  

 

Beyond the World Bank’s framework, the persistence of poverty could be ascribed to 

social and cultural factors, possession of low productive assets, and a lack of crucial 

knowledge, skills, and collective education. Technological change may also render the 
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poor’s employment unstable, as improving technology will exclude less well-trained 

and educated people, who are mostly the poor (United Nations, 2005). Poverty is a 

combined effect of some economic, social and political processes that act on and 

reinforce each other (World Bank, 2001b). More broadly, as Rodrik (2000) puts it, 

“Poverty is naturally associated with market imperfections and incompleteness.… An 

exclusive focus on consumption or income levels constitutes too narrow an approach to 

development.” 

 

2.2.4 Approaches to Poverty Reduction 

As generalised by the World Bank (1990b), the poor’s access to opportunities for 

earnings and their capability to respond are two important determinants of poverty. The 

World Bank’s general framework for poverty reduction on the one hand increases the 

incomes of the poor by pursuing a labour-intensive growth strategy that requires a full 

combination of a policy package. On the other hand, the World Bank calls for 

investment in human capital for the poor, by providing them with basic education and 

health to improve their productivity and capability, so that they can take advantage of 

earning opportunities. Economic growth is seen to be an underpinning for the World 

Bank framework. Perkins, et al. (2006), however, note that the focus on growth as a 

central solution for poverty needs to be justified in the case of ‘immiserising growth’, 

where the poor’s average income declines despite high growth in the economy. This is 

one of the paradoxes in the literature on trade distortions (Bhagwati, 1958, 1968; 

Bhagwati, et al., 1978). 

 

The World Bank (2001b) develops a more general framework for action that emphasises 

three important intrinsic values for the poor: promoting opportunity, facilitating 

empowerment, and enhancing security. This new approach needs action on all three 

fronts and through combination of many social agents: government, civil society, the 

private sector and the poor themselves. More importantly, the new framework 

highlights the crucial role of institutions in economic development and poverty 

reduction. This framework therefore aims to provide the poor with economic and social 

opportunities, provided that the economy maintains high growth and employment. The 

poor can benefit from growth only as long as they take part in and contribute to the 
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growth. Thus far, a sustained reduction in poverty may only be coupled with sustained 

growth (World Bank, 1990b). 

 

Trade development is crucial to the development of a country, since trade strategies are 

closely related to development strategies (Krueger, 1998). Among the policies 

potentially capable of addressing poverty, trade policy is believed to be by far the most 

effective way of promoting human capital and labour-intensive growth. Trade 

liberalisation is regarded as a crucial part of the policy package for wealth, growth, and 

poverty reduction (McCulloch, et al., 2001). Hertel and Winters (2005) also argue that 

amongst poverty reduction policies, trade reform is relatively cheap, because it does not 

require additional government expenditure. Besides the relatively persuasive effect of 

trade on growth, trade liberalisation can affect many dimensions of poverty which 

transcend the economic domain. Berg and Krueger (2003) consider that the growth 

driven by trade liberalisation may be different from normal growth, because this kind of 

growth can be particularly anti- or pro-poor. 

 

In reality, apart from providing the poor with many opportunities for income and 

employment, trade can create positive externalities that are pro-poor. The increase in 

income helps the poor to achieve higher status, empowerment and security in society. 

More importantly, as argued by Rodrik (2002), trade reforms accompany institutional 

reforms: The more open a country, the more effective its institutions. The effectiveness 

of institutions will help the poor to reduce their vulnerability to the risks of economic 

shocks, natural disasters, and illness (World Bank, 2001b). Trade liberalisation can 

thereby address poverty in several dimensions. While underpinning the solutions to 

poverty reduction, trade liberalisation is certainly not a panacea (Rodrik, 2010). It 

should be combined and accorded with other policies to form a policy package in which 

trade policy should be the key.  

 

2.2.5 Inequality 

Inequality and poverty are different but closely related. The difference between poverty 

and inequality has raised some concerns in the literature. Conventionally, poverty 

concentrates on those whose absolute standards of living fall below some threshold 

level such as a poverty line, or the poor, whereas inequality reflects the variations in 
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relative living standards throughout the whole society (World Bank, 1990b; McCulloch, 

et al., 2001; McKay, 2002). Simply, inequality refers to the gap between the rich and 

the poor within a nation or between nations in terms of income, consumption, wealth or 

assets, and opportunity. One of the consequences of inequality is that unequal economic 

opportunities lead to unequal outcomes and reinforce unequal political power (World 

Bank, 2006b). McCulloch, et al. (2001) claim that inequality can influence poverty via 

its effect on growth, as growth is a pathway through which trade affects poverty. For 

Perkins, et al. (2006), inequality is an important determinant of poverty in the sense that 

inequality affects the quantity of poverty generated by a given level of income. There is 

evidence that inequality can increase in defiance of an overall reduction in poverty 

occurring at the bottom end of the income distribution (World Bank, 2001b). According 

to Todaro and Smith (2009), inequality is a crucial factor for understanding how the 

depths of poverty, the impacts of market, and the policy changes affect the poor. In 

short, the level of income, combined with the extent of inequality, determines the 

magnitude of absolute poverty. Inequality can be considered as a dimension of poverty. 

 

Todaro and Smith (2009) suggest two main approaches to measuring income 

distribution: the personal or size distribution of income; the functional or distributive 

factor share distribution of income.  The first measure concentrates on individuals or 

households and the total income they receive. Several methods are grounded on this 

approach. A common method is to partition the population into fifths (quintiles) or 

tenths (deciles) according to their ascended income levels and to calculate the 

percentage of total national income each income group receives. Another common 

measure is the Kuznets ratio, measured by the proportion of the income received by the 

top 20 per cent to the income earned by the bottom 40 per cent of the population. The 

Lorenz curve, a well-known measure of inequality, calculates the percentage of total 

income that a particular percentage of income recipients actually acquire. On the 

grounds of the Lorenz curve, the Gini coefficient, an aggregate measure of inequality, is 

built up. It is the ratio of the area between the diagonal and the Lorenz curve to half the 

total square area in the Lorenz chart. The Gini coefficient is often used along with the 

Lorenz curve to study income and wealth distribution. The second measure of income 

distribution is based on the theory of functional distribution of income, which defines 

the total national income that each of the factors of production (labour, capital, and 
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land) receives. Income is distributed in accordance with the function or contribution of 

factors of production; for instance, wages for labour, rents for owners of land, profits for 

capitalists. This theory, however, has yet to take into account the case of the imperfect 

competitive market (Todaro and Smith, 2009). These two approaches lay the foundation 

for the measurement of inequality in countries. Note that the measurements of poverty 

using the FGT indices, such as P1 or P2 (Table 2.1), also comprise the measurements of 

inequality.  

 

With respect to world inequality, Milanovic (2006) suggests three concepts to measure 

global income inequality. The Concept 1 is the inequality among countries’ mean 

incomes. The Concept 2 is the inequality among countries’ mean incomes weighted by 

countries’ populations. The Concept 3 is the inequality between world individuals or 

global inequality. The classification of these concepts is based on the kinds of data used 

to calculate inequality. In contrast to many orthodox views and indicators of inequality, 

such as the Kuznets curve showing the relationship between per capita income and 

inequality, the trickle-down-effect hypothesis, and Gini coefficient, which only depict 

the average picture of the income and wealth distribution, Piketty (2014) has recently 

conducted a painstaking analysis, indicating that inequality has been rising at the top 

(wealthiest) 1 per cent of society in recent decades. This sharp rise in inequality is 

mostly due to the wage inequality between the top 1 per cent income share and the rest 

of society. The steady surge in inequality is contrary to what the well-known Kuznets 

inverse-U pattern predicts. This increasing inequality would be particularly harmful to 

growth and poverty reduction, if the very rich, who accumulate a huge fortune, save 

more and invest less, the trickle-down effect would not hold true.  

   

By and large, the multidimensional attributes of poverty make the measurement of 

poverty difficult. How can one measure capture all of the dimensions of poverty? Such 

a measure is, according to the World Bank’s terms, a comprehensive multidimensional 

frame. Practically, the methods that satisfy the desired criteria are, to some extent, the 

best choices. The measurement of poverty and inequality is a prerequisite for the 

formulation of poverty reduction policies. Addressing poverty requires a 

multidimensional framework for action, which is usually a burden on governments in 

poor countries and which is sometimes beyond their capability. Poor countries often 
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have recourse to external aid to cope with poverty. They are, however, very capable of 

promoting trade to stimulate growth. Growth and trade development can ultimately 

create a natural and effective mechanism to help countries to reduce poverty. 

Nevertheless, trade policies in developing countries are not always pro-poor. In some 

cases, they can be harmful to the poor.   

 

2.3 TRADE LIBERALISATION AND TRADE POLICY IN DEVELOPING 

COUNTRIES  

 

The positive effects of trade liberalisation have led to the adoption of trade liberalisation 

as the underpinning for the economic development strategy in many developing 

countries. Amongst these countries, some previously closed economies have liberalised 

trade and become transitional economies, moving towards open and market systems. 

The process of liberalisation or transition is not always even. Some developing 

economies are not successful with their trade liberalisation strategy for a variety of 

reasons deriving from internal or external constraints. One of the main reasons has been 

the inadequate trade policy reforms that preclude a country from the benefits of trade 

liberalisation and that impoverish its citizens. This section reviews the issues of trade 

liberalisation to provide the foundation for the analysis of the impacts of trade 

liberalisation on poverty in developing countries. 

 

2.3.1 Measurement of Trade Liberalisation 

The concept of trade liberalisation, and some related terms such as trade openness and 

trade reform, may lead to confusion. Trade liberalisation can comprise tariff 

liberalisation, relative price neutrality, or the second-best liberalisation, tariff-quota 

substitution. The conception of trade liberalisation is ambiguous at both the conceptual 

and empirical levels (Greenaway, et al., 2002). Trade reforms are the reforms of trade 

policy towards trade liberalisation. Trade openness usually refers to the outcomes of 

trade reforms. Trade reforms are relevant to a process of trade policies, and trade 

openness is commonly the outcome of the process. Trade liberalisation and trade 

openness are closely related and imply both trade policies and outcomes. According to 

the World Bank (1987) and Thomas and Nash (1991), trade liberalisation means a 

neutral trade regime: zero rates of protection or no discrimination between importables 
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and exportables. In particular, trade liberalisation includes not only the reduction in 

average levels of protection and the average dispersion of rates of protection but also the 

changing form of protection from quantitative restrictions to tariffs. Note that the levy 

of an equal rate of protection on imports and exports can also result in the neutrality of a 

trade regime. Trade policy reforms do not necessarily induce trade liberalisation per se 

(Shafaeddin, 2005). Harrison (1996) points out that neutrality also means that incentives 

are neutral between saving a unit of foreign exchange via import and earning a unit of 

foreign exchange via export. More broadly, Berg and Krueger (2003) define the 

openness of an economy to be the degree to which a country and its foreign trade 

counterparts can transact without incurring the artificial costs of government 

interventions, delays or uncertainty which are not imposed on domestic transactions. 

These arguments suggest that trade liberalisation or trade openness reflects a country’s 

movement towards neutrality and indiscrimination of trade policy.   

 

The divergence in the concept of trade liberalisation has led to many attempts to 

measure openness and to the diversification of measures of openness. McCulloch, et al. 

(2001) outline two different approaches to measuring openness: in practice and in 

policy. The former emphasises the importance of trade in a country’s economic 

activities and the existence of actual price distortion, which governments cannot control. 

The latter stresses the existence and extent of policy measures designed to manipulate 

trade that government can control. Baldwin (1989) suggests that measures of openness 

can be based on outcome or incidence (Table 2.3). Outcome-based measures, 

comprising price-based measures or trade flow-based measures, evaluate the deviation 

of the observed outcome from the outcome without trade barriers. Incidence-based 

measures quantify the frequency of occurrence of various types of non-tariff barriers. 

Both incidence and outcome measures are flawed, however (Pritchett, 1996). 
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Table 2.3: Measurement of trade openness: A summary 

Author/institution 
Openness 

measure Method 
1. Outcome-based measures 
The IMF; The World Bank; Leamer 

(1988); Pritchett (1996); Frankel and 

Romer (1999); Spilimbergo, et al. 

(1999); Alesina, et al. (2003); Alcalá 

and Ciccone (2004); Squalli and 

Wilson (2011). 

Trade 
ratios 

M/GDP, X/GDP, (X+M)/GDP; 
where: X: Export; M: Import;  
GDP: Gross Domestic Products 

Leamer (1988); Maggi and Rodriguez-

Clare (1998); The OECD (2010). 
Import 
Penetration 
ratios 

Dividing imports of a given commodity 

by the total domestic supply of that 

commodity. Total domestic supply is 

defined as imports plus gross output of 

the domestic producers minus exports 

of that commodity. 
Alcalá and Ciccone (2004); Esqueda 

and Assefa (2011). 
Real 
openness 

Imports plus exports divided by 

purchasing power parity GDP. This is a 

constant price equivalent of the simple 

trade ratio measures, or the total trade 

as a percentage of GDP measured in 

constant prices. 
Leamer (1988); Frankel and Romer 

(1999); Edwards (1992); Dollar 

(1992); Hiscox and Kastner (2002). 

Adjusted 
 trade  
flows 

Deviations of actual trade flows from 

predicted free-trade flows (the 

counterfactual) to form measures of 

trade policy. Hecksher-Ohlin factor 

model and gravity model are based on 

this approach. 
Linnemann (1966); Aitken (1973);  

Frankel, et al. (1995);  
Guttmann and Richards (2006)  

Gravity 
 model 

Trade between two nations is an 

increasing function of the incomes of 

those nations and a decreasing function 

of the distance between them, although 

other variables, including whether the 

countries share a common border 

and/or a common language are often 

added to the model.  
Dollar (1992); Rogoff (1996); Edwards 

(1997). 
Price-based Seeking price distortions in either 

goods markets (through comparison 

across international prices) or foreign 

exchange markets (generally through 

the black market premium). 
2. Incidence-based measures 

The World Bank (1987); Anderson 

(2003); Love and Lattimore (2009). 

Tariffs Simple tariff averages, trade-weighted 

tariff averages, revenue from duties as a 

percentage of total trade (a shortcut 

method for estimating the import 

weighted average tariff), and the 

effective rate of protection (ERP). 

   

   

  Contd. 
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Table 2.3: Continued   

The World Bank (1987); Bhagwati 

(1989); Edwards (1992); Deardorff 

and Stern (1997); Staiger (2012); 

The UNCTAD (2013). 

Non-tariff 

barriers 
Content provisions, restrictions on 

services trade, trade-related investment 

measures, administrative classification, 

export subsidies. 

The World Bank (1987); Greenaway 

and Nam (1988); Leamer (1988); Alam 

(1991); Anderson and Neary (1994, 

2003); Sachs and Warner (1995); Nash 

and Andriamananjara (1999); 

Wacziarg (2001); Baldwin (2003). 

Composite 
indices 

Measures based on subjective 

evaluations of trade barriers, structural 

characteristics, and institutional 

arrangements. One of them is the 

World Bank's Outward Orientation 

Index. 
Source: Author’s synthesis. 

 

These two approaches to the measurement of openness both attempt to link the 

outcomes with policy elements of trade liberalisation. Although strongly insisting that 

trade is an important determinant of growth, the International Monetary Fund (2006a) 

admits that none of the measures of openness are altogether satisfactory in the studies of 

the tradegrowth nexus. The measurements of trade openness are commonly used to 

classify countries’ orientation and to analyse the relationship between, for instance, 

trade openness and economic growth. The data used for these aims are primarily cross-

country data and/or macroeconomic data. Almost none of these measures were 

developed for the purpose of relating trade openness to poverty, partly because poverty 

itself is a multidimensional concept that is not solely determined by trade liberalisation. 

 

2.3.2 Gains from Trade 

In Neoclassical economics, poverty can be explained by constraints on economic choice 

(Watts, 1968). At the macroeconomic level, neoclassical economics accounts for 

poverty through economic growth by the change in demand for labour and the trickle-

down effect (Aghion and Bolton, 1997). In the Neoclassical theory of international 

trade, trade liberalisation affects economic growth through the gains from exchange, 

resource allocation, and economies of scale. As trade barriers are lowered, consumers 

benefit from the gains from trade as a result of lower import prices. In addition, when 

trade barriers are lower, firms reallocate resources and specialise in sectors or industries 

that have comparative advantage. Finally, reduced trade protection encourages firms to 

expand production and output in order to obtain lower average total costs and to gain 

production efficiency. The gains from trade can be static in the short term or dynamic in 

the long term.  
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Feenstra (1995) identifies six channels through which trade policy affects welfare. First, 

trade protection causes a deadweight loss from distorting consumption and production 

decisions. Second, trade provides possible gains from improving terms of trade. 

However, the decline in terms of trade can offset the gains from trade, leading to 

immisering growth, making a country worse off (Bhagwati, 1958; Thirlwall, 2000). 

Third, trade creates a gain or loss due to changes in the scale of firms. Fourth, trade 

leads to a gain or loss from shifting profits between countries. Fifth, trade renders 

changes in wages that affect individuals directly. Sixth, trade gives a variety of products 

and satisfies people’s demand. Apart from the above channels, trade liberalisation also 

conditions entrepreneurial spirit to thrive, comparative advantages to be disclosed and 

taken advantage of, and resources to be efficiently allocated. It thereby reduces the 

economic costs of growth. In addition, access to cheap, better-quality imports at the 

right exchange rate increases the competitiveness of domestic production (Krueger, 

1998; Rodrik, 2002). 

 

Neoclassical economics provides the foundation for some orthodox arguments, such as 

that trade is good for growth, and growth is good for the poor; or that globalisation will 

make everyone better off in the long run;
8
 or that poor countries can benefit from 

globalisation since they have comparative advantage in labour-intensive products that 

need unskilled labourers, who are primarily the poor (Krueger, 1998; Berg and Krueger, 

2003; Dollar and Kraay, 2004; Perkins, et al., 2006). Some studies oppose the above 

arguments: They claim that the mainstream theories are unable to deal adequately with 

the real problems that globalisation is causing, in terms of its impacts on intellectual 

property, trade, global financial markets, natural resources, and the environment, or that 

the gains from trade are highly unequal, and the poor do not always benefit from 

globalisation (see, for instance, Harrison and McMillan, 2007; Stiglitz 2008). While 

supporting the role of international trade in spurring economic growth, neoclassical 

economics does not define the relationship between trade liberalisation or trade policy 

and economic growth (Pacheco-Lopez and Thirlwall, 2009). On the other hand, Brown 

and Srinivasan (2007) observe that the poor countries whose economies have transfers 

                                                 
8
 Goldberg and Pavcnik (2007) define globalisation as phenomena, including flows of goods and services 

across borders, reductions in policy and transport barriers to trade, international capital flows, 

multinational activities, foreign direct investment, outsourcing, increased exposure to exchange rate 

vitality, and immigration. Trade liberalisation is the most common component of globalisation.   
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are better off in the free trade world equilibrium than those without transfers. These 

observations suggest that the theory of trickle-down mechanism and the gains from 

trade should be justified to explain the impacts of trade liberalisation on economic 

growth and poverty. 

 

2.3.3 The WTO, Trade, and the Poor in Developing Countries 

Poor countries do not always have easy access to industrial countries’ markets, 

notwithstanding the large potential benefits of international trade. Industrial countries 

erect trade barriers that can be non-tariff barriers or tariff escalation, imposed mainly on 

agricultural products and even on manufacturing products, and that aim to protect their 

domestic producers by impeding exports from developing countries (World Bank, 

1990b; McCulloch, et al., 2001). Trade barriers cost developing countries and 

developed countries approximately 1.37 per cent and 0.37 per cent of their annual GDP, 

respectively. They cost, in some areas, the equivalent of up to 2 per cent of GDP 

(Patrick and Ralph, 2009). Exports from developing countries are primarily labour-

intensive, less value-added, belonging to some main industries such as food processing, 

textiles, and clothing, whose employment is one of the main income sources of the poor. 

Poor countries are believed to gain considerably from trade liberalisation in industrial 

economies. The poor in middle-income countries may receive most benefits, due to 

their higher capability to respond to the export market. How much the gains are depends 

on the degree of value-added of exporters’ products. The higher the value-added level of 

products, the higher the profits from exports of the products (World Bank, 1990b). 

There is evidence, however, that trade protection by industrial countries increases with 

the level of processing and, while the WTO rules exclude most formal trade barriers, 

many implicit trade barriers have tended to increase (Todaro and Smith, 2009). 

 

In addition, as predicted by PrebischSinger’s hypothesis of the declining terms of trade 

for primary products,
9
 developing countries that chiefly rely on primary exports will 

have difficulty with economic development and poverty reduction, unless they reform 

their trade system effectively. As a likely result of trade liberalisation, the poor in 

countries importing food probably suffer from higher prices of food staples. This may 

                                                 
9
 See Harvey, et al. (2010) for new evidence. 
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also be one of the predicted effects of the Doha Development Agenda (DDA) (Hertel 

and Winters, 2005). These viewpoints are also reflected in the trade pessimist 

arguments.
10

 The other side of the coin is that higher agricultural prices benefit 

agricultural exporters. Developing countries’ share of world agricultural GDP rose from 

54 per cent in 1980 to 65 per cent in 2004. They achieved much faster growth in 

agriculture (2.6 per cent a year) than industrial countries (0.9 per cent a year) (World 

Bank, 2007b). 

 

Recent world trade agreements have increasingly concentrated on the benefits to 

developing countries. Two agreements may have great potential benefits to developing 

countries and the poor. The Uruguay Round Agreement on agriculture in the 1990s was 

described as a significant achievement. Anderson and Morris (2000) consider this to be 

the first time that a comprehensive set of disciplines was imposed on the trade distortion 

measures, which have impinged upon agricultural products. Further achievements in 

agricultural trade in favour of the poor would not be easy to obtain in the Doha round 

(DDA). The DDA stressed three pillars of agricultural distortion: market access, export 

subsidy, and domestic support. If successful, the ongoing DDA is expected to provide 

developing countries with immense opportunities for penetrating markets of DCs, 

thereby helping them to reduce poverty. Conversely, the scenarios provided by Hertel 

and Winters (2005) and Anderson and Martin (2005) demonstrate that the DDA could 

reduce poverty by only a relatively small effect. Their conclusion is that how much the 

poor in developing countries will be able to take advantage of market opportunities 

provided by the DDA will depend on the complementary domestic reforms of these 

developing countries. The most recent on-going trade agreement is the Trans-Pacific 

Partnership (TPP), which aims to bring 12 countries in the Pacific region, including 

Vietnam, into the largest free-trade area in the world. Some skeptics, however, argue 

that the TPP would not benefit the poor, because its priority is to support international 

corporations in the regions, and the trickle-down effect is not always observable.   

 

                                                 
10

 See Todaro and Smith (2009, p. 635) for more details and discussion. 
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2.3.4 Trade Policy in Developing Countries 

The issues of trade policy and trade reforms in developing countries and transitional 

economies remain contentious. Developing countries typically have complicated and 

ambiguous trade policies. Although widely believed to damage economic development, 

trade restrictions are frequently in use in many countries, especially in developing 

countries (Rodrik, 2013). While McKinnon (1979) charges that the main reason why 

they are so common in practice is the poor performance of capital markets, Rodrik 

(2013) argues for the existence of the interest groups in the economy. In terms of the 

motivation for openness of the economy, some developing countries open up their 

economies after unsuccessfully experiencing the import substitution strategy. Some 

countries that have to transition to an open market economy from autarchies usually 

face an incomplete transition with dichotomous trade policies. Hence, trade policy 

reforms in developing countries virtually induce substantial adjustment costs, with 

which the poor are ill-equipped to deal (Nallari and Griffith, 2011). 

 

Conceptually, trade policy can be outward-oriented or inward-oriented. The outward-

oriented strategy, also referred to as an export promotion strategy, has no discrimination 

in favour of export promotion or against import substitution. The outward-oriented trade 

policies prefer tariffs to quantitative restrictions. For these trade policies, the exchange 

rate is maintained at a level that provides equal incentives to produce exports as well as 

import substitutes. The overall protection is generally low and the variance between the 

extreme rates of protection is narrow. The inward-oriented strategy, also referred to as 

an import substitution strategy, by contrast, is biased in favour of domestic production 

and against foreign trade. It favours quantitative restrictions over tariffs. Governments 

pursuing these policies often overvalue the exchange rate and regulate industrial 

incentives using a detailed and expensive bureaucracy. In reality, a country’s trade 

policies have the elements of both strategies (World Bank, 1987). 

 

The classification of a country as outward- or inward-oriented is rather intricate. Most 

developing countries tend to open their economies and pursue the outward-oriented 

strategy to various degrees. Before reforming, their trade policies usually have some 

common characteristics. First, their trade policies are complicated and dichotomous. 

They serve conflicting objectives, which governments are unable to control. Second, 
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trade policies in developing countries normally contain more non-tariff than tariff 

instruments. The non-tariff instruments, which are diverse and change unexpectedly, 

consist of import licenses, voluntary export restraints, exemptions, quotas, official 

reference prices, foreign exchange allocations, tariff quotas and protection-equivalent 

tariffs. These instruments lessen the transparency of a country’s structure of protection 

and the certainty of the import system. Non-tariff barriers are thus more difficult to 

administer and more subject to delay, inefficiency, and rent-seeking activities. As a 

consequence, the link between domestic and international prices is extremely uneven 

(Thomas and Nash, 1991; Todaro and Smith, 2009). Third, these policies are likely to 

harbour interest groups that may have power to manipulate policymaking for rent-

seeking activities. Fourth, tariff rates and their variances are generally high. Tariff 

reduction is thereby usually a key content of a trade reform package. Fifth, trade 

policies cover a long list of exemptions and prohibitions. Sixth, they are implemented 

with a cumbersome and expensive bureaucracy. Due to these common characteristics, 

not many developing countries pursuing the outward-oriented strategy develop 

successfully. 

 

Efficient trade policies in open economies allow developing countries to expand trade, 

and thereby to grow faster as well as to reduce poverty. Those countries that have 

unilaterally reduced their trade barriers have grown faster (Stoeckel, et al., 2007). 

Though the potential gains from trade are enormous, developing countries are not likely 

to take advantage of international trade due primarily to their ineffective trade policies. 

Harrison, et al. (2003a, 2003b) assert that trade policy reforms generally cause some 

households to win and some to lose. Trade policy reforms in developing countries are 

not always successful, and more often than not cause damage, especially to the poor. As 

the poor have too little power to prevent the transfers from being captured by other 

groups, McCulloch, et al. (2001) argue that specific interventions in international trade 

(e.g. export subsidies, anti-dumping duties, and local content requirements) would 

seldom benefit them. Institutionally, trade reforms are in fact institutional reforms 

(Rodrik, 2001, 2002). Institutions are the rules that shape the interaction between 

citizens, firms, and the state (World Bank, 2010a). Institutions in developing countries 

are usually not effective for facilitating the reform process or for reducing poverty. 

Theoretically, the impacts of trade policies on developing economies themselves are 
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difficult to observe. Research on the relationship between trade and poverty finds it 

difficult to trace a country’s economic development in general, and its poverty in 

particular, to trade policy reforms (Rodrik, 2010), primarily because of the thorny issue 

of measurement of both trade policy reforms and poverty.   

 

2.4 TRADE LIBERALISATION AND POVERTY: WINTERS’ FRAMEWORK  

 

The literature on trade and poverty acknowledges the difficulties in establishing the 

relationship between trade liberalisation and poverty, as noted previously. The main 

reason is that both trade policy and poverty are difficult to measure (Winters, et al., 

2004). Neoclassical theories and studies of the opennessgrowth relationship have little 

implications for poverty. The cross-country literature ignores welfare effects at the 

microeconomic level (Justino, et al., 2008). Many significant attempts have been made 

to link trade openness and/or trade policy with poverty. Some studies directly link trade 

openness to poverty. Ravallion (2006) regresses poverty on growth and casts doubt on 

the presumption that trade openness reduces poverty. At the microeconomic level, a 

common way is to establish trade-related variables that can affect households and 

poverty via some theoretical pathways.  

 

Several channels through which trade liberalisation affects households and poverty have 

been recognised in the literature on the tradepoverty nexus. Many studies have 

conducted theoretical and empirical surveys on these channels: for instance, Bannister 

and Thugge (2001), McCulloch, et al. (2001), Berg and Krueger (2003), Winters 

(2002), Winters, et al. (2004), Goldberg and Pavcnik (2004), Nissanke and Thorbecke 

(2007a), Harrison (2007), Bandara, et al. (2011), and Santos-Paulino (2012). As 

discussed earlier, the channels outlined by Winters are the most plausible for 

investigating this linkage. Trade liberalisation affects households and alleviates poverty 

via long-run economic growth, market distribution or prices of tradeable goods, 

employment, and governmental spending (Figure 2.2). This section undertakes a 

channel-by-channel examination of theory and empirical evidence on the relationship 

between trade liberalisation, economic growth, and poverty. 
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Figure 2.2: Trade liberalisation and poverty: The Winters transmission channels 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Adapted from Winters (2002). 
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supported by fruitful evidence. The mainstream of the literature on the relationship 

between trade and growth is the neoclassical growth model and its extensions. The 

empirical studies of the tradegrowth linkage appear to be mixed. For the pathway from 

growth to poverty, the relationship is based on the assumption of the trickle-down 

effect, which postulates that growth benefits the poor through benefiting the rich. In 

practice, the empirical studies of the growthpoverty relationship commonly estimate 

the response of poverty to growth directly. The discussion of the growth effect of trade 

liberalisation on poverty begins with the impact of trade on growth, then considers the 

impacts of growth on poverty. 

2.4.1.1 Tradegrowth causality 

Many attempts have been made to relate trade openness to economic growth. 

Trade can explain growth through three strands of theory: the neoclassical growth 

model, the endogenous or new growth models and the institutional approach. In 

Solow’s extended classical growth model
11

 (Solow, 1956), growth can be explained by 

capital accumulation, growth of labor force and technical change. The starting point for 

the model is the aggregate production function that demonstrates the dependence of 

output (Y) on capital accumulation (K), labour (L) and technological state (T) of the 

economy: 

𝑌 = 𝑌(𝐾, 𝐿, 𝑇) (2.1) 

The growth form of the model is expressed as follows:  

𝑔𝑌 = (𝑠𝐾 × 𝑔𝐾) + (𝑠𝐿 × 𝑔𝐿) + 𝑔𝑇 (2.2) 

The growth rate of output (gY) in (2.2) is the sum of the growth rate of the capital input 

multiplied by its share (sk) in total output, the labour input multiplied by its share (sL) in 

total output, and technological progress (gT).
12

 While the Solow framework provides a 

standard method for accounting growth, it is limited to explaining long-run growth and 

the difference in growth pattern between countries. The model is based on the 

assumptions of constant returns to scale, a positive but diminished marginal product of 

factors, and static technology. Rate of return on investment diminishes and eventually 

becomes zero. Capital accumulation can maintain a higher average level of output, but 

is unable to sustain output growth in the long run. The model predicts that each 

                                                 
11

 The Solow’s model is an extension of the Harrod-Domar model, developed by Harrod (1939). 
12

 See Mankiw, et al. (1992) and Sachs and Larrain (1993, p. 554) for more discussion of the Solow 

model. 
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economy will reach a steady state, poor countries will grow faster than rich 

counterparts, and income and growth will converge amongst economies. Evidence of 

such convergence appears to be inconclusive (Barro and Sala-i-Martin, 1990; Fukuda 

and Toya, 1995; Holmes, 2005).
13

 In this framework, technology is assumed to be 

exogenously determined and is defined as the residual (Solow’s residual), the difference 

between the growth of output and growth of factor inputs: 

𝑔𝑇 = 𝑔𝑌 − (𝑠𝐾 × 𝑔𝐾 + 𝑠𝐿 × 𝑔𝐿) (2.3) 

The growth of Solow residual, gT, is a part of growth that cannot be explained by capital 

or labour. This is a factor that captures all of the changes in technology as well as other 

production factors raising productivity. Trade is widely believed to be one of the few 

variables in an economy that could provide a powerful explanation for the change in 

total productivity. This might be one of the main reasons why many studies attempt to 

explain growth by trade openness. 

 

Most of the empirical studies on the opennessgrowth relationship are based on cross-

country data and pooled regression analyses. Notable studies in this field are Balassa 

(1978), Krueger (1978a), Tyler (1981), Ram (1985, 1987), Sachs and Warner (1995), 

Frankel and Romer (1999), Hallaert (2006), Foster (2008), and Singh (2011). These 

studies use various measures of openness. Many reach the similar conclusion:  

Openness to trade is one of the most crucial factors in explaining the growth of GDP or 

GDP per capita (see a summary in Table 2.5). Although trade is arguably the main 

driver of economic growth and development, studies of the opennessgrowth linkage 

for Vietnam appear not to be fruitful. They largely follow the Solow accounting growth 

model or the Social Accounting Matrix (SAM) to estimate the contribution of factors to 

GDP, in which trade factor has yet to be in focus. Dollar (2004), applying the results of 

the two similar studies (e.g. Dollar and Kraay, 2002, 2004) to the changes in policies in 

Vietnam, reveals that trade liberalisation is estimated to account for an increase of 0.1 

percentage point in the growth rate.  

 

These attempts to link trade to growth, however, have been subject to criticisms. 

Harrison and Hanson (1999), Rodriguez and Rodrik (2001), Berg and Krueger (2003), 

                                                 
13

 For more discussion about the economic convergence of DCs, see Dowrick and Nguyen (1989).  
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Winters, et al. (2004), Foster (2008), and Singh (2010) point out several drawbacks 

undermining the cross-country studies. Firstly, considerable attempts have been made to 

measure openness or trade policy, but none is perfect. Secondly, some influential 

studies have data problems. Thirdly, the causality of the relationship has, to a large 

extent, not yet been adequately established. Openness appears to be endogenous and 

depends on growth. Fourthly, trade policy is often highly correlated with other policies 

in the reform package (Singh, 2010). Some studies argue that scrutinised case studies of 

policy regimes of individual countries can provide more compelling evidence. 

Nevertheless, these critical shortcomings appear not to ruin the positive belief in trade 

liberalisation (Krueger, 1997; Srinivasan and Bhagwati, 2001). 

 

In contrast to the neoclassical growth model, the new growth theories endogenise the 

technological progress. The foundation of the endogenous growth models is the 

accumulation of knowledge, combined with the extension of the conventional 

production function. Strikingly, the capital concept is extended to cover human capital: 

Broadly, technological knowledge that generates a positive externality. By virtue of 

that, return on capital can be increased under the impacts of savings and investment. It 

is thus not necessary for the economy to reach the steady state, and the convergence of 

income is unlikely to occur. The new growth theories provide a more powerful 

explanation of different growth patterns in developing countries. Technological 

knowledge is arguably accumulated through the process of the spillover effect, learning-

by-doing, and research and development (R&D), which are called dynamic economies 

of scale (Grossman and Helpman, 1991; Hansson, 1993). 

 

With respect to the role of trade, Grossman and Helpman (1991) point out that the 

accumulation of knowledge capital depends on the cumulative volume of trade. Trade 

policy reforms cope with four dynamic distortions. First, they streamline the link 

between foreign businessmen and markets, thereby creating benefits of spillover for the 

local economy. Second, trade policy reforms enhance incentives for local R&D to create 

the positive externality. Third, lowering the tariff as a result of trade liberalisation 

alleviates the static consumption distortion resulting from trade protection. Fourth, trade 

policy reforms reduce the static distortion arising from the non-competitive pricing of 

intermediate goods. For these reasons, Grossman and Helpman conclude that trade 
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reforms will raise welfare of the economy. Furthermore, trade policies for trade 

expansion promote contacts between local and foreign residents, and thus accelerate the 

rate of knowledge accumulation and growth, and vice versa. Trade reforms are seen to 

play a more critical role in the new growth theories, compared with the classical growth 

model, because trade in the latter is associated with technology and greater investment 

(Perkins, et al., 2006; Mankiw, 2012), especially investment in human capital and 

technology that helps to sustain long-run growth. Several attempts have investigated the 

Grossman and Helpman hypotheses (see, for example, Young, 1991; Ederington and 

Minier, 2008; Anwar and Nguyen, 2011). Young (1991) uses an endogenous growth 

model to examine the dynamic effects of international trade, and finds that under free 

trade, developing countries experience rates of technical progress and GDP growth less 

than or equal to those under closed economies, and that free trade may improve the 

welfare of consumers in developing countries. More recently, Anwar and Nguyen 

(2011) demonstrate that, through horizontal and forward linkages, the presence of 

foreign firms in Vietnam significantly impacts the decision of domestic firms to export, 

as well as their export share. 

 

Apart from the neoclassical growth model and the new growth models, institutional 

theories provide an indispensable supplement to the growth models. Berg and Krueger 

(2003) contend that, in the presence of other distortions, free trade might not be good 

for growth. Institutions, according to North, are the humanly devised constraints that 

shape political, economic, and social interaction. They include informal constraints 

(sanctions, taboos, customs, traditions, and code of conduct), and formal rules such as 

constitutions, laws, and property rights (North, 1989, 1991). In the institutional 

perspective, the market economy performs well only under effective institutions. The 

degree to which trade influences growth depends on the effectiveness of institutions. A 

reasonable structure and strong institutions in an economy can be helpful in minimising 

transaction costs due to asymmetric information, managing copyright, and abolishing 

barriers to new entries (North, 1981). As presented earlier, institutions are considered to 

be the main determinant of differences in prosperity across countries (Acemoglu and 

Robinson, 2008), and their impact on poverty is pervasive (Deolalikar, et al., 2002).  
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For an open market economy, trade policy reforms are not enough. It is necessary to 

establish institutions to facilitate markets, such as copyright protection, law systems, 

and institutions for macroeconomic stabilisation, social security, and conflict settlement 

(Rodrik, 2002): in short, institutional innovations (Perkins, et al., 2006). Sachs and 

Warner (1995) posit that the inherited structure of the economy will determine the very 

short-term growth of a trade reform. The reason is that the rules and principles of 

market guide the economy to allocate resources, but its structure and institutions ensure 

that market mechanisms perform well to achieve efficient resource allocation. 

Consequently, the institutional framework in a country is regarded as the key 

underpinning for the tradegrowth nexus. In summary, endogenous growth models 

suggest several channels through which trade openness spurs growth, including 

embodied technology, availability of inputs, associated technical assistance and 

learning, and reduction of networking costs (McCulloch, et al., 2001). Wacziarg (2001) 

identifies six theoretical channels that link trade policy with economic growth, grouped 

into three broad categories: government policy (macroeconomic policies, the size of 

government), allocation and distribution (price distortion, factor accumulation), and 

technological transmissions (technology transmission, foreign direct investment). These 

channels are seen to be covered in the above approaches. Harrison and Tang (2004) 

firmly conclude that, notwithstanding the debate over the tradegrowth relationship, 

trade protection is harmful to growth, and trade openness itself is not sufficient for 

growth. Given high trade-induced growth, the poor in developing countries are unlikely 

to benefit from trade; worse, growth may widen the gap between the rich and the poor. 

2.4.1.2 Growthpoverty causality  

Economic growth is widely believed to play the central role in poverty reduction 

in the long run. As countries become wealthier, not only does the incidence of income 

poverty decline, but other well-being indices, such as education and health, tend to be 

improved as well on average (World Bank, 2001b). Winters, et al. (2004) argue that 

economic growth raises incomes and creates the trickle-down effects. The question 

arises whether growth benefits the poor. Bhagwati and Srinivasan (2002) consider that 

the effect of growth on poverty depends on the labour market. If the growing areas 

accompany an inelastic supply of labour, growth will provide more jobs and reduce 

poverty. Growth will not affect poverty if the poor are not in the growing areas. In most 
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cases, growth benefits the poor in the same way growth benefits the others in society. 

Average income within each quintile is usually found to increase if GDP grows faster 

than population (Berg and Krueger, 2003; Perkins, et al., 2006). Note that in the case of 

immiserising growth, the poor’s average income declines regardless of high growth in 

the economy (Bhagwati, 1958; Thirlwall, 2000; Perkins, et al., 2006). The World Bank 

(2001b) observes that, if economic growth boosts the income share of the poorest, the 

poor’s income will grow faster than the average income, and vice versa. Many studies 

also support the viewpoint that economic growth is associated with poverty reduction 

(Roemer and Gugerty, 1997; Dollar and Kraay, 2002, 2004; Goldberg and Pavcnik, 

2004; Perkins, et al., 2006). Generally, while many studies support the positive 

correlation between trade-induced growth and poverty, some doubt the presumption that 

greater trade openness reduces poverty (e.g. Ravallion, 2006; Pacheco-Lopez and 

Thirlwall, 2009). 

 

Compared to the growthpoverty nexus, the relationship between growth and inequality 

is somewhat different. Although a vast literature argues for some relationship between 

inequality and growth, a comprehensive evaluation of the empirical literature suggests 

that empirical evidence on this link is inconclusive (Bruno, et al., 1998; Banerjee and 

Duflo, 2003; Bourguignon, 2004; Ravallion, 2001, 2007; World Bank, 2001b, 2006b, 

2012a), and questions whether growth reduces inequality depending on the 

characteristics of economic growth (World Bank, 2001b; Berg and Krueger, 2003; 

Todaro and Smith, 2009). The early strands of thinking assert that high inequality is 

good for growth: as the rich gain more and invest more, the poor benefit from the 

trickle-down effect of economic growth. Empirical views later point out that lower 

inequality can increase efficiency and economic growth through a variety of channels. 

This point of view is critical, according to McCulloch, et al. (2001). 

 

More recently, Berg and Ostry (2011) find that longer periods of growth are associated 

with more equality in income distribution. Berg, et al. (2012) further provide evidence 

that growth duration is positively related to the degree of equality of income 

distribution, democratic institutions, export orientation, and macroeconomic stability. 

Kang and Imai (2012) reveal that the effect of economic growth on poverty in Vietnam 

is estimated to be higher if inequality remains unchanged. Balakrishnan, et al. (2013) 
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find that, although poverty rates have fallen through the Asian region, increasing 

inequality has been dampening the impact of growth on poverty reduction. One of the 

findings by Ostry, et al. (2014) is that lower net inequality is associated with faster and 

more durable growth, for a given level of redistribution. Olinto, et al. (2014) also 

indicate that, as poverty declines, policies for reducing poverty are more important than 

policies for promoting economic growth. The World Bank (2001b), and also Perkins, et 

al. (2006), posit that the characteristics of inequality determine the effect of growth on 

poverty, in the sense that high initial inequality or distributional changes undermine the 

impact of growth and are also harmful to the poor through lowered overall economic 

growth. Particularly noteworthy is the finding by Piketty (2014) that the trickle-down 

effect may not occur, as the rise in inequality at the top 1 per cent of the wealthiest in 

society, which is likely to be harmful to growth and poverty. All in all, though high 

economic growth is considered to benefit the poor in the long run with a higher level of 

average income and the trickle-down effect, it does not ensure equality in income 

distribution and opportunities. In general, not only does inequality weaken demand and 

growth, but it also leads to several social consequences, such as reduced life expectancy, 

poor mental health, slow progress in education, and high levels of crime. 

 

Similar to the growthinequality relationship, the link between trade liberalisation and 

inequality is far from confirmed. In neoclassical theory, the effect of trade on income 

distribution within a country is based on the effect of international trade on relative 

factor prices and income in that country. International trade causes the real income of 

labour to rise and the real income of owners of capital to fall in a country with cheap 

labour and expensive capital, which is typical of developing countries (Salvatore, 1998). 

Trade openness in this theory leads to redistribution in favour of the poor within a poor 

country. In the world as a whole, Milanovic (2010) and Mankiw (2012) consider that 

geographical difference, which is trade-relevant, plays a vital role in explaining  income 

differences in the world. The United Nations (2005) maintains that, as trade openness 

provides the poor with many opportunities, it helps to increase income mobility, which 

decreases income inequality in the long run. Conversely, Myrdal (1956) claims that 

international trade generates unequal returns to factors of production.
14

 Todaro and 
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 See Kapstein (1999, p. 98) and Puntigliano (2011). 
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Smith (2009) add that, with the development of multinational corporations, most 

benefits from trade may accrue to foreign residents. The World Bank (1990b) also 

observes that middle-income groups in a country may benefit more from trade policy 

reforms.  

 

The conclusions of the opennessinequality link appear to be mixed in the empirical 

literature on trade and inequality (Anderson, 2005). Dollar and Kraay (2004) point out 

that no systematic correlation between changes in inequality and changes in trade 

volumes has been confirmed. For Vietnam, Gallup (2004) demonstrates that wage 

inequality fell slightly as a whole in the 1990s, but rose in HCMC and Hanoi over the 

same period.
15

 In this decade, Vietnam also obtained remarkable achievements, as a 

result of its economy transitioning into an open market economy, embarked on in the 

late 1980s. Phan and Coxhead (2010) also find a robust inequality-reducing impact of 

migration for the migration flows into provinces in Vietnam where most trade-oriented 

industrial investments are located.  

 

In the empirical literature on the growthpoverty relationship, some studies attempt to 

link growth with poverty directly, by estimating the growth elasticity of poverty to 

measure the response of poverty to growth. The World Bank conceptualises growth 

elasticity of poverty as the degree of effective transmission of benefits from economic 

growth into poverty reduction, and defines the total growth elasticity of poverty as the 

percentage change in poverty with respect to a one-percentage change in per capita 

GDP, mean income, or expenditure per capita. 

𝜀 = (−
𝜕𝑃

𝜕𝑌
) × (

𝑌

𝑃
) 

(2.4) 

where P is any of the FGT poverty measures, and Y is per capita GDP, or income, or 

expenditure. This elasticity indicator should be interpreted with caution, because the 

total growth elasticity of poverty does not take into consideration many different 

factors, such as the initial level of GDP per capita, the growth rate, characteristics of 

income distribution, and data issues (World Bank, 2005). Pernia (2003) contends that a 

change in growth-induced poverty can be divided into a pure growth effect and an 

inequality effect, and growth elasticity of poverty comprises both these effects. 

                                                 
15

 See Glewwe, et al. (2004) for more discussion. 
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The growth elasticity of poverty lays the foundation for studies of pro-poor growth. 

This concept is broadly defined as growth that leads to significant reductions in poverty 

or that benefits the poor (United Nations, 2000; OECD, 2001; World Bank, 2005; Son, 

2007b). Pernia (2003) posits that pro-poor growth obviously originates from the concept 

of the trickle-down effect, where economic growth benefits the rich first, and the poor 

subsequently benefit from economic growth indirectly via the spending of the rich. 

Thus, pro-poor growth is a type of growth that drives the poor to be actively involved in 

economic activities and to benefit from the rise in overall income relatively more, 

compared to the non-poor. A key to its definition is to take income distribution into 

account.  

 

The World Bank differentiates between two strands of the definition of pro-poor 

growth, which are also known as the KakwaniRavallion debate. The Kakwani 

approach takes into consideration both the magnitude of growth and the proportion of 

growth benefits being distributed to the poor and the non-poor. In this approach, growth 

is pro-poor if the poor benefit proportionally more than the non-poor, so that there is a 

reduction in inequality (Kakwani and Pernia, 2000; White and Anderson, 2001; 

Kakwani, et al., 2004, Kakwani and Son, 2008). The Ravallion approach highlights the 

rate of poverty reduction as a result of the acceleration of the rate of income growth 

(Ravallion and Datt, 2002). In this approach, any growth in mean income that reduces 

poverty is termed pro-poor growth, regardless of how much benefit the poor receive 

from growth, compared with the non-poor. This definition of pro-poor growth is 

consistent with the first goal of the MDGs, which targeted reducing by half the 

proportion of people in the world living on less than US$1 a day between 1990 and 

2015 (World Bank, 2005; United Nations, 2010). Nevertheless, this approach has been 

criticised by a number of scholars, who argue that the simple reduction of poverty is an 

insufficient condition for growth to be pro-poor (Grinspun, 2009; Osmani, 2009). 

Although there is as yet no consensus regarding the definition and measurement of 

growth elasticity of poverty and pro-poor growth (Son, 2007a, 2007b), there is little 

dispute that economic growth is one of the main determinants of poverty reduction.   

 

Growth and poverty are the two important indicators of the development of a nation. 

Many studies have measured the growth elasticity of poverty and provided different 
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results (Table 2.4). Studies in the late 1990s provide somewhat high estimates, while the 

estimates from the late 2000s are relatively lower. The studies by Ravallion (2001) and 

Ravallion and Chen (1997) provide relatively high estimates, from 2.5 to 3.12. Many 

of the studies estimate the elasticity of around 2: The World Bank (2001b) and the 

UNDP (2003) acknowledge that the elasticity of 2 is a typical estimate. However, Ram 

(2006, 2011) contends that many influential studies report their estimates that are 

inflated, and suggest that a more realistic and useful number is around 1. Similarly, 

Kalwij and Verschoor (2007) find that the income elasticity of poverty in the mid-1990s 

was 1.31 on average, and it ranged from 0.71 for Sub-Saharan Africa to 2.27 for the 

Middle East and North Africa.  

 

Table 2.4: Some selected studies and estimates of growth elasticity of poverty 

Study 
Growth elasticity 

of poverty Sample coverage and period 
Ravallion and Chen (1997) -3.12 Cross countries, 19811994 
Bruno, et al. (1998) -2.12 Cross countries, 1980s 
McCulloch and Baulch (2000) -2.00 India  
Ravallion (2001) -2.50 Cross countries, 1990s 
World Bank (2001b) -2.00 Cross countries 
Collier and Dollar (2001) -2.00 Cross countries 
Collier and Dollar (2002) -2.00 Cross countries 
Bourguignon (2003) -1.65 to -7.87 Cross countries 
UNDP (2003) -2.00 Cross countries 
Adams (2004) -1.73 to -5.02 Cross countries 
World Bank (2005) -1.7 14 countries, 1990s 
Ram (2006) -1.00 Cross countries 
Kalwij and Verschoor (2007) -1.31 The mid-1990s 
Lenagala and Ram (2010) -1.42

1/ Cross countries, 19812005 
Ram (2011) -0.84 Cross countries, the 1990s and 2000s 
Tahir, et al. (2014) -1.9 Pakistan, 19802012 
Note: 1/ The growth elasticity of poverty is for the period 19992005, based on the US$1.25 poverty line. 

Source: Adapted from Ram (2006, 2011)  

 

Despite the difference in results, the studies share the view that growth is negatively 

correlated with poverty. This means that, holding other things constant, growth helps to 

reduce poverty. The concept of pro-poor growth should be placed in a broader context: 

that growth is pro-poor only if it is supported by other factors. GRIPS Development 

Forum (2003) suggests three critically important channels to sustain growth and poverty 

reduction: direct channel, market channel, and policy channel. The direct channel 

impacts the poor directly through the programmes for basic health, sanitation, 



53 

 

education, and rural roads. In the market channel, growth helps the poor through 

economic linkages, such as inter-sector/region labour migration, increased demand, and 

re-investment. The policy channel guides the development process toward improving 

equality, through subsidies, fiscal transfer, and proper design of trade policy. In that 

context, the estimate of growth elasticity and the evaluation of whether a country’s 

growth is pro-poor or not is very useful for setting the economic development strategy, 

since poverty reduction is one of the leading development targets, especially in 

developing countries. 

 

2.4.2 Market Distribution Channel 

Trade liberalisation also affects households and poverty through altering the prices of 

tradeable goods and market distribution. Prices greatly affect some measures of poverty 

and the poverty line (Deaton, 2008). Price changes and/or the characteristics of market 

distribution greatly matter to the poor. One of the most important conditions for the 

outward-oriented strategy in an economy to be successful is to maintain macroeconomic 

stability, which is indirectly beneficial for the poor (Bhagwati and Srinivasan, 2002). In 

this linkage, trade policy can cause price distortion, resulting from trade monopoly, 

market distributional channels, transaction costs, and other institutional costs. The poor 

are unlikely to benefit from trade liberalisation due primarily to the ineffectiveness of 

price transmission to households as a consequence of inadequate trade policies. Many 

studies provide evidence for the impacts of prices and market distribution on welfare 

and income distribution (e.g. Deaton, 1989; Minot and Goletti, 1998; Porto, 2004; 

Winters, et al., 2004; Seshan, 2005; Isik-Dikmelik, 2006; Justino, et al., 2008; Nicita, 

2009; Marchand, 2012). 

 

Deaton (1989), studying the case of Thailand, concludes that higher prices for rice are 

likely to benefit rural households at all levels of living. Ravallion (1990) investigates 

the dynamics of wage formation in Bangladesh and suggests that the rural rich are likely 

to gain while the rural poor lose from a rise in the relative price of food staples. Minot 

and Goletti (1998) use the multimarket spatial-equilibrium model to stimulate the effect 

of export liberalisation on paddy and rice prices and find that the liberalisation in rice 

exports raises food prices, consequently increasing average real income and reducing 

the incidence of poverty in Vietnam in the 1990s. Using the decomposition technique 
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and the framework for the net benefit ratio (NBR) by Deaton (1997), Isik-Dikmelik 

(2006) finds that growth in Vietnam is pro-poor on the whole, and the poorer and net 

buyer households benefit more from growth than other groups do. Also in the case of 

Vietnam, Seshan (2005) uses a multi-output production function to examine the 

tradepoverty relationship, indicating that trade liberalisation explains about half the 

reduction in the incidence of poverty. 

 

In the case of Ethiopia, Dercon (2006) uses price changes as the proxy for trade reforms 

and discloses that the main factors driving consumption changes are relative price 

changes. In Latin America, Porto (2006b) estimates the impacts of trade on prices of the 

tradeable and non-tradeable, and on wages. The study finds that the average poor and 

middle-income families in Argentina benefit from trade agreements. Porto (2004) also 

studies the impacts of export procedures on poverty in Moldova and predicts that 

halving informal export barriers would reduce poverty from 48.3 per cent to between 

43.3 and 45.5 per cent. Additionally, examining responses to trade reforms from 

Mexican households, Porto (2006a) reveals that the evaluation of prices or trade reforms 

is sensitive to the inclusion of the responses of consumption and income. Also in 

Mexico, Prina (2007) indicates that trade liberalisation increases the level of earning of 

poor farmers relative to that of large farmers in the central region of Mexico, which has 

good land quality and low transportation costs to the border, compared with other 

regions. Nicita (2009) discloses that households residing near the border with the United 

States of America benefit more from the effects of tariff liberalisation than those living 

in southernmost states. In the case of India, Marchand (2012) uses nonparametric local 

linear regressions, finding that Indian households experience gains as a result of trade 

liberalisation, and that the average price effect is generally pro-poor, varying 

significantly across the per capita expenditure scope. Although the effect of price and/or 

market distribution is one of the most visible impacts of trade liberalisation on poverty, 

studies of the tradepoverty link apparently ignore the effect of the market distribution 

system. In fact, market distribution in developing countries is discernibly the main 

cause of ineffective price transmission. 
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2.4.3 Employment Channel 

Creating or detracting jobs is also one of the most visible effects of trade liberalisation. 

Krueger (1978a) posits that the aim to create more jobs will be strongly consistent with 

the change in trade strategies towards a greater export orientation. In addition to the 

effect on the creation of employment, trade policy also impacts wage inequality by 

changing the relative demand for skilled workers (Goldberg and Pavcnik, 2007). On the 

whole, trade liberalisation is largely positive for employment and wages, one of the 

main sources of income for the poor (Krueger, et al., 1981; Krueger, 1982, 1983; World 

Bank, 1990b; Niimi, et al., 2007; Justino, et al., 2008). If properly developed, trade 

expansion can establish backward and forward linkages which sustain employment and 

growth in the long run, because of their effects on raising labour demand and lowering 

industrial output costs in primary export countries (Todaro and Smith, 2009). For 

developed countries, the OECD reports that more open markets can make positive 

contributions to income, employment, and productivity growth. Openness to trade also 

can reduce unemployment in crisis economies in the short run (OECD, 2011). In 

contrast, Ghose (2000) analyses the changing pattern of trade and shows that the 

employment and labour market effects of trade liberalisation fall in industrialised 

economies, but rise in developing countries, and that growth of trade has a significantly 

positive effect on manufacturing employment and wages. 

 

Topalova (2010) measures the impacts of trade liberalisation in India and reveals that 

these are most pronounced in the areas with the lowest level of geographical mobility of 

labour, the inflexible labour laws, and the lowest level of income distribution. Also in 

the case of India, Das (2008) indicates that trade liberalisation has a positive impact on 

labour market indicators, whether it be employment, real wage, or labour productivity in 

the labour-intensive sectors, such as cotton textile, textile products, leather, and leather 

products. Taking Brazil as a case study, Pavcnik, et al. (2004) suggest that industrial 

affiliation is an important component of labor earnings. Adding to this, Ferreira, et al. 

(2007) find that trade liberalisation seems to contribute significantly towards reducing 

wage inequality in Brazil. Also in Latin America, Feliciano (2001) reveals that 

industries with greater reductions in trade protection levels have a larger share of low-

skilled workers, and that reductions in tariffs in Mexico between 1986 and 1990 had no 

statistically significant effect on relative wages or relative employment. This study also 
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suggests that trade reforms increase wage inequality. In Europe, Christev, et al. (2005), 

using industrial panel data in the Ukraine, observe that trade openness did affect job 

movements in the Ukraine over the period 1993 to 2000, and that, while trade with the 

Commonwealth of Independent States (CIS) reduced job destruction, trade with the 

European Union (EU) increased excess reallocation mainly through job creation. 

Although trade liberalisation has a positive impact on employment and wages, 

especially in developing countries, its effects on wage inequality appear to be mixed. 

 

2.4.4 Government Revenue Channel 

Trade liberalisation also affects welfare and poverty through changes in government 

revenue and public spending. Public expenditure might be curtailed as a result of trade 

policy reforms. The investigation of these impacts has two strands: the effect of trade 

liberalisation on government revenue and the effect of the decreasing tariff revenue on 

the poor (Winters, et al., 2004). The International Monetary Fund (2005) documents 

that trade tax revenue typically account for between one-quarter and one-third of the 

total tax revenue in low- and middle-income countries. Over the last 20 years, trade 

liberalisation has been associated with a marked decline in trade tax revenue relative to 

GDP, in both developing and developed countries. Some studies, nonetheless, suggest 

that trade liberalisation does not necessarily lead to a reduction in revenue from trade 

taxes. McCulloch, et al. (2001) argue that in certain conditions, trade liberalisation 

which results in reorganising tariffs, reducing tariff rates, and converting non-tariff 

barriers into tariffs tends to increase revenue. The proportion of trade taxes in the total 

government revenue apparently falls as the country is thriving. Heo and Nguyen (2009) 

also provide evidence supporting this argument. They argue that the increase in export 

earnings in Vietnam has an indirect benefit that is channelled into poverty-reducing 

activities. Adding to this, Combes and Saadi-Sedik (2006) provide evidence that, while 

natural openness worsens budget balances, trade policy-induced openness improves 

these in developing countries.  

     

Another concern is whether countries have compensated for the reductions in trade tax 

revenue by using domestic taxation. Using a panel of 117 countries over 32 years, 

Baunsgaard and Keen (2010) find that, for low income countries with a loss of trade tax 

revenue due to trade liberalisation, the recovery from the loss is not sustained and 
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complete. They further pinpoint that many developing countries face an intense need for 

sustainable finance for poverty alleviation and development, which leads them to resort 

to other sources of finance, such as corporate tax revenue. They conclude that middle-

income countries have succeeded in offsetting reductions in trade tax revenues by 

increasing their domestic tax revenues, whilst many low-income countries have not. The 

International Monetary Fund (2005) adds that some poorer countries tend to be unable 

or unwilling to recover lost trade tax revenue through strengthening domestic taxation. 

The second strand is whether trade liberalisation leads to pruning government budget 

areas that can affect public spending, especially poverty reduction programmes. 

According to Winters, et al. (2004), no direct evidence on the link between trade 

liberalisation and reductions in social expenditure has been found. In reality, for the 

reason of social stability, governments are considered to give top priority to poverty 

reduction programmes. 
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Table 2.5: Selected studies of the tradegrowthpoverty nexus: A summary 

Author (year) Main variables Methodology Main findings/conclusions 

 

I. Economic growth channel 

I.1 Tradegrowth causality 

Little, et al. 

(1970) 

 

 

 

 

 

 

 

 

 

Effects of Trade policies 

on economic growth. 

 A sample of 7 developing countries: 

Argentina, Brazil, India, Mexico, 

Pakistan, the Philippines and Taiwan. 

 No formal models and tests have been 

made. 

 Growth generated through import substitution is intrinsically limited. 

 Manufacturing employment in high tariff countries has risen far less 

than manufactured output. 

 Agriculture is discouraged and so is its employment. 

 Import substitution has worsened the distribution of income within 

developing countries by creating a privileged but small class of 

industrialists and modern industrial workers. 

 By raising the domestic price of manufactured goods, protection also 

increases artificially the share of manufacturing in a domestic price-

weighted measure of total output. This is a cause of the 

‘immiserising growth’.  

Michaely (1977) 

 

 

 

Mean annual growth of 

per capita GNP and 

mean annual increase in 

the share of exports in 

GNP. 

 Pooled data for 41 developing 

countries (19501973). 

 Simple correlation is used. 

 The Spearman rank correlation coefficient between two variables is 

0.38. 

 Exports help only when countries achieve some minimum level of 

development. 

Krueger (1978b) GNP growth and Export 

growth. 

 Pooled data for 10 countries 

(19541971). 

 Simple log-linear regression is used. 

 An increase in the export’s rate of growth of 1 per cent will increase 

the GNP’s rate of growth by just over 0.1 per cent. 

Balassa (1978) Export growth and GNP 

growth.  

 Pooled data for 11 countries 

(19601973). 

 Using both correlation and regression. 

 Considerable positive effects of export growth on economic growth.  

Tyler (1981) 

 

 

 

Export growth and GDP 

growth. 

 Pooled data for 55 middle-income 

developing countries (19601977). 

 Both correlation and regression 

analysis are employed. 

 A one per cent increase in the rate of growth of total exports is 

associated with an increase of 0.057 per cent in GDP growth. 

 Additional empirical evidence demonstrates a strong cross-country 

association between export performance and GNP growth. 
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Ram (1985) 

 

 

 

 

 

 

Real GDP growth and 

export growth. 

 Pooled data for 73 developing 

countries (19601977). 

 Assumptions: (1) Output is a linear 

function of labor, capital and 

technological change; and (2) 

technological change is a linear 

function of export. 

 Linear regression is used. 

 Export variable (X) has large and statistically significant coefficients. 

Sachs and Warner 

(1995) 

 

 

 

 

 

 

 

 

 

Growth and openness.  The study sets 5 criteria to determine 

whether a country’s trade policy is 

closed or open.  

 It establishes 3 criteria to classify 

political conditions of countries.  

 It uses 3 criteria to define a severe 

macroeconomic crisis. 

 It employs pooled data for 111 

countries, divided into many 

subgroups. 

 Several linear regressions are 

estimated for specific tests. 

 Strong reformers seem to outperform weak reformers.  

 Open economies grow, on average, by 2.45 per cent more than the 

closed economies. 

 Strong evidence of unconditional convergence for open countries; no 

evidence of unconditional convergence for closed countries. 

 Closed countries systematically grow more slowly than do open 

countries. 

 Poor trade policies seem to affect growth directly, controlling for 

other factors, and impact the rate of accumulation of physical capital. 

 Open economies tend to adjust more rapidly from being primary 

intensive to manufacturing-intensive exporters. 

 Economic growth is indeed higher after trade liberalisation. 

Frankel and 

Romer (1999) 

Per capita income and 

trade volumes. 

 Cross-country regressions of the log-

level of per capita income on trade 

volumes. 

 A one per cent increase in share of trade in GDP leads to an increase 

of 2.04 per cent in labour productivity.  

Singh (2002) Real export, real import 

and real income. 
 Indian data 19511996 

 It uses both the Engle-Granger two-

step and the Johansen maximum-

likelihood systems estimator. 

 It supports the presence of a short-run dynamic relationship with 

unidirectional Granger causality flowing from imports to exports and 

from exports to income. 

Singh (2003) Exports and output per 

capita and the total factor 

productivity.  

 It uses ten industries in the 

manufacturing sector in India. 

 It uses an extended version of the 

model developed by Mankiw, et al. 

(1992). 

 Evidence for the effects of exports on the level of output per capita 

and TFP in the manufacturing sector. 

 No evidence for export-induced convergence among the 

manufacturing industries. 
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Foster (2008) Trade liberalisation and 

growth. 

 A sample of 75 liberalising countries. 

 It uses quantile regression model. 

 Countries with lowest rates of growth benefit most from 

liberalisation in the long run. 

 Countries are most likely to suffer from short-run negative effects of 

trade liberalisation. 

Singh (2011) Effects of trade (export 

and import), and 

investment on output. 

 The country study is Australia 

 The study tests the null hypothesis of 

the Granger non-causality between 

trade and economic growth. 

 It provides consistent evidence of the positive and significant long-

run effects of exports and investment on output. 

 Effects of imports are largely negative.  

 Evidence supporting the positive and significant long-run effects 

overwhelming the evidence providing a mixed and weak support for 

the effects of trade and investment on output. 

 

I.2 Growthpovertyinequality causality 

Roemer and 

Gugerty (1997) 

Economic growth and 

poverty 

 A sample of 26 developing countries. 

 Elasticity approach is employed. 

 Annual GDP growth of 10 per cent is associated with the income 

growth of 10 per cent for the poorest 40 per cent of the population. 

 Annual GDP growth of 10 per cent is associated with the income 

growth of 9.21 per cent for the poorest 20 per cent. 

 Stabilisation of the economy is crucial to the reduction in poverty.  

Dollar and Kraay 

(2002) 

 

Growth and poverty.  Impact of growth-enhancing policies 

on the income of the bottom 20 per 

cent of the income distribution, after 

controlling for their impact on mean 

income, in a panel covering 80 

countries and four decades. 

 Definition of the poor as those in the 

bottom 20 per cent of the income 

distribution. 

 A one-to-one relationship between the growth rate of income of the 

poorest and the growth rate of per capita income. 

 Share of income that accrues to the poorest fifth of society is not 

systematically associated with the growth rate and average incomes.  

 

Dollar and Kraay 

(2004) 

Average annual growth 

and average annual 

change in trade volumes. 

 Decade-over-decade changes in the 

volume of trade are used as an 

imperfect proxy for changes in trade 

policy. 

 Pooled data of 100 developed and 

developing countries. 

 Analysis of within country variations. 

 A 100-percentage increase in trade share would have the cumulative 

effect of raising incomes by 25 per cent over a decade. 

 A strong positive correlation between changes in trade and changes 

in growth. 

 Strong relationship between growth of average incomes and growth 

of incomes of the poorest. 

 No significant (systematic) correlation between changes in inequality 

and changes in trade volumes. 

   Contd. 
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Dollar (2004)  

 

 

Reform, growth and 

poverty in Vietnam. 

 A simulation using Vietnam’s data 

based on the results of author’s cross-

country studies. 

 It uses descriptive analysis. 

 Trade liberalisation is estimated to account for an increase in the 

growth rate of 1.3 percentage points. 

 Total effect of a reform package increases the growth rate by 7.2 

percentage points. 

 Reforms in Vietnam have led to a dramatic increase in income of the 

poor. 

 There is a tendency for the initial high growth rate in a low-income 

country to slow down as it develops. 

Kalwij and 

Verschoor (2007) 

Income growth, 

distribution and poverty. 

 Study uses panel data of 58 

developing countries for the period 

19801998. 

 It employs the elasticity approach. 

 Income elasticity of poverty in the mid-1990s is 1.31 on average, 

and ranges from 0.71 for Sub-Saharan of Africa to 2.27 for the 

Middle East and North Africa. 

 Gini elasticity is 0.80 on average, and ranges from 0.01 in South 

Asia to 1.73 in Latin America. 

Kakwani and Son 

(2008)  

Growth and poverty  It proposes the poverty equivalent 

growth rate (PEGR). 

 It tests it on the National Household 

Survey (PNAD) in Brazil 

(19952005) 

 Magnitude of PEGR determines the pattern of growth: Whether 

growth is pro-poor in relative or absolute sense or is “poverty 

reducing” pro-poor. 

 

Berg and Ostry 

(2011), Berg, et 

al. (2012) 

Economic growth and 

inequality 

 Cross-country data are used. 

 These studies use structural breaks in 

economic growth to define growth 

spell periods of high growth beginning 

with an up-break and ending with a 

down-break. 

 African and Latin American countries apparently have shorter 

growth spells than those of other countries. 

 Longer growth spells are robustly associated with more equality in 

income distribution. 

 Growth duration is positively related to the degree of equality of 

income distribution, democratic institutions, export orientation, and 

macroeconomic stability. 

Ram (2011) Economic growth and 

poverty. 

 It is the cross-country study for 

developing countries over the 1990s 

and the 2000s. 

 It examines the growth elasticity of 

poverty.  

 Global estimate of the growth elasticity of poverty is 0.84. 

 Growth elasticity of poverty for the South Asia region and India are 

estimated to be 0.22 and 0.13, respectively.  
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Kang and Imai 

(2012) 

Growth, poverty, and 

inequality. 

 It uses data from the Vietnam 

Household Living Standards Surveys 

(VHLSSs) from 2002 to 2006. 

 Elasticity approach, regression and 

decomposition technique are utilised.  

 Disparity in standards of living is increasing.  

 Effect of economic growth on poverty is estimated to be higher if 

inequality remains unchanged. 

 

I.3 Tradepovertyinequality causality 

Gallup (2004) Wage inequality.  Data from the Vietnam Living 

Standards Surveys (VLSSs). 

 Descriptive analysis and the OLS 

regression model of the determinants 

of wages. 

 Wage inequality falls slightly in Vietnam as a whole in the time of 

rapid reforms towards trade liberalisation (the 1990s), but rises in 

Hanoi and Ho Chi Minh City over the same period. 

 Income from agriculture helps to reduce overall income inequality. 

Ravallion (2006) Poverty and trade 

openness. 

 Both micro and macro empirical 

approaches, using cross-country data, 

household-level data, and case studies 

of China and Morocco. 

 Study doubts some stylised facts from both sides of the globalisation 

debate. 

 Micro approach indicates considerable heterogeneity in the welfare 

impacts of trade reforms. 

 It identifies a number of individual gains. 

 Results suggest the importance of combining trade reforms with 

other well-designed social protection policies.  

Shahbaz Akmal, 

et al. (2007)  

Trade openness and 

poverty headcount ratio. 

 The country studied is Pakistan. 

 It applies the Johansen co-integration 

techniques and error correction 

method. 

 The findings suggest that trade liberalisation has a cumulative effect 

on poverty reduction in the long-run but not in the short-run. 

 Low poverty is associated with low taxation and high foreign direct 

investment, not with trade openness.  

Phan and Coxhead 

(2010) 

Inter-provincial 

migration and inequality. 

 It uses the 1989 and 1999 Population 

and Housing Censuses data in 

Vietnam. 

 It employs the gravity equation. 

 It suggests the existence of poverty-related labour mobility at the 

provincial level. 

 It finds a robust inequality impact of migration for migration flows 

into the provinces in Vietnam where most of trade-oriented industrial 

investments are located. 

Haughton and 

Phong (2010) 

 

 

 

Urban/rural gap and 

location-specific 

characteristic. 

 Study uses the VLSS data of Vietnam. 

 It employs the multilevel model. 

 It applies the method of small area 

estimates at commune levels.   

 Ha Noi, HCMC and Ba Ria Vung Tau display the highest location-

specific random contributions to the urban-rural gap.  
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Le (2014) Rural poverty, trade 

liberalisation, and 

institutional reforms.  

 It combines VHLSS data of 2006 and 

2010 with the Vietnam Provincial 

Competitiveness Index (PCI), a proxy 

for institutional reforms. 

 It employs OLS regression model. 

 Welfare of rural households improved. Institutional reforms in 

Vietnam appeared to be sluggish in the late 2000s in the provinces 

with high institutional reforms and trade openness. 

 Both access to land and lower informal charges were the important 

determinants of welfare improvement over time. 

 

II. Market channel 

Minot and Goletti 

(1998) 

 

Welfare impact of price 

changes on different 

household groups in 

Vietnam. 

 Multimarket spatial-equilibrium 

model is used to stimulate the effect of 

export liberalisation on paddy and rice 

price in seven regions of country. 

 It applies a framework by Deaton 

(1997): Net Benefit Ratio (NBR) = 

Production Ratio (PR)  Consumption 

Ratio (CR). 

 Combined data are used. 

 One third of Vietnamese households have net sales of rice. 

 Higher rice prices associated with export liberalisation exacerbate 

the inequality among regions and within urban and rural areas.  

 As average income of the poor rises, the incidence of poverty 

declines slightly. 

 Eliminating rice export quota would increase prices and hurt many 

Vietnamese households.  

 The poor gain more than the non-poor. 

Glewwe, et al. 

(2000) 

 

 

 

 

 

Determinants of poverty 

in Vietnam in the 1990s. 

 Both descriptive and regression 

analysis are employed using a panel 

data of more than 4300 households 

drawn from the VLSSs. 

 Dummy variables are largely used. 

 Multinomial logit model is used to 

examine characteristics enabling 

households to escape poverty. 

 Education, location formal (white-collar) occupation, and 

productivity of rice are the factors that mostly affect a household’s 

probability of escaping poverty during the 1990s.  

Minot (2000) Analysis of poverty in 

Vietnam.  

 Disaggregated poverty maps for 

Vietnam are generated. 

 VLSS data and agricultural census 

data (AC) are used. 

 Rural poverty in Vietnam is strongly associated with the distance 

from cities and the coast. 

Minot (2003) 

 

 

 

 

 

Income diversification 

and poverty reduction in 

Vietnam. 

 Descriptive analysis using the panel 

data drawn from the VLSSs. 

 Decomposition of sources of income. 

 Rural incomes and non-farm incomes have increased substantially 

over the observed period. 

 Crop diversification has made a non-negligible contribution to rising 

living standards in the North Uplands. 

 Crop income growth among the poor households is largely based on 

yield increases. 
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Niimi, et al. 

(2004) 

 

 

 

 

 

 

 

Poverty and rice market 

liberalisation in 

Vietnam. 

 Multinomial logit model is used with 

a panel data of 4302 households 

drawn from the 19921993 VLSS. 

 Probability of a household staying or 

escaping poverty is analysed in 

relation to trade liberalisation.  

 Some trade-related variables are 

employed: fertiliser, ratio of 

household members working in 

leading export industries.  

 Two-stage least square (2SLS) 

regression and instrumental variables 

(IVs) are used.  

 Positive effects of trade-related variables: production of rice and 

coffee and the proportion of workers initially holding jobs in export 

industries. 

 One standard deviation increase in rice output raises the probability 

of escaping poverty by 50 per cent. 

 Rice sector contributed significantly to poverty reduction over the 

1990s. 

 Reforms have significant effects on the prices of rice and fertilisers 

and on the rice quantity produced, used and sold. 

Haughton and Le 

(2005) 

 

Determinants of 

consumption at two 

different points in time. 

 Directed Acyclic Graphs are applied. 

 Multivariate Adaptive Regression 

Splines (MARS) is employed. 

 Education, household composition, and community infrastructure are 

strongly associated with consumption changes.  

Seshan (2005) 

 

 

Trade liberalisation, 

through price changes 

and household welfare in 

Vietnam. 

 A multi-output production function is 

used. 

 Household panel data drawn from the 

VLSSs are used. 

 Marginal revenue product or shadow 

wage of family labor is generated. 

 IVs are used. 

 Trade liberalisation explains about half the reduction in poverty 

incidence among farm households and does not enlarge the income 

gap. 

 Rural poor benefit from trade liberalisation at the expense of their 

urban counterparts. 

Minot and Baulch 

(2005) 

Geographic (spatial) 

distribution of poverty. 

 Small area estimation method is 

applied. 

 A household survey data and 

population and housing census data 

(PHC) are employed. 

 Incidence of poverty in Vietnam is highest in the Northern Uplands 

and lowest in cities and the South-East. 

 Density of poverty is highest where the incidence of poverty is 

lowest, or most poor people live in less poor areas. 
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Isik-Dikmelik 

(2006) 

Trade reforms and 

welfare in Vietnam. 

 Study uses VLSS data. 

 It examines the market effect of trade 

reforms on welfare in Vietnam. 

 It uses the concept of net benefit ratio 

(NBR) by Deaton (1997) to define net 

seller and buyers. 

 It uses a model of the microeconomic 

determinants of household welfare 

using fixed effects model. 

 It also employs the decomposition 

technique. 

 Growth is pro-poor. 

 Poorer households benefit more from growth than rich households. 

 Net buyer households benefit more from growth than their net seller 

counterparts. 

 Direct effects of trade liberalisation are more significant than the 

indirect effects on rural welfare.  

Niimi, et al. 

(2007) 

 

 

 

 

Poverty and trade 

liberalisation in 

Vietnam. 

 Winters’ conceptual framework is 

applied. 

 Multinomial logit model is used with 

a panel data of 4302 households 

drawn from the VLSSs. 

 Probability of a household staying or 

escaping poverty is analysed in 

relation to trade liberalisation.  

 Production of rice and coffee is strongly significant in explaining the 

escape from poverty. 

 An increase of 11 per cent in the chance of escaping poverty is 

resulted from a one standard deviation increase in the proportion of 

export workers. 

 Trade reforms in the 1990s helped to reduce poverty. 

Dercon (2006) Economic reform, 

growth, and poverty. 

 Study uses a panel data set from 

Ethiopia (19891995). 

 It uses income equation and 

decomposition of growth in incomes. 

 Relative price changes are the main factor driving consumption 

changes. 

 The poor with relatively good land and location are better off than 

those with poorer endowments. 

Nguyen, et al. 

(2007) 

 

 

 

 

 

 

Inequality in welfare, 

measured by real per 

capita household 

consumption expenditure 

(RPCE) between urban 

and rural areas in 

Vietnam.  

 Quantile regression decomposition is 

used. 

 Urban-rural log of real per capita 

expenditure (RPCE) gap across the 

distribution is decomposed into two 

components: covariate effects and 

return effects. 

 It uses VLSS data. 

 Both effects are larger at the top of the log RPCE than at the bottom. 

 Return effects increase dramatically between 1993 and 1998, 

especially for education. 

 Difference between the urban and rural household characteristics 

makes the poor worse off.  

Justino, et al. 

(2008) 

 

Welfare, price and 

employment. 

 Study uses the VLSS data. 

 Multinomial logit model is used. 

 Trade liberalisation has a material and positive effect on rural 

household welfare. 

 Labour market is the main channel for the effects of trade 

liberalisation on poverty. 

   Contd. 
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Figuié and 

Moustier (2009) 

Supermarkets and poor 

consumers.  

 Study is based on surveys of food 

purchasing practices conducted in 

Hanoi, Vietnam from 2004 to 2006. 

 It is based on descriptive analysis 

 Poor consumers rely on a diversified network of formal and informal 

outlets to ensure food access, credit opportunities, and low prices. 

 They buy little from supermarkets. 

 

 

III. Employment/enterprise channel 

Krueger, et al. 

(1981), 

Krueger (1982), 

Krueger (1983) 

 

 

Trade policy and 

employment 

 The case studies of developing 

countries, including Argentina, Brazil, 

Chile, Colombia, Hong Kong, India, 

Indonesia, Ivory Coast, Kenya, 

Pakistan, South Korea, Taiwan, 

Thailand, Tunisia, Uruguay. 

 Shifting to an outward-oriented trade strategy leads to resource 

allocation and employment that bring gains from trade.  

 Manufacturing exports in developing countries are more labour-

intensive and less skill intensive than import substitutes. 

 Eradication of distortions in factor market will contribute to the more 

rapid growth of export. Trade liberalisation will consequently foster 

employment and income distribution. 

Ghose (2000) Trade liberalisation and 

manufacturing 

employment. 

 Study uses data on manufacturing 

sectors in 13 developing countries. 

 It descriptively analyses the 

manufacturing sector in 13 countries 

in relation to industrial countries. 

 Growth of trade is seemingly associated with declining wage 

inequality in the manufacturing sector in the United States, but 

unchanging wage inequality in Japan. 

 Expansion of trade is associated with growing wage inequality in 

several developing countries. 

 Trade does not have any necessary adverse effect on the employment 

of skilled workers. 

Feliciano (2001) Workers and trade 

liberalisation. 

 Study uses micro-level data in Mexico 

from 1986 to 1990. 

 It uses a two-stage estimation 

framework, based on wage model. 

 Industries with greater reductions in protection levels have a larger 

share of low-skilled workers. 

 Decline in import license coverage appears to reduce relative wages 

of workers in reformed industries by 2 per cent. 

 Reductions in tariffs have no statistically significant effects on 

relative wages or relative employment.  

Pavcnik, et al. 

(2004) 

Trade liberalisation and 

industry wage structure. 

 Country study is Brazil, using the 

labor market data from the Brazilian 

monthly employment survey (PME) 

for 19871998. 

 It uses a two-stage estimation 

framework, based on wage model. 

 Industry affiliation is an important component of worker earnings. 

 Trade liberalisation does not increase wage inequality between 

skilled and unskilled workers.  
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Christev, et al. 

(2005) 

Trade liberalisation and 

employment. 

 Study employs disaggregated panel 

data on manufacturing industries and 

customs data on trade flows in 

Ukraine over the period 19932000. 

 It uses GMM analysis. 

 Three-digit sector job flows are largely driven by idiosyncratic 

factors within industries. 

 Trade openness indeed affects job flows in Ukrainian manufacturing.  

 Trade with CIS decreases job destruction, trade with the EU 

increases excess reallocation mainly through job creation.  

Nguyen, et al. 

(2005) 

Trade liberalisation and 

labour market 

 It uses a CGE model.  There are differences in the impacts of trade liberalisation across the 

segmented labour markets. 

Ferreira, et al. 

(2007) 

Trade liberalisation, 

employment flows and 

wage inequality.  

 Study uses nationally representative, 

economy-wide data in Brazil during 

19881995. 

 It uses a two-stage estimation 

framework, based wage model. 

 Trade liberalisation appears to significantly contribute to the 

reduction in wage inequality. 

 Effects of trade liberalisation come from trade-induced changes in 

employment levels across sectors, industries and formality categories 

(formal, informal, self-employed, employer).   

Das (2008) Trade liberalisation, 

employment, labour 

productivity, and real 

wages.  

 Study uses a panel data set of selected 

industries in India over four phases of 

trade liberalisation: 19801985, 

19861990, 19911995, and 

19962000. 

 Trade liberalisation is quantified by 

customs tariff and non-tariff measures. 

 It uses descriptive analysis   

 Tariff reductions help to increase employment growth, while non-

tariff barriers decrease employment growth. 

 In labour-intensive sectors, such as cotton textile, textile products, 

leather, and leather products, trade liberalisation has a positive 

impact on the indicators of labour market, whether it be employment, 

real wage, or labour productivity. 

Topalova (2010) Labour mobility, 

geography, trade 

liberalisation and 

poverty. 

 Country of study is India in 1991. 

 It uses difference-in-difference 

approach. 

 Rural areas with concentrated production sectors more exposed to 

trade liberalisation have the slower reduction in poverty and slower 

growth in consumption. 

 Impacts of trade liberalisation are most pronounced in the areas with 

the lowest level of geographical mobility of labour, inflexible labour 

laws, and at the bottom of the income distribution.   

 

IV. Government revenue channel 

Baunsgaard and 

Keen (2005) 

Trade tax revenue and 

trade liberalisation. 

 It is a cross-country study, based on a 

panel data for 111 countries over 25 

years. 

 It uses combined methods: fixed 

effects and random effects models, 

and GMM. 

 For high income countries, the recovery is complete. 

 For middle-income countries, there are strong signs that from 45 to 

60 cents of additional domestic tax are compensated for each US 

Dollar of lost trade tax revenue.  

 Revenue recovery is both weak and incomplete in low income 

countries, with the compensation less than 30 cents.  
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Anderson (1996) Trade reform and 

government budget. 

 Study develops a general framework 

for the analysis of trade reform when 

the government cuts public good 

supply or alternative tax increases. 

  It combines Marginal Cost of Funds 

(MFC) of trade taxes with CGE 

models. 

 It uses data from Korea in 1963. 

 Study doubts the desirability of trade reform for convex competitive 

economies with active government budget constraints. 

 Cuts in tariffs matched by the rise in revenue neutral indirect taxes 

would lower Korean welfare. 

Zafar (2005) Trade liberalisation and 

revenue and fiscal 

impact. 

 The case study of Niger. 

 It uses a static, partial equilibrium 

SMART model, developed by the 

UNCTAD and the World Bank to 

conduct simulations for Niger.  

 It predicts some welfare gains for consumers and importer from 

lower import tariffs and the possibility of trade creation. 

 It foresees that further trade liberalisation in Niger will have 

significant fiscal costs. 

Combes and 

Saadi-Sedik 

(2006) 

Trade openness and 

budget deficits. 

 It is a cross-country study, based on 

66 developing countries during 

19741998. 

 It uses GMM-system estimator. 

 Trade openness increases a country’s exposure to external shocks. 

 Trade openness affects budget balances through several other 

channels: corruption, income inequality. 

 Natural openness worsens budget balances whereas trade policy 

induced openness improves them. 

Heo and Nguyen 

(2009) 

 

 

 

 

Trade liberalisation and 

poverty reduction.  

 It employs economic data from 

Vietnam. 

 It uses descriptive analysis for the 

tradepoverty relationship through 

four channels: economic growth, 

enterprise, market, and government 

spending. 

 Growth elasticity of poverty has relatively increased over time. 

 Incomes of the poor increase as a result of an increase in real wage 

growth. 

 Households producing commodities for exports, such as coffee and 

rice, have a substantially better chance of lifting themselves out of 

poverty.  

 There is an increase in government revenue from export earnings. 

Baunsgaard and 

Keen (2010) 

 

Trade tax revenue and 

trade liberalisation. 

 It is a cross-country study, based on a 

panel data for 117 countries over 32 

years. 

 It uses combined methods: fixed 

effects model, 2SLS, and GMM. 

 For high income countries, there is evidence of full compensation. 

 For middle-income countries, there is robust evidence that, from 35 

to 50 cents (in the short-run) or dollar-for-dollar (in the long-run) of 

additional domestic tax is compensated for each US Dollar of trade 

tax revenue lost.  

 Revenue recovery is both weak and incomplete in low income 

countries. 
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Bilal, et al. (2012) Trade liberalisation and 

fiscal adjustment. 

 The case of Economic Partnership 

Agreements (EPAs) in Africa. 

 It uses combined methods. 

 It ranks countries according to their expected impacts from the 

EPAs. 

 It identifies the groups of countries with high, modest, and low 

estimated fiscal impact. 

 It recognises a general tendency to overestimate the direct fiscal 

losses resulted from the EPAs.  

Source: Author’s synthesis. 
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Other similar frameworks to Winters’ outline are also worth noting. According to 

Nissanke and Thorbecke (2006, 2008), trade liberalisation affects poverty through 

growth and inequality, and the mechanism through which globalisation affects poverty 

is the opennessgrowthinequalitypoverty pathway, where the interaction between 

openness-induced growth and inequality affects poverty. This framework, however, 

highlights globalisation, rather than trade liberalisation, which may complicate 

empirical work. Adding to the literature discussed above are some other thoughts of the 

tradepoverty relationship that are worth considering. Practically, trade liberalisation 

benefits the poor by providing them with cheap food. In so doing, trade policy reforms 

should remove all distortions of food prices and somehow increase rice productivity in a 

country (Nash and Mitchell, 2005). In addition, sustaining agricultural production helps 

the country to contain inflation and to secure food staples for people. 

 

Although Winters’ framework is plausible for examining the tradepoverty relationship, 

evidence provided by studies covered in this framework is almost indirect. Virtually no 

direct evidence on the relationship between trade liberalisation and poverty has been 

found, as acknowledged by Winters, et al. (2004) and Goldberg and Pavcnik (2004). 

McCulloch et al., (2001) contend that the direct effects on poverty for many dimensions 

of trade liberalisation are negligible, since they are in fact difficult to verify. Amongst 

the four channels, the effects of price and employment stand out as relatively direct and 

verifiable, and draw the attention of many studies. Since rural households mostly 

engage in agricultural production, the practical way to link trade liberalisation with 

poverty at the micro level is to establish a set of trade-related variables drawn from 

household characteristics relevant to agricultural production and market, employment, 

location and subsequently to examine their impacts on household welfare and poverty. 

Litchfield, et al. (2003) also add that the primary difficulty facing their research on the 

tradepoverty linkage is how to isolate the effects of trade liberalisation from the effects 

of other policies and factors. Their study thereby relies on the outcomes, observed 

prices and quantities. For these reasons, this study confines its attention to the pathways 

generalised in Winters’ framework to investigate the relationship for Vietnam. 
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2.5 A REVIEW OF THE LITERATURE ON THE TRADEPOVERTY 

LINKAGE IN VIETNAM 

 

The remarkable development of the Vietnamese transitional economy in the 1990s has 

drawn much research attention to analysing the effects of trade liberalisation on growth 

and poverty. As Vietnam was engaged in the Vietnam War before 1975, the studies of 

the development of the economy and trade liberalisation have really been fruitful since 

the 1980s, when the centrally planned system was mired in its severe recession since the 

war. The shift from the old economic system into an open market economy in the late 

1980s helped Vietnam to obtain dramatic economic achievements in the 1990s. The 

studies of trade liberalisation effect on poverty can be divided into three groups. The 

first group consists of studies using descriptive and/or documenting analysis. They 

provide useful information on the process of trade liberalisation and poverty, and on a 

comparison of economic development between periods. The second group investigates 

the partial impacts of trade liberalisation on poverty, such as the impacts of growth, 

market, employment, or combination. The third group covers studies using CGE models 

to analyse the economy-wide effects of trade policy. The CGE studies are not the focus 

of this study, as they are based on the simulation analysis of scenarios, and not used for 

evaluating outcomes. The study also reviews the CGE method in the chapter on 

research methods. 

 

For the first group, several studies provide a review of the effects of trade liberalisation 

on poverty in Vietnam. According to the World Bank (2011a), Vietnam is a clear story 

of success amongst the transitional economies, and trade liberalisation has a significant 

impact on the economy. Vietnam is also amongst the countries that have a strong link 

between overall economic growth and the speed of poverty reduction (World Bank, 

2005). The United Nations Environment Programme (2005) finds that the trade reform 

process, including trade liberalisation, has led to significant changes in rice production 

and exports, which affected the reduction of poverty. Heo and Nguyen (2009) provide 

evidence for the relationship between trade liberalisation and poverty reduction through 

economic growth, market, enterprise, and government revenue. In the summary of the 

results of three multi-country research projects financed by the United Kingdom 

Department for International Development’s Globalisation and Poverty’s Research 
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Programme, Thoburn (2004) draws some important conclusions on the process of 

globalisation and poverty in Vietnam. Firstly, the poor in Vietnam benefit from 

globalisation less than other higher income groups, which is likely to increase 

inequality. Secondly, economic reforms result in growing rice production, and the poor 

have better chances of escaping poverty as a consequence of higher rice prices. Thirdly, 

however, the poor gain almost nothing from employment in the high wage and most 

competitive field of the industry, due to labour shedding during the restructuring of the 

economy. The International Monetary Fund (2004) also adds that the transformation of 

the economic and ownership structure in the state sector has led to labour redundancy.  

 

For the second group, most of the studies of the partial effects of trade liberalisation can 

be covered in the Winters framework. These studies primarily examine the effects of 

market and employment on households and poverty, as these are the most visible and 

direct in Winters’ channels. Dollar (2004) uses the parameter estimates from a cross-

country panel growth regression estimated by Dollar and Kraay (2002) to apply them to 

the changes in policies in Vietnam between the late 1980s and the late 1990s. The study 

finds that trade liberalisation is estimated to explain an increase of 0.1 percentage point 

in growth rate; 1.9 percentage point in disinflation; 1.0 percentage points in financial 

deepening; and 1.6 percentage point in property rights reform. These results are, 

however, much similar to simulations. 

 

Regarding the effects of price and market distribution, Figuié and Moustier (2009) show 

that poor consumers principally rely on a diversified network of formal and informal 

outlets to satisfy their demand for food, and purchase very little from supermarkets. 

Moreover, Minot (1998) and Ghosh and Whalley (2004) contend that price controls on 

rice production act as a revenue-raising device, by fixing producer prices and paving the 

way for state marketing agencies to sell output at higher prices. They argue that such 

controls dampen costly domestic adjustments in the face of the volatility of world 

prices. Furthermore, the findings from Oxfam GB and Oxfam HK (2001) suggest that 

rice market deregulation has mixed effects on small farmers who are net sellers and on 

poor rural workers who buy rice on an annual basis. With respect to institutional 

reforms, which are closely related to trade reforms, Steer and Sen (2010) suggest that 

although formal institutions are developing in Vietnam, informal institutions still play 
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an important role as the mechanisms of risk management even once the economy 

becomes mature.     

 

Many studies explore the effects of employment on poverty. Seshan (2005) examines 

the effects of trade liberalisation on poverty and income distribution in the rice sector 

and fertiliser market between 1993 and 1998. The study indicates that trade reform 

accounted for about half of the reduction in poverty amongst farm households. Niimi, et 

al. (2007), using a multinomial logit model to evaluate the impact of trade liberalisation 

on poverty dynamics, conclude that trade liberalisation reduced poverty considerably 

over the period 19931998. Glewwe, et al. (2002) and Justino, et al. (2008) employ a 

model of micro-determinants of growth to investigate the impacts of price and 

employment on household welfare. These studies use household panel data from 

Vietnam over the period 19931998 and reveal that Vietnam gained the striking 

reduction in poverty during the 1990s, and trade liberalisation positively affected 

poverty via the labour market channel. Coello, et al. (2010), utilising a household panel 

data set followed in 2002, 2004, and 2006, disclose that working in an export sector had 

a positive impact on poverty. 

 

In summary, the studies of the relationship between trade liberalisation and poverty for 

Vietnam appear to support the positive impacts of trade liberalisation on poverty, 

especially in the 1990s. For the most part, they depict a partial picture and use obsolete 

data. No study provides the relatively adequate evaluation of the link between trade 

liberalisation and poverty. As suggested by the literature review, the impacts of trade 

liberalisation are multidimensional; therefore, to be able to paint a more comprehensive 

picture of the tradepoverty nexus in Vietnam, the judgment of the effects of trade 

liberalisation on poverty should at least be based on all the channels pinpointed by the 

Winters framework.  

 

2.6 KEY GAPS IN THE LITERATURE ON THE TRADEPOVERTY NEXUS 

 

As reviewed, several stylised facts of the relationship between trade, growth, and 

poverty are established in the literature. One of them is that trade promotes economic 
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growth, and economic growth benefits the poor. The impacts of trade liberalisation on 

poverty are far from clear-cut, however. Several gaps in the literature on the 

tradepoverty linkage remain unexplored. Firstly, both poverty and trade liberalisation 

impacts are multidimensional concepts. The measures of poverty and trade openness 

remain challenged and controversial. Secondly, most empirical studies of the 

relationship are claimed to be indirect. The review of the literature has shown that only 

few studies provide direct and compelling evidence on the link between trade and 

poverty. Thirdly, trade liberalisation comprises both policy and outcomes. Studies in 

this vein are commonly based on the outcome-based approach. Some of them attempt to 

measure trade policy, to evaluate just its impacts on growth, not poverty, but are subject 

to several limitations. Fourthly, trade liberalisation covers both international trade and 

internal (or domestic) trade. Nonetheless, little attention has been paid to the impacts of 

domestic trade on poverty. The poor probably benefit more from local trade 

development than from exports, which mainly depend on the world market. These two 

areas of trade are in fact closely related. Fifthly, the studies of the relationship appear to 

ignore the impacts of trade liberalisation on urban poverty. Urban poverty is 

increasingly important in developing countries, because it tends to increase as a 

consequence of rural-to-urban migration. To some extent, urban poverty affects rural 

poverty, in the sense that urban unemployment influences rural unemployment. Sixthly, 

the studies following the outcome-based methods tend to ignore the institutional effects 

of trade liberalisation, which are very case-specific and important to understand the 

differences in the effects of trade liberalisation on poverty amongst developing 

countries. Seventhly, these studies appear to focus on one or two channels through 

which trade liberalisation affects poverty. The investigation of many facets of trade 

liberalisation effect on poverty would provide a more rigorous evaluation of the linkage.      

 

The literature on the tradepoverty nexus remains contentious in several respects. 

Studies of the effects of trade liberalisation that are based on cross-country analysis 

and/or CGE models are discernibly subject to some critical shortcomings. Apart from 

the likely problems with methodology, they apparently overlook a country’s 

characteristics of trade policy and institutions. The focus of research on the relationship 

appears to have recently shifted to the case- or country-specific approach. By and large, 
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the judgement about the impacts of trade liberalisation on poverty for a country should 

be comprehensive, as merely focusing on one or two aspects/pathways may be flawed.  

             

2.7 CONCLUSIONS 

 

This chapter has reviewed both the theoretical and empirical literature on the 

relationship between trade liberalisation and poverty. The analysis has been conducted 

following three strands: poverty, trade liberalisation, and the tradepoverty nexus. 

Poverty has been recognised as a multidimensional concept that transcends the spectrum 

of material deprivation. The new approach to addressing poverty focuses on three 

fundamental facets: opportunity, empowerment, and security. This approach also 

emphasises the role of institutions in poverty alleviation. Trade liberalisation is seen as 

one of the most effective ways of providing the poor with opportunity, empowerment, 

and security. Trade policy reforms are therefore the sine qua non for the reduction of 

poverty. Trade policy reforms in LDCs are, however, generally inadequate and 

inconsistent. Consequently, the poor on average benefit little from trade liberalisation in 

developing country.  

 

Winters provides a plausible framework for examining the tradepoverty linkage. This 

framework covers both the main effects of trade liberalisation on poverty and the main 

stakeholders of a market economy. The argument that trade promotes growth and 

export-driven growth benefits people in the economy as a whole, including the poor, is 

still valid, in defiance of the criticisms over the thorny issues of methodology for the 

examination of the relationship, such as measurements of trade openness and trade 

policy and problematic data. Some of the crucial gaps in the literature on this 

relationship have provided the motivation for this study: Little attention in the studies 

for Vietnam has been paid to the role of domestic trade in poverty reduction, urban 

poverty, institutional effects, and a comprehensively cohesive picture of the 

relationship.   

 

Of the four channels in the conceptual framework, the effects of market and 

employment stand out as prominent and empirically verifiable. The empirical studies 

reflected in these channels have, to some extent, linked trade liberalisation to poverty. 
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Several studies of the tradepoverty link take Vietnam as a case study. They are seen 

mainly to support the positive role of trade liberalisation in the reduction of poverty in 

Vietnam. These studies, however, provide partial evidence in general and appear to 

have ignored the effects of institutional reforms on poverty. McCulloch, et al. (2001) 

and Berg and Krueger (2003) are right in contending that each country has specific 

characteristics and context, and that the best way to unveil the link is to investigate the 

effects of trade policies on individuals or groups in a country. Trade policies in Vietnam 

and their impacts on the economy have specific characteristics.  
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Chapter 3 

RESEARCH QUESTIONS AND METHODOLOGY 
 

 

3.1 INTRODUCTION 

 

 

Propelled by the argument that the impacts of trade liberalisation on poverty are very 

case- and country-specific (McCulloch, et al., 2001; Berg and Krueger, 2003; Pacheco-

Lopez and Thirlwall, 2009), this study combines the country-specific approach, 

choosing Vietnam as a case study, with the holistic approach, using the channels 

outlined by Winters to analyse the effects of trade liberalisation on welfare and poverty 

in Vietnam. The study adopts Winters’ outline of the trade-poverty link as its principal 

analytical framework. In this framework, trade liberalisation affects households and 

poverty through economic growth, market, employment, and government revenue. 

Combined methods are employed to elaborate each channel in the framework. In 

general, analytical review, comparative and synthesised analysis, descriptive statistics, 

and econometric models are integrated in this research. For the growth channel, the 

growth elasticity of poverty and poverty regression are used to evaluate the 

responsiveness of poverty to trade-driven growth. In terms of the market channel, a case 

study based on the primary survey data is used in combination with econometric models 

to demystify the impacts of market distribution on welfare. The employment channel is 

examined using both the descriptive and econometric analyses. The government 

revenue channel is analysed using statistically descriptive analysis. This study also takes 

into consideration the effects of institutional reforms on welfare and poverty using the 

PCI as a proxy for institutional reforms.  

 

This chapter justifies the methods used in the study to address the objectives established 

from the outset. The details of methodology are presented in the relevant chapters. The 

rest of the chapter covers four sections. Section 3.2 develops the general research 

questions raised in Chapter 1. It also establishes the research hypotheses corresponding 

to the research questions and explains their foundations and the possible directions of 
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the impacts. Section 3.3 explains the adoption of Winters’ channels as the analytical 

framework to provide a background for the research methodology used in the study. 

Section 3.4 justifies the selection of research methods used to investigate the research 

issues, based on a review of research methods for the tradepoverty relationship. This 

section also devises the research design to examine each channel and provides an 

explanation of how the research hypotheses are investigated and of the expected results. 

Section 3.5 concludes the chapter.  

 

3.2 RESEARCH QUESTIONS AND HYPOTHESES 

 

The introductory chapter presents two prime objectives of this study, stated in the form 

of the general research questions. The first is whether trade liberalisation impacts 

household welfare and poverty in Vietnam. The second is the assessment of the effects 

of trade liberalisation on welfare and poverty in practice, with particular attention to 

whether poor households experience poor trade policies in agricultural production. The 

key of these concerns is the fact that, although on average trade liberalisation benefits 

households, in reality it is unlikely to help the poor to escape poverty. These two 

general research questions are developed into four groups of research questions.  

 

3.2.1 Research Questions 

Research question 1: Do trade openness and trade policy reforms affect poverty 

in Vietnam?  

- Is poverty reduction associated with GDP growth or growth of per capita 

income?  

- How does poverty reduction progress in the process of trade liberalisation in 

Vietnam?  

Research question 2: Does the market distribution in agriculture impinge on 

rural household welfare and poverty?  

- Is agricultural production associated with rural household welfare? 

- How are trade policies on agricultural production and distribution perceived 

by farm households? 

Research question 3: Does employment affect welfare? 

- Is employment associated with welfare and poverty? 
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- How does the transition of the economy help to create jobs? 

 Research question 4: How does trade liberalisation impact government revenue 

and clash with social security programmes? 

 

The four research questions and related issues are raised in accordance with Winters’ 

channels. The impacts of trade liberalisation are analysed and evaluated through 

economic growth, market, employment, and government revenue. The foundations and 

predicted directions of the impacts are based on the literature on the tradepoverty 

relationship and Vietnam’s documentation of the process of trade liberalisation and 

poverty over the last three decades of development. These research questions are further 

elaborated in the corresponding hypotheses. 

 

3.2.2 Research Hypotheses 

Hypothesis 1  

Whether trade openness and trade policy reforms impact welfare and poverty in 

Vietnam is at the heart of the first research question. The history of economic 

development in the transitional period shows that, over the last two decades, both trade 

liberalisation and poverty reduction have gone in the same direction. During the 1990s, 

the trade volume-to-GDP ratio nearly doubled and poverty reduced by half. The 

reduction in poverty is certainly a consequence of a policy reform package. However, 

trade policy is believed to play a central role. Valuable studies document that Vietnam 

was amongst the countries that had a strong link between overall economic growth and 

the pace of poverty reduction. These stylised facts lay the foundation for the hypothesis 

that trade liberalisation, through economic growth, has a positive impact on poverty.   

 

Hypothesis 2 

The second research question is used to address the effects of agricultural market 

distribution on farm households. Most of the poor live in rural areas and are mostly 

engaged in farming. The incidence of poverty is largely found in rural regions. Though 

many studies find a positive effect of agricultural production on welfare, they have yet 

to capture the extent to which farm households experience agricultural trade policies. As 

an agrarian country, Vietnam has a comparative advantage of agricultural production, 

but it has not been able to use its comparative advantage to benefit farm households. 
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Although Vietnam remains one of the largest rice producers in the world, its farm 

households are generally poor, primarily because they presumably bear the brunt of 

inadequate trade policies on rice production and trade, shown in several aspects. Firstly, 

the usually unexpected changes of trade policies on agricultural business make farmers 

vague about the trend of agricultural trade policies. Farmers are thus burdened with high 

costs associated with the changes of trade policies towards rice exports and input 

imports. Secondly, some big food SOEs still control rice exports and the government 

policies on rice business are skewed in favour of state food companies. Thirdly, 

disorganised market distribution channels of rice crops may render rice prices 

exorbitantly distorted. The underdeveloped market in agriculture presumably squeezes 

farmers’ profit, and thereby impoverishes poor farm households. Although agricultural 

production may have an overall positive impact on rural welfare, its inadequate 

marketing system makes farm households remain typically poor. 

 

Hypothesis 3  

The third research question deals with the employment effect of trade liberalisation. 

One of the most profound achievements of trade liberalisation in Vietnam is the creation 

of jobs. During the 1990s, both unemployment and poverty were halved when the 

economy attained high economic growth and export boom. This successful transition 

also resulted in the rapid development of the private sector, which accounted for over 

two-thirds of GDP, and in the expansion of agricultural production as a result of a boom 

in rice exports. Consequently, transitional unemployment during the structural 

adjustment was substantially reduced. Job creation is believed to be the main way out of 

poverty. Employment resulting from the open door policy therefore has had a positive 

impact on household welfare and poverty alleviation.    

 

Hypothesis 4 

The main purpose of the fourth research question is to examine the revenue effect of 

trade liberalisation. Theoretically, trade policy reforms can lead to either increase or 

decrease government revenue. They can result in shrinking government revenue due to 

the rearrangement of trade barriers. The temporary decline in trade revenue can impinge 

on public expenditure and social security programmes. This study presumes that trade 

liberalisation is of little influence on social expenditure, especially poverty reduction 



81 

 

programmes, as these programmes are often given first priority in the government’s 

socio-economic plans. Note that government budget constraint in Vietnam may also 

result from economic mismanagement, such as the fostering of cumbersome SOEs. The 

revenue effect of trade liberalisation is thus presumed to be little associated with 

poverty in Vietnam.  

  

Generally, the predictions of the directions of these hypotheses are based on the 

literature on the tradepoverty linkage and the reality of Vietnam’s economy. Although 

other similar studies provide evidence of overall positive impacts of trade liberalisation 

on poverty, they appear to ignore the inadequacy of the marketing distribution in 

agricultural production that impoverishes farm households. The investigation of the 

relationship in several aspects and from multiple perspectives will help to demystify the 

impacts of trade liberalisation on poverty in reality.        

          

3.3 ANALYTICAL FRAMEWORK OF THE STUDY 

 

As explained in the introductory chapter, this study chooses Winters’ channels of the 

tradepoverty nexus as its principal analytical framework. These channels are also the 

focus of many studies investigating the impacts of trade liberalisation on household 

welfare and poverty (e.g. Litchfield, et al., 2003; Justino, et al., 2008; Heo and Nguyen, 

2009; Marchand, 2012). Besides the outline by Winters, some other frameworks of the 

relationship are also worth noting. As reviewed in the literature, Nissanke and 

Thorbecke (2006, 2008) argue that globalisation in general or openness in particular 

affects poverty through economic growth and inequality. The mechanism by which 

globalisation affects poverty is based on the opennessgrowthinequalitypoverty 

pathway. In their argument, the interaction between openness-induced growth and 

inequality influences poverty (Nissanke and Thorbecke, 2006, 2008). This framework, 

however, highlights both globalisation and the impact of inequality on poverty. The 

measurement of globalisation is much more complicated than that of trade 

liberalisation. A conflation of studies suggests that empirical evidence on the 

relationship between inequality and growth is inconclusive (World Bank, et al., 2001; 

World Bank, 2006b).  
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Winters’ conceptual framework is adopted as an analytical framework in this study for 

several reasons. Firstly, the pathways through which trade liberalisation affects poverty 

in this framework are plausible and able to be empirically verified. Although the 

literature on the tradepoverty linkage also points out numerous likely channels through 

which trade liberalisation can affect poverty, McCulloch, et al. (2001) charge that the 

direct effects on poverty for many dimensions of trade liberalisation are negligible. 

Secondly, the framework covers the principal impacts of trade liberalisation and the 

main stakeholders in a market economy: households, enterprises, and government. 

Income growth, prices of tradeable goods, employment, and public expenditure are the 

key determinations of household welfare. Winters (2002) considers that focusing on the 

simplest and most directly observable facets of the issue is sensitive. These effects are 

also shown at both the macroeconomic and microeconomic levels. This study focuses 

more on the microeconomic impacts of trade liberalisation, assigning greater weight to 

the effects of internal or local trade than to those of international trade. It should be 

noted that Winters, et al. (2004), Ravallion (2006), and Goldberg and Pavcnik (2007) 

acknowledge that studies of the impacts of trade liberalisation on poverty are still 

almost indirect. Thirdly, Vietnam is a good example for studying the effects of trade 

liberalisation on poverty, based on this framework. Its remarkable achievements in 

economic growth, employment, poverty reduction, and social security programmes in 

the 1990s, as a result of transforming its economic system from an autarchy to a market 

economy, are consistent with Winters’ pathways. The examination of these channels 

requires a combination of methods. 

 

3.4 RESEARCH METHODOLOGY 

 

As the impacts of both trade liberalisation and poverty are multidimensional, the 

methods used to analyse the relationship between trade liberalisation and poverty are 

therefore diverse. Studies of this relationship can be divided into four general groups: 

cross-country studies, partial equilibrium studies, CGE model studies, and macro-meso-

micro studies. Studies of this relationship for Vietnam are also included in these four 

general groups. As each approach has its own shortcomings, this study uses a combined 

method to analyse the relationship. 
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3.4.1 Research Methods for the TradePoverty Nexus: An Overview 

Influential studies acknowledge a major challenge in establishing the relationship 

between trade liberalisation and poverty. A growing body of empirical literature is 

based on a variety of methods that are different in terms of data usage, partial or general 

equilibrium, and single or combined data or methods. Based on Goldberg and Pavcnik 

(2004), Hertel and Reimer (2005), and Aisbett (2007), Bandara (2011) identifies four 

general approaches that have been used to examine the tradepoverty link. 

Cross-country studies 

Cross-country studies use aggregate data from countries to estimate the impacts 

of trade openness on economic growth, and then of economic growth on poverty. 

Solow’s extended classical growth model is commonly used for this purpose.
16

 Dollar 

and Kraay (2004), in their influential cross-country study, find a strong positive effect 

of trade on growth. Their study also reveals that the increase in trade-expanded growth 

is in proportion to increases in incomes of the poor. The study concludes that 

globalisation leads to faster growth and poverty reduction in poor countries. This 

approach is, nevertheless, subject to several criticisms, primarily of the measures and 

definitions of globalisation, poverty, and trade policy instruments. The research focus 

has shifted to the microeconomic country-specific approach (McCulloch, et al., 2001; 

Berg and Krueger, 2003; Ravallion, 2004a; Nissanke and Thorbecke, 2007b; Bandara, 

et al., 2011). 

Partial equilibrium studies 

Partial equilibrium studies use survey data in a country to examine the 

relationship based on the channels through which trade liberalisation affects poverty, as 

identified in the literature. They usually construct a set of trade-related variables, such 

as price, employment, agricultural production, infrastructure, location, trade transaction, 

and institutions. Having done that, these studies estimate the impacts of these trade-

related variables on welfare, productivity, or a poverty measure. According to Ravallion 

(1998) and Haughton and Khandker (2009), static poverty regressions have become a 

standard tool in poverty analysis. This method of poverty analysis is based on an 

income equation that postulates real consumption or income (income) as a function of 

observed household characteristics. Using this approach, two common types of models 

                                                 
16

 For details of this model, see Solow (1956), Mankiw, et al. (1992), Sachs and Larrain (1993), and 

Solow (2007). 
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are used to analyse poverty: the levels regression model and the binary regressand 

model. The trade-related variables are integrated in a poverty model to estimate the 

effects of trade liberalisation on welfare and poverty. Many studies follow this partial 

equilibrium approach (e.g. Glewwe, et al., 2000; Niimi, et al., 2007; Topalova, 2007; 

Justino, et al., 2008; Topalova, 2010; Marchand, 2012). The estimated impacts based on 

this approach are still indirect, because the trade-related variables are just proxies for 

trade liberalisation. Despite this disadvantage, it continues to be a promising 

microeconomic-based method used to investigate the tradepoverty linkage.   

Computable general equilibrium (CGE) studies 

A growing empirical literature is of interest in the general equilibrium analysis, 

using the computable general equilibrium model. CGE models are computer-based 

simulations of the possible effects of a specific set of policy changes, including trade 

policy. The CGE models allow the capture of economy-wide effects of trade policy, and 

the changes in one sector to give feedback on other sectors (Corbishley, et al., 2006). 

Naranpanawa, et al. (2011) find that trade liberalisation of manufacturing industries 

may enlarge the income gap between the rich and the poor, thereby promoting relative 

poverty in Sri Lanka. Similarly, Nguyen and Heo (2009) reveal that the distributional 

effects of overall welfare gain could lead to increasing inequality in Vietnam. The 

critiques of CGE models centre on their questionable assumptions (Bandara, 2011), ex-

anti analysis (Greenaway, et al., 2002), their focus on tariff and subsidies (Abbott, et al., 

2009), and, as pointed out by Harrison, et al. (2003a), the combination of CGE models 

and household data.    

Macro-meso-micro studies 

Slightly deviating from the above approaches are the macro-meso-micro studies, 

which establish the relationship between globalisation and poverty by investigating the 

impacts of the world value chain on poverty. Jenkins (2005) attempts to link the 

macroeconomic impacts of globalisation on employment with poverty in the cases of 

Bangladesh, Kenya, South Africa, and Vietnam. The link is analysed through the impact 

analysis of the effects of specific value chains in horticulture, textiles and garments on 

employment and poverty. The study finds that the growth of labour-intensive 

manufacturing and agricultural exports does create employment, especially for low-

income women. Although involved in different methods, this approach seeks to 
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investigate the employment effect of globalisation on poverty, which is also covered in 

Winters’ framework.   

 

3.4.2 Research Methods in Studies of Vietnam 

As presented in the review of literature, the studies of the impacts of trade liberalisation 

on poverty in Vietnam can be divided into three general groups, based on methodology. 

The first group is based on CGE models. The second group follows the pathways 

outlined by Winters to analyse the partial effects of trade liberalisation: economic 

growth, market, employment, government revenue, or their combined effects. Few 

studies in this group capture all the channels. The third group demonstrates the impacts 

of trade liberalisation on poverty by descriptive statistic analysis.  

 

Many studies of the tradepoverty linkage for Vietnam are grounded on CGE models, 

for instance, Centre for International Economics (2002b), Nguyen (2002), Pham (2003), 

Jensen and Tarp (2005), Abbott, et al. (2006), Nguyen and Tran (2006), Harris, et al. 

(2007), Boumellassa and Valin (2008), Nguyen and Heo (2009), Abbott, et al. (2011). 

The simulation results of the CGE studies vary, but the general finding is that the 

impacts of trade liberalisation on poverty are modest. Added to this, a critical review by 

Abbott, et al. (2011) shows that not only do these studies demonstrate little impact of 

trade liberalisation on poverty, but they also face many problems, similar to those 

studies for other countries.  

  

The second group consists of studies using household survey data and income equation 

or poverty models. Vietnam has conducted a national household survey series, the 

VHLSSs, embarked on in 1992. These surveys have high quality and a random sample. 

Many studies have used them to analyse the tradepoverty relationship. These surveys 

contain a wealth of data on households, especially, expenditure, and income. These 

studies construct some trade-related variables taken from household traits and examine 

their effects on welfare or poverty (e.g. Minot and Goletti, 1998; Seshan, 2005; Niimi, 

et al., 2007; Justino, et al., 2008; Coello, et al., 2010). Niimi, et al. (2007) and Justino, 

et al. (2008) use similar methods, finding that trade liberalisation has a positive impact 

on rural welfare and has helped to reduce poverty substantially over the period 1993 to 

1998. Although this approach has an advantage of directly analysing trade effects on 
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household welfare and poverty, the data used to analyse are nationwide, not trade-

focused and the impacts of trade liberalisation on poverty are thus indirect.     

  

Some studies attempt to capture the impacts of trade liberalisation on poverty by 

documenting and combining methods. By analytically reviewing facts and analysing 

data, they can provide evidence of the tradepoverty linkage. For instance, Heo and 

Nguyen (2009) provide evidence of the relationship between trade liberalisation and 

poverty reduction through economic growth, market, enterprise, and government 

revenue. Several reports on sectors such as agriculture, textile and garment also provide 

different aspects of the relationship. The United Nations Environment Programme 

(2005) finds that the trade reform process leads to significant changes in rice production 

and to exports that discernibly affect poverty reduction. Nadvi, et al. (2004) provide 

evidence of the impacts on textile and garment labourers of the integration of 

Vietnamese garment and textile firms into the global garment and textile value chains. 

These studies may provide a wealth of information on different aspects of trade 

liberalisation impacts that serves a better understanding of the relationship. 

 

A growing literature follows the country- and case-specific approach to investigating 

the relationship between trade liberalisation and poverty for other countries as well as 

Vietnam. Ample studies of the link for specific countries and/or sectors have enriched 

the literature on the relationship. Several channels on the linkage are examined using a 

wide range of methods. As shown in the literature, studies focusing on one or two 

channels are not adequate to capture the impacts of trade liberalisation on poverty. The 

empirical analysis should be combined with the historical descriptive analysis to 

provide a more comprehensive picture of the link. Research seeking to provide more 

compelling evidence should take into account as many dimensions of the trade 

liberalisation impact as possible to provide a more comprehensive picture of the 

relationship. 

 

3.4.3 Research Methods and Design in this Study: A Justification  

As discussed earlier, this study addresses two general issues of the tradepoverty 

linkage in Vietnam: the effects of trade liberalisation on poverty and the assessment and 

justification of the impacts in reality. These two general issues are specified in four 
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research questions, based on Winters’ framework. Trade liberalisation affects household 

welfare and poverty through four main pathways: economic growth, market, 

employment, and government revenue. This study follows the partial equilibrium 

approach to investigate four channels through which trade liberalisation affects poverty, 

using combined methods for each channel. 

 

As stated in the introductory chapter, this study emphasises the role of historical 

analysis in understanding this relationship in Vietnam. The context analysis of 

Vietnam’s economic development is very important for laying a foundation for broader 

understanding of the relationship between trade liberalisation and poverty, and of the 

empirical analysis of specific impacts. The study documents and evaluates the effects of 

trade liberalisation through economic growth, market, employment, and government 

spending over the last three decades of development using descriptive statistics and 

comparative methods. A historical and comparative analysis provides a broad picture of 

the relationship before examining the effects in the channels. This analysis is based on 

Vietnam’s economic data, taken from the various reliable data sources, such the 

Vietnam General Statistics Office (GSO), the World Bank, the IMF, the Asian 

Development Bank (ADB), and the United Nations Development Programme (UNDP). 

The details of methods and analysis are presented in Chapter 4. 

 

Unlike several studies of trade liberalisation at the macroeconomic level that use trade 

openness as a core concept, this study uses ‘trade liberalisation’ as a core concept, 

because it focuses on the microeconomic effects of trade liberalisation. Trade 

liberalisation has a broad spectrum in this study, including both trade policy and 

outcomes, and both international trade and internal trade. Differing from studies of a 

similar vein, this study assigns greater weight to internal trade, because local trade 

development is assumed to be much more meaningful for the poor, who mostly live in 

rural areas, while the effects of international trade or exports are unlikely to reach the 

rural poor. Cross-country studies use various methods to measure trade openness, such 

as the level of tariff and non-tariff barriers to trade, as well as the ratios of exports to 

GDP and of trade volume (exports plus imports) to GDP. As pinpointed in the literature, 

none of these measures is optimal, however. These measures of trade openness may not 

link up with welfare and poverty at the household level. As this study examines the 
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relationship primarily at the microeconomic level, and mainly uses the household 

survey data, it does not utilise the direct indicators of trade liberalisation, such as tariffs, 

effective exchange rates, and openness indices to analyse the tradepoverty nexus. 

According to Justino, et al. (2008), to evaluate the impacts of trade openness on 

household welfare, some specific household characteristics can be linked to trade 

reforms. These linkages can be based on Winters’ pathways. Agricultural production 

and employment are important trade-induced factors in the framework. This study 

focuses on setting the trade-related variables, the key to investigating the impacts of 

trade liberalisation on household welfare and poverty. 

 

For the economic growth channel, as noted previously, the methods for evaluating the 

impact of trade liberalisation on poverty via economic growth are clearly indirect and 

subject to several criticisms. This study examines the effects of trade and growth on 

poverty by directly estimating the growth and trade elasticity of poverty. Though this 

approach has its own weaknesses, it is useful for linking growth with poverty directly. 

The results are not much different to those using standard but problematic methods. The 

estimate of the growth and trade elasticity of poverty is based on both Vietnamese 

national accounts data taken from the various Statistical Yearbooks of Vietnam and the 

VHLSS data published by the GSO over the two decades of development. It should be 

noted that this elasticity approach can be estimated using the direct indices of trade 

liberalisation as discussed above. However, this analysis examines the relationship at 

the household and provincial levels, where the data on tariffs, effective exchange rates, 

and openness indices are unavailable. Provincial trade transactions and growth of 

household welfare are therefore utilised instead in this analysis. The methods and results 

are detailed in Chapter 5. 

 

For the market channel, two main approaches are used to examine the market effects of 

trade liberalisation on poverty seen from the literature: the analysis of differences 

between border prices and retail prices; and the market distribution system. As the data 

on border prices are limited or extremely inaccurate, this study chooses the second 

approach to investigating the market distribution system in agricultural production. In 

addition to the model-based analysis of the effects of agricultural production on welfare 

in Chapter 7, this study conducts a case study, based on a trade-focused primary field 
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survey of agricultural production and distribution on farm households in influential 

production areas of rice and coffee. The primary survey data provide more insight into 

the market distribution system in rice and coffee. The survey is expected to serve a 

better understanding of the current issues in agricultural production and trade. It seeks 

to answer the question of why farm households remain poor even though Vietnam is 

one of the largest rice producers in the world. The combination of the case study 

analysis and the model-based analysis provides a more compelling evidence for the 

market effects on poverty. The analysis of survey results is provided in Chapter 6. 

 

The study uses the model of micro-determinants of growth to assess the impacts of 

employment on welfare and poverty. This model, which is based on an income 

equation, allows for examination of the effects of trade-related variables on rural 

household welfare and poverty. As overviewed in the introductory chapter, this study 

uses both the continuous approach and the discrete approach. Various macroeconomic 

measures of trade openness have proved to be inadequate for investigating its effects on 

poverty. In practice, drawn on Justino, et al. (2008), this study’s overall empirical 

strategy for analysing the impacts of trade reforms on poverty at the microeconomic 

level is to construct a set of trade-related variables, taken from household and regional 

characteristics, that can be linked to trade reforms such as employment, agricultural 

production and market distribution, local trade, and local institutional reforms. Most of 

these trade-related variables are measured at the commune or province level and are 

used as proxies for the effects of trade liberalisation. This general model thus allows for 

investigation of the impacts of several trade-related variables, not only employment. In 

the continuous approach, alternative models such as fixed-effects and random-effects 

models are employed. The discrete approach allows the study to analyse the 

determinants of poverty dynamics: the transition of poverty over time, using a 

multinomial logit model. These models use the data taken from the VHLSSs, with the 

construction of panel data sets following 2002, 2004, and 2006 for both rural and urban 

regions. The general assumption of the basic model is that the impacts on rural 

household welfare of the trade-related variables will be transmitted to the poor, as most 

of rural households are poor. The examination of employment effects and other trade-

related effects in alternative models provides a more rigorous analysis. Chapter 7 and 

Chapter 8 explain the models in detail and analyse the results. 



90 

 

For the government revenue channel, the study examines the revenue effects of trade 

liberalisation on poverty by descriptive statistics using Vietnam’s economic data, taken 

from various reliable data sources, such as the GSO, the World Bank, the ADB, and the 

IMF. The study reviews the changes made in trade tax revenue, government 

expenditure, and poverty reduction programmes in the process of trade liberalisation. 

Although the number of studies of the trade tax impacts on government revenue is 

numerous, little has been devoted to examining the effects of trade policy reforms on 

government revenue and poverty, especially for Vietnam. This study provides a 

thorough analysis of the revenue effects of trade policy reforms on poverty, which is 

presented in Chapter 4.  

 

In a bid to provide a more comprehensive picture of the tradepoverty linkage, the 

study also takes into consideration the effects of institutional reforms on poverty, using 

the model of micro-determinants of growth. The PCI is the most appropriate proxy for 

institutional reforms, as it covers various components of institutional reforms and is 

constructed using reliable data. This index is used in combination with the VHLSSs of 

2006 and 2010. The details of methods and the analysis of results are provided in 

Chapter 9.   

 

3.5 CONCLUSIONS 

 

This chapter has outlined the issues that need to be addressed in this study and has 

justified the selection of methods for investigating these questions. The issues of the 

research are stated in the form of research questions, following by the corresponding 

hypotheses and expected directions of impacts. These questions are whether trade 

liberalisation affects poverty and how farm households in reality experience agricultural 

trade policies in Vietnam. These research questions and methods are based on the 

objectives of the study, and on a review of the empirical literature on the tradepoverty 

relationship, for both the world and Vietnam context, which has revealed several gaps in 

this empirical literature. This review also provides the motivation for the research and 

the foundation for the methods used in this study. The country-specific and holistic 

approaches are utilised in combination with Winters’ conceptual framework to 

investigate the relationship at both the macroeconomic and microeconomic levels. The 
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chapter also provides the detailed justification for the research methods used in the 

study, acknowledging their strengths and weaknesses. The adoption of the research 

methods for each channel is based on the empirical justification, the Vietnam context, 

and the data feasibility. The data used in the study are primarily taken from the VHLSSs 

and Vietnamese economic data, provided by the GSO and other reliable institutions. As 

this study emphasises the role of the historical background of Vietnam’s economy in 

understanding the empirical results, the analysis begins with an analytical review of the 

development process presented in the next chapter, in order to lay the foundation for the 

further analysis.  
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Chapter 4 

TRADE LIBERALISATION AND POVERTY IN 

VIETNAM: A REVIEW 

 

 

4.1 INTRODUCTION 

 

 

This chapter examines the effects of trade liberalisation on poverty in Vietnam by 

descriptive analysis, following the channels outlined by Winters. It also provides the 

historical background of the economy. After the transformation from a centrally planned 

to an open market economy, Vietnam has achieved remarkable outcomes in economic 

development in the 1990s. Many studies have argued that the miracle of economic 

development in Vietnam is largely the outcome of its openness to trade. Several 

channels through which trade can affect households and poverty have been recognised 

in the literature on the tradepoverty nexus. These channels are examined both 

theoretically and empirically by many studies, as presented in the literature review. 

Winters’ pathways offer a foundation for many studies of the tradepoverty linkage, 

because of its adequacy and verification. Many studies, however, are seen to provide 

indirect and partial evidence of the link. In addition to a model-based analysis, some 

studies attempt to examine the impacts of trade liberalisation on poverty by 

documenting and/or combining methods. As presented in the previous chapter, these 

studies can provide evidence for this linkage by analytically reviewing facts and 

descriptively analysing data. Heo and Nguyen (2009) find evidence of the relationship 

between trade liberalisation and poverty reduction through economic growth, market, 

enterprise, and government revenue in Vietnam. The United Nations Environment 

Programme (2005) discloses that the trade reform process leads to significant changes 

in rice production and exports, which discernibly affect poverty reduction. Nadvi, et al. 

(2004) find the impacts on textile and garment labourers of the integration of 

Vietnamese garment and textile firms into global garment and textile value chains. Even 

with indirect and partial evidence, these studies provide a wealth of information on 

different aspects, leading to a better understanding of the relationship. 
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Numerous studies of this relationship for Vietnam use model-based analysis. Basically, 

other methods should be combined with a historical perspective to provide a more 

adequate picture of the effects of trade liberalisation. This chapter follows Winters’ 

channels to examine and evaluate the impacts of trade liberalisation on Vietnam’s 

economy and poverty reduction. It uses a historical approach and compares the 

economic development in Vietnam before and after trade liberalisation. The analysis in 

this study is carried out using the data drawn on various economic and social indicators 

for the decadal periods of the 1980s, 1990s, and 2000s from sources such as the GSO, 

the World Bank, the IMF, the ADB, and the UNDP. This important chapter lays the 

background for a better understanding of the other chapters in the study examining each 

specific channel. The rest of the chapter is organised as follows. Section 4.2 provides an 

overview of trade liberalisation and poverty in Vietnam. It first overviews the 

background of Vietnam’s economy since the end of the Vietnam War, then reviews the 

process of poverty reduction and trade liberalisation. Section 4.3 analyses the effects of 

trade liberalisation on poverty using Winters’ four pathways: economic growth, market, 

employment, and government revenue. Section 4.4 concludes the chapter.  

   

4.2 TAXONOMY OF POLICY REFORMS AND ECONOMIC PERFORMANCE 

 

The transition of Vietnam’s economy to a market economy has attracted considerable 

research over the last two decades. Many studies have attempted to document the 

history of this economic development: for instance, Vo (1990), Fforde and De Vylder 

(1996), Harvie and Tran (1997), Griffin (1998), Beresford and Phong (2000), Phan, et 

al. (2006), Pham, et al. (2007), and Dang (2008). Several studies divide the process of 

economic development into stages, based on certain criteria. Harvie and Tran (1997) 

and Pham, et al. (2007) classify Vietnam’s economic development according to 

economic growth. Vo (1990) partitions the development process on the basis of the 

main historical and political events. This study divides the development of the economy 

into three broad stages, based on the main economic reforms and the level of 

liberalisation. 
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4.2.1 Background of Vietnam’s Economy 

The three stages of economic development roughly correspond to the three decades: the 

1980s, 1990s, and 2000s. The renovation period 19811990 is marked by a 

comprehensive renovation programme aimed at transforming the centrally planned 

economy into an open market economy. The period of economic boom in the 1990s 

witnessed remarkable performance of the economy as a consequence of the reforms of 

renovation in the late 1980s. Vietnam’s official membership of the WTO in 2007 

marked an important milestone in the liberalisation process of the economy in the 

2000s. These three stages of development are summarised in Table A4.1 (Appendix to 

this chapter).  

Stage I: Renovation period 19811990 

The 1980s witnessed Vietnam’s efforts devoted to changing the centrally 

planned economy into an open market economy. After the reunification of the country, 

Vietnam adopted a development strategy based on central planning and inward 

orientation. The foundation for this strategy is the extraction of surplus from the low 

productive collective agriculture production system in order to build the capital-

intensive industry. As a consequence, poor growth performance combined with rapid 

population growth resulted in persistent poverty and widespread malnutrition. 

Furthermore, industrial products were not competitive in international markets, and thus 

the level of savings and investment was very low, with GDP per capita estimated to be 

about US$109 (World Bank, 1990a). The World Bank describes the position of the 

economy: “At that time, Vietnam was one of the poorest countries in the world, and 

with many problems: hyperinflation, famine, drastic cuts in Soviet aid, and a trade 

embargo by the west. For most Vietnamese, life was harsh and the future looked bleak.” 

(World Bank, 2011a, p. 10) 

 

The economy was mired in its severe recession in the mid-1980s, a result of economic 

mismanagement. This critical situation led to the adoption of a comprehensive 

renovation plan, declared in December 1986 by the Sixth Party Congress. Several 

crucial changes were made during 19861990. The domestic market was liberalised in 

two main ways: (i) the abolition of local trade barriers between provinces and regions, 

and (ii) the decreasing state control over foreign investment, land, foreign trade, 
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banking activities, the private and household sectors, and agriculture. The Law on 

Foreign Investment in 1987 introduced an open door policy. The Land Law in the same 

year, which defined households as basic production units in an agricultural economy, 

recovered incentives in agricultural production. In 1988, reforms were accelerated 

through (i) the termination of the collective method of agricultural production in favour 

of household production, and (ii) the encouragement of the development of the non-

state sector. The removal of direct subsidies and price controls on most products, except 

electricity and coal, helped the economy to reduce distortions and to establish a one-

price system. These reforms brought about substantial improvements in economic 

performance by the end of the 1980s (Figure 4.1), laying the foundation for the 

economic boom in the 1990s. 

 

Figure 4.1: Renovation period and economic performance, 19811990 

 

Source: Author draws using the data taken from the World Bank and IMF database, except for the 

poverty rates in the mid-1980s, which are sythesised from Dollar, et al. (1998), Pincus and Sender (2008), 

and Thu Le and Booth (2013).    

 

Stage II: Economic boom and high economic growth period 19912000 

Attempts to reform and integrate the economy into the world economy 

continued throughout the 1990s. The collapse of the Soviet Union in the early 1990s 

ended aid from the socialist bloc of countries (Comecon countries) on the one hand and 

completely shifted the country’s trade from the CMEA trading bloc to convertible 

75 75 

0

10

20

30

40

50

60

70

80

-1000

-500

0

500

1000

1500

2000

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

G
ro

w
th

 a
n

d
 P

o
ve

rt
y 

(p
e

r 
e

cn
t)

 

Ex
p

o
rt

 (
X

),
 im

p
o

rt
 (

M
),

 t
ra

d
e

 b
al

an
ce

 (
X

-
M

),
 C

P
I,

 a
n

d
 G

D
P

 p
e

r 
ca

p
it

a 
 

X (million US$) M (million US$) X-M CPI (per cent)
GDPper capita ($) Growth (per cent) Poverty (per cent)



96 

 

areas
17

 on the other. This decade witnessed remarkable results from the economic 

reforms undertaken in the previous decade. Exports boomed and the GDP growth 

peaked at 9.5 per cent in 1995. Poverty declined dramatically from over 70 per cent in 

the mid-1980s to 58.1 per cent in 1993, and then further to 37.4 per cent in 1998 (Figure 

4.2). As overviewed in Chapter 1, many important economic relationships with other 

countries and trading blocs were also established in this decade, such as joining the 

ASEAN and the AFTA in 1995, formally applying for membership of the WTO, and 

signing the VietnamUS BTA. The economy, however, experienced an economic 

slowdown from 1998 to 2000 as a consequence of the Asian financial crisis. It has 

recovered since 2000, becoming somewhat more stable during the 2000s. 

      

Figure 4.2: High economic performance phase, 19912000 

 

Source: Author draws using the data taken from the World Bank and IMF database. Data for poverty rates 

are from the World Bank (2012a).  

 

Stage III: WTO membership period 20012010 

The Vietnamese government made a considerable effort towards securing WTO 

membership in this decade. The institutional reforms accelerated in the early 2000s to 

prepare for its WTO membership. The WTO accession provided an opportunity to 

improve the underdeveloped institutional framework required for the market-based 

institutions that has occurred during the process of transition to a market economy. The 
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efficiency of institutional reforms will thus determine whether Vietnam is successful 

after joining the WTO. Currently, the weak institutional framework has remained an 

Achilles’ heel for Vietnam. Although being a member of the WTO in 2007, some 

important trading partners still classify Vietnam as a non-market economy, which 

brings some disadvantages in exports. Vietnam’s accession to the WTO is just the 

beginning of the long process of integration; many challenges still lie ahead (UNDP, 

2006; Gantz, 2009). The economy was fairly stable until the mid-2000s, probably due to 

the continual efforts devoted to reform with a series of laws promulgated in the 2000s 

(Figure 4.3). Since Vietnam adopted a socialist market economy system, with state-

owned enterprises leading the economy, creating an unequal playing field against the 

private sector and mismanaging the economy, the government’s attempts to reform 

institutions have been far from efficient. Consequently, the country has continued to 

face many economic problems, especially since the 2008 financial crisis.  

 

Figure 4.3: Economic performance during WTO membership phase, 20012010 

 

 

Source: Author draws using the data taken from the World Bank and IMF database. Data for poverty rates 

are from the World Bank (2012a). 
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4.2.2 Poverty Reduction 

Vietnam was one of the poorest countries in the world before reform, with over 70 per 

cent of people living in poverty. The poverty rate in the 1980s is estimated to have been 

around 75 per cent. This rate showed a sharp fall between 1984 and 1993, although this 

decline appeared not to have any effect on the distribution of income (Dollar, et al., 

1998; Pincus and Sender, 2008; Thu Le and Booth, 2013). As a consequence of 

Vietnam’s transition to a market economy, and the resultant increase in economic 

growth and exports, the GDP per head increased steadily and poverty declined 

throughout the three decades (Table 4.1, Figure 4.1, and Figure 4.4). In addition, 

Vietnam initiated poverty reduction programmes in 1998 and has used both internal and 

external resources to reduce poverty since then. This country attained the first goal in 

the MDGs for poverty reduction in 2008, becoming a lower middle-income country by 

2010. Many challenges remain ahead as the strategy for poverty alleviation is 

apparently unsustainable. In fact, poverty has tended to increase in the late 2000s as the 

economy slowed down.  

 

The characteristics of poverty in Vietnam have been reviewed in several studies, 

especially in the reports by the World Bank and the IMF (e.g. World Bank, 1995; 

1999a, 2004, 2012a; Centre for International Economics, 2002b; International Monetary 

Fund, 2004). Recently, the World Bank (2012a) has provided a review of poverty 

characteristics in Vietnam. At first, poverty is mainly found in rural areas, and this 

feature is quite similar to the general poverty pattern in the world. More than 90 per cent 

of the poor still live in rural regions, especially in upland regions. Many are farmers 

(making up 65 per cent of the poor) with their livelihoods dependent on agriculture. The 

number of farmers who have very little or no land is increasing. This World Bank report 

shows that ethnic inequality has been rising, which has probably resulted in impinging 

on poverty reduction. Ethnic minority groups account for nearly half of the total poor. 

Poverty is also found to be associated with the low level of education: in 2010, the 

highest poverty incidence (nearly twice the national average) was found in households 

whose heads had not completed primary school. Assets such as housing and 

infrastructure have improved substantially since the late 1990s. Household demographic 

traits have little impact on poverty. Child poverty rates remain high and children face 

multidimensional deprivation. The rural poor are also seen to be very vulnerable to 
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weather shocks. Notably, existing poverty reduction and social protection programmes 

do not totally benefit the poor. In urban areas, the report indicates that urban poverty is 

low, concentrated in smaller cities and towns. Generally, the new methods of poverty 

measurement, which take into consideration not only income, but also health, education, 

and inequality, tend to yield higher estimates of poverty. In particular, inequality has 

given rise to a new dimension of poverty and has become increasingly acute (Vietnam 

Academy of Social Sciences, 2007, 2011). 

 

Table 4.1: Some indicators of poverty and inequality, 19932010 

Poverty and inequality indicator 1993 1998 2002 2004 2006 2008 2010 
Poverty        
Poverty rate (per cent) 58.1 37.4 23.0 18.1 15.5 13.4 14.2 
   Urban 25.1 9.2 10.6 8.6 7.7 6.7 6.9 
   Rural 66.4 45.5 26.9 21.2 18.0 16.1 17.4 
Inequality        
Richest to poorest ratio 5.0 5.5 8.1 8.3 8.4 8.9 9.2 
Gini coefficient 0.340 0.350 0.418 0.420 0.424 0.434 0.433 
   Urban 0.35 0.34 0.410 0.410 0.393 0.404 0.402 
   Rural 0.28 0.27 0.360 0.370 0.378 0.385 0.395 
   Gini coefficient by regions        

 Red River Delta 0.32 0.32 0.390 0.390 0.395 0.411 0.409 

 North East 0.25 0.26 0.360 0.390 0.407 0.415 0.418 

 North West 0.25 0.26 0.370 0.380 0.392 0.403 0.401 

 North Central Coast 0.25 0.29 0.360 0.360 0.369 0.371 0.371 

 South Central Coast 0.36 0.33 0.350 0.370 0.373 0.380 0.393 

 Central Highlands 0.31 0.31 0.370 0.400 0.407 0.405 0.408 

 South East 0.36 0.36 0.420 0.430 0.422 0.423 0.424 

 Mekong River Delta 0.33 0.30 0.390 0.380 0.385 0.395 0.398 
Note: Data on poverty and Gini coefficients for 1993 and 1998 are based on expenditure; those from 

20022010, on income. 

Source: The World Bank (2004), General Statistics Office (1999, 2004, 2006, 2008, 2010, 2012)   

 

The successful development of the economy in the 1990s brought the overall poverty 

rate to 37.4 per cent in 1998 from 58.1 per cent in 1993 (Table 4.1), based on the 

traditional headcount poverty ratio. Rural poverty was also reduced by about half over 

the same period. Though Vietnam had attained the first goal of the MDGs, rural poverty 

is yet to fulfill this first target because the rural poverty rate is still higher than the 

national poverty rate. Note that most Vietnamese people live in rural areas and most of 

them are poor. Income inequality has also tended to increase over the two decades, 

especially in urban areas. The average income of the richest was 9.2 times more than 

that of the poorest in 2010. This increasing income inequality is likely to erode the 
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benefits of economic growth. Although Vietnam has become a lower middle-income 

country, it should be kept in mind that the income per capita for a majority of the 

Vietnamese is much lower than the income per capita level reported for the country as a 

whole, due to high income inequality. 

 

Vietnam has generally reduced poverty successfully over the recent three decades of 

development, at least in terms of the incidence of poverty. In addition to the impacts of 

economic growth and trade liberalisation on poverty, these achievements in poverty 

reduction in Vietnam partly result from remarkable efforts made by the government. 

Reduction in poverty in the future needs a more sustainable strategy, especially with the 

underpinning of accelerated trade and economic growth.   

 

4.2.3 Process of Trade Liberalisation 

Vietnam changed development strategy from an inward-oriented to an outward-oriented 

strategy. Trade reforms thereby constitute a major proportion of economic reforms in 

the transitional process. Before the reforms, export and import transactions were 

conducted within the CMEA area, through the state-owned enterprises. Trading prices 

were based not on the market, but on agreements between Comecon governments. In 

this period, the government monopoly dominated both domestic and international trade. 

According to Dodsworth, et al. (1996): 

 

Before the reforms, foreign trade in Vietnam was subject to central decisions by 

the planning authorities and could be carried out only by a small number of state 

trading monopolies. Domestic prices were isolated from the influence of 

international prices through a complex system of multiple exchange rates and 

trade subsidies. Exports were discouraged through overvalued exchange rates 

and low procurement prices, while imports were impeded by an extensive 

system of quotas and licenses. Isolated from the world market, Vietnam relied 

heavily on its former CMEA partners to obtain basic commodities, such as 

petroleum products and fertilisers, while exporters were obliged to fulfil CMEA 

quotas (arranged through a system of government-to-government protocols) 

before they were allowed to export to the convertible currency area (quoted in 

the Centre for International Economics, 1999, p. 1). 
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The liberalisation of the old trade regime occurred through a series of reforms. The 

government gradually loosened its controls on prices of most goods and abolished the 

monopoly on trade, leaving price decisions to the market. Only about a dozen prices 

remained controlled after the 1989 price reforms (Leipziger, 1992). Households were 

given the rights to own land, manage agricultural production, and make trade 

transactions across provinces. The Law on Foreign Investment in 1987 for the first time 

invited foreign enterprises to invest in Vietnam, opening its economy to the world 

economy. The relaxation of control on foreign exchange and the abolition of most 

quotas for imports and exports paved the way for enterprises to expand their production 

and enter international markets. The 1990s witnessed a series of trade reforms, such as 

the introduction of the Enterprise Law 1990, the establishment of export processing 

zones (1991), the application of the harmonised system (HS) of tariff nomenclature 

(1992), the announcement of the first list of goods (1996) covered by the CEPT (where 

857 tariff lines with duties were already between 0 and 5 per cent), and the termination 

of trade licenses (1999), allowing all legally established domestic enterprises to export 

and import those goods specified in their business registration certificates. In addition, 

Vietnam also strove to integrate into the regional and world system in this decade of the 

1990s, for instance, through AFTA accession and application for WTO membership. 

 

The 2000s began with the signing of the VietnamUS BTA and then the action plan to 

implement its commitments. This agreement remains crucial to Vietnam’s trade 

liberalisation: The United States of America continues to be the desired but difficult 

market for Vietnamese enterprises. The WTO accession in 2007, an important milestone 

in the process of trade liberalisation, brought a great opportunity for Vietnam to catch 

up with other countries in the region. The rest of the 2000s witnessed reforms aimed at 

implementing commitments to the WTO, VietnamUS BTA and AFTA; of these the 

WTO commitments remain the cornerstone of the trade reform process. These economic 

reforms contributed to Vietnam’s better economic performance in terms of higher 

economic growth and rapid poverty reduction (see Figure 4.1, Figure 4.2, and Figure 

4.3).  

 

The trade reform process has, in general, been inadequate and inefficient. Some of the 

forward steps have been offset by some of the backward measures of trade reforms, 
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which slowed the reform process. The inconsistencies of trade reforms primarily result 

from the government’s adoption of SOEs as the leading sector in the economy. While 

these enterprises are largely less inefficient than non-state enterprises, they receive huge 

resources and economic rent (Dapice, 2003; International Monetary Fund, 2010, 2012). 

Importantly, some faster trade reforms conflict with the slower reforms of the SOE 

sector, the SOEs’ interest, and other interest groups in the economy. Another problem 

of trade reforms is the divergence between the government’s general policy and the 

detailed documents for the implementation of line industries or interest government 

agencies: This divergence fails the aims of the policies towards trade liberalisation 

(Athukorala 2005). The inadequacy of trade reforms may derive from an inadequate 

institutional framework, because trade policy reforms are in fact institutional reforms 

(Rodrik, 2002). These critical problems with trade policies arose in the late 2000s, 

having eroded Vietnam’s drive to grow and its ability to address poverty. Generally, 

despite ineffective trade policy reforms, the process of trade liberalisation has had a 

great impact on the Vietnamese economy (World Bank, 2011a), especially on poverty.  

    

4.3 TRADE LIBERALISATION AND POVERTY: WINTERS’ CHANNELS   
 

This section uses the Winters framework to make an in-depth assessment of the effects 

of trade liberalisation on poverty in Vietnam. The high economic growth, following 

trade liberalisation in the 1990s, substantially contributed to poverty reduction. The 

liberalisation of agricultural production and market led to an export boom during this 

period. As a result of the liberalisation in agriculture and the open policies towards 

domestic and foreign enterprises, unemployment fell remarkably. The export boom 

brought about an improvement in the government budget. These effects can be observed 

in the process of development of the economy.  

 

4.3.1 Economic Growth Channel 

After the reunification of the country in 1975, Vietnam proceeded with a centrally 

planned economy, which was basically an autarchic economy. Consequently, the 

economy faced a severe economic crisis throughout the mid- and late 1980s, with low 

per capita income, an inflation rate of nearly 500 per cent (in 1986), persistent trade 

deficits, and severe shortages of basic necessities (World Bank, 1990a, 1991). In 1986, 



103 

 

Vietnam initiated and instituted a comprehensive renovation plan, Doi Moi, to transform 

the centrally planned economy into the socialist market economy. The reforms based on 

the Doi Moi were in fact implemented from 1989 to switch the old economic 

management system to an open market economy system. This transformation was likely 

to bring about the achievements in economic development in the 1990s (see Table A4.1 

for a summary of economic reforms in Vietnam).  

 

Seven main reform measures were adopted in 1989: decollectivising agriculture; 

eliminating almost all direct subsidies and price controls; decentralising  decision-

making to the managers of SOEs; increasing some interest rates to positive levels in real 

terms; tightening the budget and limiting overall credit expansion; largely devaluing the 

VND; and reducing restrictions on private sector activities (World Bank, 1991). Of 

these measures, the most striking step was the liberalisation of prices, where all 

domestic prices for agricultural and industrial output came to be freely negotiated 

between buyers and sellers (World Bank, 1990a). In agricultural production, the 

government provided rights on arable land for farmers, who had not previously had 

these rights. According to Dang (2008), these rights included the use of land for 

cultivation and harvesting, owning the harvest and selling crops to market at market 

prices, transferring the rights to other farmers, having land heritage, and using land as 

mortgage. In the financial sector, the initial steps were taken by separating commercial 

banks from the routine functions of the state bank and by establishing a state treasury 

(World Bank, 1990a): The earlier single state-banking system was transformed into a 

two-tier banking system, comprising a state bank and commercial banks. 

 

The outward-oriented economic strategies were adopted in industry and trade. The law 

on foreign investment introduced in 1987 paved the way for market competition 

between domestic and international companies. The Enterprise Law in 1990 laid the 

foundation for private sector development. In the external area, the exchange rate was 

largely devalued in order to close the gap between official and parallel market exchange 

rates. The monopoly of state corporations on foreign trade was gradually removed and 

the government granted direct foreign trade rights to some enterprises (World Bank, 

1990a). Other trade reforms in the 1990s, as presented previously, included the removal 

of constraints on trade outside the CMEA area; the further liberalisation of foreign 
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exchange controls; the reduction of trade quantitative controls and the increase in the 

use of tariff controls; the establishment of export processing zones and other measures 

for export promotion; the adoption of the HS to define tariffs; and Vietnam’s integration 

into the world economy through regional and multilateral trade agreements (World 

Bank, 1990a, 1999b; Litchfield, et al., 2003). As noted, Vietnam took several important 

steps in the 1990s and the 2000s to integrate the economy into the world economy: the 

normalisation of diplomatic relationships with the United States of America in 1993, the 

participation in the ASEAN and the AFTA in 1995, the attainment of the USVietnam 

BTA in 2001, and the official membership of the WTO in 2007, itself a crucial 

milestone in the process of trade liberalisation. 

 

Table 4.2: The incidence (Po), depth (P1) and severity (P2) of poverty (per cent), 

19932010 

 GSOWB poverty line  US$1.25/day 2005 PPP line  US$2/day 2005 PPP line  

Year Po P1 P2 Po P1 P2 Po P1 P2 

1993 58.1 18.5 7.9 63.7 23.6 11.0 85.3 43.0 25.2 
1998 37.4 9.5 3.6 49.7 15.1 6.0 77.6 33.6 17.6 
2002 28.9 7.0 2.4 40.1 11.2 4.1 68.0 27.4 13.7 
2004 19.5 4.7 1.7 28.3 7.2 2.5 56.1 20.3 9.5 
2006 15.9 3.8 1.4 21.4 5.3 1.9 47.2 15.9 7.1 
2008 14.5 3.5 1.2 16.9 3.8 1.2 42.5 13.1 5.4 

2010
1/ 20.7 5.9 2.4 .. .. .. .. .. .. 

2012 17.2 .. .. .. .. .. .. .. .. 
Notes: 1/ The poverty rate in 2010 is based on the new GSOWB poverty line, which is defined as VND 

653,000 per person per month.  

Source: The GSOWB poverty headcount rates are from the World Bank (2012a); the dollar-a-day 

poverty rates are estimated by PovcalNet, the World Bank.  

 

These reform measures brought about remarkable achievements in the 1990s, as 

presented in the introductory chapter. The average economic growth was nearly 8 per 

cent in the 1990s, peaking at 9.5 per cent in 1995 (Figure 4.4). The poverty rates, 

whether it be the dollar-a-day poverty line or the GSOWorld Bank poverty line, 

declined sharply; for instance, from 58.1 per cent to 37.4 per cent over the period 1993 

to 1998 (Table 4.2). The share of trade volume in GDP increased dramatically from 

more than 50 per cent in 1991 to 90 per cent in 2000. The trade deficit decreased, and 

Vietnam had a surplus trade balance for sometimes between 1999 and 2001 (Figure 

4.5). Note that trade surplus may also result from an increase in exports and/or a 

decrease in imports. 
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Figure 4.4: Economic growth, trade openness, and poverty, 19912012 

 

Source: Author draws. The data on poverty lines are from Table 4.2; the data on export, import, and GDP 

are from the World Economic Outlook Database, the IMF. 

 

The economy has experienced moderate effects of external crises, as it has not yet been 

fully integrated into the world economy. Although the impacts of the Asian financial 

crisis in 1997 and the global financial crisis in 2008 slowed economic growth and 

caused foreign direct investment to fluctuate, in general the external trade and GDP per 

capita have shown steady increases (Figure 4.5). Poverty has declined throughout the 

two decades since Vietnam instituted economic reforms in 1986 (Figure 4.4). The 

reduction of poverty in Vietnam has particularly been spectacular among 14 countries in 

the 1990s.
18

 The decline of poverty by 7.8 per cent a year between 1993 and 2002 

helped to reduce the poverty rate by more than half, from 58.1 per cent to 23 per cent 

over the same period (World Bank, 2005). Although the remarkable outcomes obtained 

in economic growth and poverty reduction resulted from the combination of a sequence 

of economic policies, they might not have been achieved without opening the economy 

and conducting economic reforms. 

 

                                                 
18

 The countries in the World Bank research are Bangladesh, Brazil, Bolivia, Burkina Faso, El Salvador, 

India, Indonesia, Ghana, Romania, Senegal, Tunisia, Uganda, Vietnam, and Zambia.  

63.7 

49.7 
40.1 

28.3 
21.4 16.9 

85.3 
77.6 

68.0 
56.1 

47.2 42.5 

58.1 

37.4 
28.9 

19.5 15.9 14.5 
20.7 17.2 

0

2

4

6

8

10

12

0

20

40

60

80

100

120

140

160

180

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

G
D

P
 g

ro
w

th
 a

n
d

 F
D

I/
G

D
P

 (
p

e
r 

ce
n

t)
 

P
o

ve
rt

y 
 h

e
ad

co
u

n
t 

ra
ti

o
s 

(H
C

R
),

 t
ra

d
e

 
(X

+M
)/

G
D

P
 (

p
e

r 
ce

n
t)

 

$1.25/day 2005 PPP HCR $2/day 2005 PPP HCR GSO-WB poverty line HCR

(X+M)/GDP(per cent) FDI/GDP(per cent) GDP growth (per cent)



106 

 

The miracle of economic development since the adoption of these reforms is in fact a 

predictable outcome of the process of redirecting this inward-oriented economy into an 

outward-oriented one. Openness, thus far, works better than autarchy in the case of 

Vietnam. The reform programme initiated in 1986 has not been actually radical, because 

many elements of the centrally planned economy are still preserved, such as the 

perpetuation of the leading role of state-owned enterprises in the economy. These 

enterprises are the main source of economic inefficiency, and their official leading role 

creates an unequal playing field between the state sector and the private sector. 

 

Figure 4.5: GDP per capita, export, import, and trade balance, 19912012 

 

Source: Author draws using the data taken from the World Economic Outlook Database, the IMF. 

 

The pursuance of high economic growth by allocating tremendous resources into 

inefficient state enterprises in order to achieve policy targets may have resulted in 

increasing income inequality and unsustainable development. The Gini coefficients 

increased substantially in the 1990s and 2000s. The income gap between the poorest 

quintile and the richest quintile was only 4.1 times in 1998;
19

 this gap nearly doubled to 

8.1 times in 2002 and reached 9.4 times in 2012 (General Statistics Office, 2014). A 

comparison of the poverty maps between the end of the 1990s and the 2000s 

demonstrates that poverty has been increasingly concentrated in upland regions of 

Vietnam, including the North East and North West Mountains and parts of the Central 

                                                 
19

 Author estimated the income gap for 1998, based on the data from the Vietnam Living Standards 

Survey 1998 (VLSS 1998). 
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Highlands (Figure 4.6). This trend is consistent with what Irvin (1997) conjectures that 

Vietnam would become less poor, but also less egalitarian. In addition, Kang and Imai 

(2012) show that the effect of economic growth on poverty is higher if inequality 

remains unchanged. Although the relationship between inequality and economic growth 

is empirically inconclusive (World Bank, 2012a), inequality could be considered as an 

important dimension of poverty, as high inequality contributes to reduced life 

expectancy, poorer mental health, and higher levels of crime. The reduction of 

inequality arguably contributes to poverty reduction.   

 

Figure 4.6: Poverty mapping (per cent) in 1999 and 2009 

1999 2009 

  
Source: The World Bank (2012a). 

 

Vietnam has been amongst the countries that have a strong link between overall 

economic growth and the speed of poverty reduction (World Bank, 2005). This 

economic development continues to be highly unsustainable, however. Poor people 

benefit very little from high trade-induced economic growth: The increasing inequality 
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associated with the discrimination against the private sector and farm households may 

take its toll on economic growth. Although export development is relatively stable, the 

prices of primary exports tend to fall, and the returns from exports primarily accrue to 

state-owned enterprises because of their monopoly in key economic sectors of the 

economy. Though high economic growth theoretically generates the trickle-down effect 

that creates more jobs, state-owned enterprises receive many resources but in reality 

absorb a modest labour force. This phenomenon in Vietnam reflects the trend 

recognised by Piketty (2014) in terms of the huge wealth accumulation by the very rich, 

including the heads of SOEs, which is unlikely to promote growth and employment.   

 

4.3.2 Market Channel 

Before 1989, Vietnam had a dual price system: official business prices and free market 

prices. Price reforms under the Doi Moi programme allowed buyers and sellers to 

negotiate freely in their transactions of agricultural and industrial goods and services. 

Together with other stabilisation measures, this price reform resulted in a rapid 

reduction in shortages and the surge and reinstatement of the supplies of many essential 

products. The dual price system was gradually eliminated. Exporters could sell and buy 

at world market prices for convertible currency exports (World Bank, 1990a). 

Vietnam’s exports generally comprise primary products, whose value added is low. 

Some of the exports are rice, coffee, crude oil, coal, rubber, tea, cashew nuts, and black 

pepper (Table 4.4). Although being an important source of government revenue, the 

crude oil export does not directly benefit households, because of the government 

monopoly on oil production. This country still needs oil imports (Table 4.3). Rice and 

coffee are the main exports and also the main sources of household incomes. 

 

Trade liberalisation in agricultural production, market, and exports is essential for the 

reduction of poverty, since about 70 per cent of Vietnamese households engage in 

agricultural production. In the past, the government monopoly in procurement and 

distribution has created serious supply shortages. The government forced farmers to sell 

agricultural products to state enterprises at low prices to extract a surplus from 

agricultural production for the pursuance of its ambitious industrialisation strategy. The 

government also imposed restrictions on entering the agricultural market and on trading 

agricultural products across regions. Farmers therefore had no incentives to increase 
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output. The end of the system based on administrative procurement pricing of most 

agricultural products, along with the local trade barriers after 1989, brought about 

rapidly expanding agricultural production and markets (World Bank, 1990a). According 

to the World Bank (1993), Vietnam’s transition into a market economy occurred 

without a fall in national income. The positive response of the agricultural sector to the 

liberalisation of price and distribution largely contributed to this success. This response 

to the reforms contributed to the increase in paddy production. The significant growth 

of paddy production (26 per cent during 1987 to 1989) transformed Vietnam from a net 

rice importer before 1986 to a net rice exporter by 1989. Vietnam became the world’s 

second largest rice exporter by 1998. The liberalised prices contributed to the efficient 

allocation of resources and the effective utilisation of the economy’s comparative 

advantage. 

 

Rice production and exports have risen steadily over the two decades of the 1990s and 

the 2000s (Table 4.4). In contrast, rice prices showed a slower increase over the same 

period (Figure 4.7). This suggests that rice production and exports increased only by 

volumes, and that rice quality is improving slowly. Inefficient price transmission 

explains impoverished conditions of farm households. First, despite the liberalisation of 

prices, the state food enterprises still dominate the rice distribution system, squeezing 

farmers’ profits. Farm households benefit little from the world price changes in 

agriculture, as these mostly accrue to state food enterprises. They have no incentives to 

invest their small returns in increasing rice quality as well as rice productivity. The 

number of farm households whose rice crops exceed their home-use rice needs is rather 

low. Minot and Goletti (1998) observe that about one-third of Vietnamese households 

had net sales of rice in the 1990s. A series of surveys on farm household showed that 

the rice marketing system was inadequate and that farm households had almost no 

benefit from rice production (Central Institute for Economic Management and Institute 

of Policy and Strategy for Agriculture and Rural Development, 2007, 2011, 2013). 

Second, an important problem facing rice production and exports is the food security 

policy, which was used to prevent food shortages in the 1980s. This policy imposes 

quantity restrictions or quotas on rice exports to keep domestic rice prices low. Minot 

and Goletti (1998) point out that, although the liberalisation of rice exports in the 1990s 

improved welfare and reduced poverty, rice export quotas in Vietnam drove a wedge 
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between international and domestic rice prices. The benefits of these price differentials 

largely accrue to the state food enterprises.  

 

Table 4.3: Imports of major commodities in Vietnam, 19912009 
 Petroleum product Fertilisers Steel and irons 

Year       Quantity Price Quantity Price Quantity Price 

1991 2,572 189 2,425 101 113 221 

1992 3,075 200 1,600 200 260 400 

1993 4,095 150 925 204 656 355 

1994 4,550 153 1,495 165 725 291 

1995 4,969 172 1,471 230 .. .. 

1996 5,803 186 2,919 220 1,548 421 

1997 5,947 184 2,458 173 1,320 367 

1998 6,830 121 3,554 134 1,735 302 

1999 7,403 142 3,782 123 2,264 259 

2000 8,777 234 3,973 128 2,868 283 

2001 8,998 203 3,189 127 3,938 245 

2002 9,966 202 3,824 125 4,951 269 

2003 9,995 243 4,119 152 4,574 362 

2004 11,050 323 4,079 202 5,186 496 

2005 11,478 438 2,877 223 5,524 531 

2006 11,213 532 3,189 216 5,707 515 

2007 12,850 600 3,792 264 8,027 637 

2008 12,964 846 3,035 485 8,264 813 

2009 12,706 492 4,519 313 9,749 550 

Note: The quantities of the commodities are in thousand tonnes; their prices are in US$. 

Source: Author synthesises using the data from the World Bank’s Vietnam Development Reports 

(1998, 1999b, 2004, 2006a, 2007a, 2010b) 

 

Third, residing in remote rural areas is a major barrier for poorer farm households. 

Around 20 per cent of the poorest communes,
20

 mainly in the Mekong River Delta and 

central and northern mountainous regions, are not linked to other areas by paved roads. 

Households have difficulty delivering products to markets or accessing inputs for their 

production (Centre for International Economics, 2002a). The physical isolation of 

remote households, from having access to markets, to education, and to health services, 

has not much improved over the two decades of economic development, because 

poverty is increasingly concentrated in remote areas, especially the North East and 

North West Mountains and parts of the Central Highlands (World Bank, 2012a). In the 

future, sustainable agricultural development involves continual efforts to remove the 

remaining constraints as well as precarious policies stemmed from the CPE, put up for 

one reason or another.  

                                                 
20

 A commune is an administrative division in the rural Vietnam, which is equivalent to a ward.   
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Table 4.4: Exports of major commodities in Vietnam, 19912009 
 Rice Crude oil Coal Rubber Tea Coffee Cashew nut Black pepper 

Year Quantity Price Quantity Price Quantity Price Quantity Price Quantity Price Quantity Price Quantity Price Quantity Price 

1991 989 228 3,917 148 1,173 41 63 789 10 1,370 94 795 30 850 16 1,080 

1992 1,860 161 5,400 140 1,580 30 68 800 13 1,231 96 900 52 799 22 695 

1993 1,725 210 6,153 137 1,940 36 97 763 21 1,262 122 901 48 922 20 750 

1994 1,950 220 6,942 125 2,319 32 129 1,031 17 905 177 1,853 57 1,030 20 850 

1995 2,052 268 7,652 134 2,800 29 130 1,392 25 1,300 200 2,475 130 1,000 18 .. 

1996 3,003 285 8,705 155 3,647 32 122 1,336 21 1,397 239 1,410 130 1,000 25 .. 

1997 3,553 245 9,574 148 3,449 32 195 981 32 1,506 389 1,261 33 4,100 23 2,727 

1998 3,749 273 12,145 101 3,161 32 191 665 33 1,545 382 1,555 16 7,313 15 4,267 

1999 4,508 227 14,882 141 3,260 29 265 555 36 1,250 482 1,214 18 5,978 35 3,914 

2000 3,477 192 15,424 227 3,251 29 273 607 56 1,250 734 683 34 4,892 37 3,943 

2001 3,729 168 16,732 187 4,290 26 308 539 68 1,150 931 420 44 3,474 57 1,601 

2002 3,241 224 16,879 194 6,049 26 449 597 75 1,103 719 449 62 3,358 77 1,399 

2003 3,813 189 17,143 222 7,246 25 433 872 60 1,002 749 674 84 3,390 74 1,416 

2004 4,060 234 19,501 291 11,624 31 975 658 99 961 975 658 105 4,150 112 1,362 

2005 5,250 199 17,967 410 17,986 37 587 1,370 88 1,103 892 824 109 4,610 109 1,381 

2006 4,643 275 16,419 503 29,307 31 708 1,817 106 1,045 981 1,241 127 3,973 117 1,632 

2007 4,558 327 15,062 564 31,948 31 715 1,948 114 1,143 715 2,674 153 4,287 83 3,269 

2008 4,742 610 13,752 753 19,355 69 658 2,436 104 1,407 1060 1,993 165 5,510 90 3,448 

2009 5,958 447 13,373 463 24,992 53 731 1,677 134 1,338 1,184 1,462 177 4,779 134 2,593 

Note: The quantities of the commodities are in thousand tonnes, and their prices are in US$. 

Source: Author synthesises using the data taken from the World Bank’s Vietnam Development Reports (1998, 1999b, 2004, 2006a, 2007a, 2010b) 
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Figure 4.7: Export prices and production of rice and coffee, 19912009 

 

Source: Author draws using the data from Table 4.4. The data on GDP per capita are from the World 

Economic Outlook Database, the IMF. 

 

Coffee exports have also risen over time. The initial cost of coffee production is 

generally relatively higher than that of rice production, and coffee exports also 

experience wide world price fluctuation. Most poor households cannot usually afford 

coffee production. Although coffee production and exports are not subject to 

government monopoly, the capability of coffee products to compete in the world coffee 

market is still low. As with rice exports, Vietnam has become the world’s second largest 

coffee exporter in terms of volume only. Though the liberalisation of prices in 

agriculture in the 1990s improved household welfare and contributed to poverty 

alleviation, the existing inadequate trade policy in agriculture constrains agricultural 

development and exports. Despite the steady increase in GDP per capita, poor farm 

households are unlikely to benefit from agricultural production and growth. 

 

4.3.3 Employment Channel 

Before Doi Moi, according to the World Bank, most of the population was employed in 

the public sector. However, the vast majority of Vietnamese families were not 

dependent on enterprises for income and subsistence, as the Vietnamese society has 

been largely rural and agricultural. An important goal of Vietnam’s previous 
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development strategy was its centrally planned industrialisation, which was biased 

towards heavy industries. This industrialisation was financed by extracting a surplus 

from the agricultural sector through low procurement prices for agricultural products, 

and by foreign assistance from the Soviet Union and other socialist countries. The 

government’s pursuance of the capital-intensive industrialisation strategy, to lay the 

foundation for the acceleration of the socialist economy, consumed the country’s huge 

resources but generated few jobs. The failure of the centrally planned economy to create 

sufficient productive jobs was one of the main motivations for the shift to a market 

system.  

 

The government needed to rely on the private sector for the creation of jobs. However, 

the private sector is in fact not strong enough and faces many constraints and much 

discrimination in favour of SOEs, as discussed earlier. As a result, the public sector lay-

offs exacerbate the existing serious unemployment problem in the short term. Due to the 

increasing share of the private sector, which accounts for over two-thirds of GDP, 

transitional unemployment during the structural adjustment is reduced. The private 

sector, overwhelmingly small-scale enterprises, engages in agriculture, manufacture of 

non-capital intensive consumer goods, trade, and services (World Bank, 1990a, 1993). 

This sector has been a key source of job creation. A large share of the unskilled in the 

labour force is, however, the main constraint on the labour market. 

 

As Vietnam is an agrarian economy, about 70 per cent of the Vietnamese workforce is 

engaged in agriculture (Figure 4.8). This ratio tends to decline over time, as the industry 

and trade sectors are growing and agricultural productivity is increasing. About one and 

a half million new entrants join the labour force annually. Job creation is seen as one of 

the main ways out of poverty (World Bank, 2007a). The paradox in the labour market is 

that the SOEs absorb only around 9.5 per cent of total employment, despite receiving 

enormous resources, performing inefficiently, and competing badly in export markets. 

In contrast, non-state enterprises, which typically have difficulty in accessing resources, 

performing efficiently, and competing well in the world market, account for more than 

90 per cent of total employment (Table 4.5). In the state sector, the relatively high 

annual growth rate of real wages in agriculture can contribute to reducing poverty, since 

poor people are mostly engaged in agricultural activities. This sector covers only a 
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modest part of Vietnam’s employment. According to Gallup (2004), family farms and 

small household enterprises are the main sources of income in Vietnam, and much of 

the initial change from the Doi Moi occurs in these enterprises. After 1989, these 

enterprises belonged to the private sector. Generally, the development of the private 

sector, particularly the micro and small household enterprises, is by far the most 

effective way of reducing poverty, as these are the focus of most reform plans, including 

trade policy reforms. 

 

Figure 4.8: Employment structure by sector, 19922006 

 

Source: Author draws using the data from the IMF (1998, 1999, 2000, 2003, 2006c, 2007) 

 

The adopted export-oriented growth strategy has had an impact on employment. A 

simple way to link trade liberalisation with employment is to estimate the employment 

elasticities of growth (EEGs), on the grounds that Vietnam’s economic growth is trade-

induced. Even with other likely explanatory factors, these indicators mean that for a 

given increase in output levels, the higher the employment elasticities of growth, the 

higher the rate of growth of employment. Warren-Rodriguez (2009) posits that the EEG 

estimates are very close to those using the more standard econometric methods. The 

EEGs for Vietnam are 0.35, and positive throughout the period 19922006 (Table 4.5 

and Figure 4.8). These indicators, however, show an upward trend in the 1990s and a 

downward trend in the 2000s, somehow demonstrating an increasingly worn-out ability 
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to absorb the growing labour force since 2000. These results are consistent with those 

obtained by Pham, et al. (2009) and Warren-Rodriguez (2009). 

 

Adding to the tradeemploymentpoverty picture, Jenkins (2004) finds that the growth 

of exports has a positive effect on employment, while the increase in import 

competition has a negative impact on employment in Vietnam. As labour productivity 

rises over time, the employment effect of exporting is reduced considerably (Heo and 

Nguyen, 2009). McCaig (2009) identifies three labour market channels from the 

USVietnam BTA for poverty alleviation at the provincial level. Provinces that are 

more exposed to tariff cuts experience increases in provincial wage premiums for low-

skilled workers, faster movement into wage salaried jobs for low-skilled workers, and 

more rapid job growth in formal enterprises. Similarly, Fukase (2013) finds that those 

provinces more exposed to export increases experience a relatively larger wage growth 

for unskilled workers, confirming the existence of a Stolper-Samuelson type effect. 

 

In summary, the openness of the economy has a positive impact on employment, due to 

the expansion of markets. Trade liberalisation in agriculture and industry increases the 

demand for labourers, especially low-skilled workers, which improves incomes and 

reduces poverty. Discrimination against the private sector, the primary solution for 

unemployment, will nevertheless impinge on the employment effects of trade 

liberalisation. Oostendorp, et al. (2009) find that non-farm household enterprises, which 

were affected by trade liberalisation in the period 19932002, increased income and 

reduced inequality between households. In reality, these enterprises are unlikely to play 

their expected role in the economy, especially in urban areas. If Vietnam implements 

the commitments made when entering the WTO, then the minimum wage faced by 

domestic enterprises is forced to rise to catch up with the minimum wage paid by 

foreign companies. This will take its toll on the economy’s ability to create jobs (World 

Bank, 2007a). In the labour market, the important determinant of the labour force is 

education, which has played a significant role in the successful development of Vietnam 

over the last twenty years (World Bank, 2013).  
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Table 4.5: Employment and wages by sector, 19922006 

 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006   

Item Employment by sector   

Employment by sector(per cent )  100 100 100 100 100 100 100 100 100 100 100 100 100 100 100   

State 9.4 9.0 8.7 8.8 8.8 9.5 9.6 9.5 9.3 9.3 9.5 9.9 9.9 9.5 9.2   

Nonstate 90.6 90.9 91.3 91.2 91.2 90.5 90.4 90.5 90.7 90.7 90.5 90.1 90.1 90.5 90.8   

Employment elasticity of growth (EEGs)                 

Employment growth rate 2.70 2.80 2.90 2.70 3.50 2.20 2.10 2.10 4.50 2.50 2.50 2.70 2.50 2.30 1.9   

GDP growth rate 8.70 8.08 8.83 9.54 9.34 8.15 5.77 4.77 6.79 6.90 7.08 7.34 7.79 8.44 8.23   

EEGs 0.31 0.35 0.33 0.28 0.37 0.27 0.36 0.44 0.66 0.36 0.35 0.37 0.32 0.27 0.23   

 State sector average nominal wage (amount in ‘000VND)   

State sector average                  

nominal wage (‘000VND) 177.1 274.0 390.0 478.0 543.0 642.0 697.0 729.0 850.0 954.0 1069 1247 1421 1651 ..   

Industry 236.3 371.0 576.0 754.0 708.0 841.0 898.0 947.0 1322 1548 1703 1925 1867 2198 ..   

Construction 214.4 358.0 417.0 499.0 573.0 738.0 807.0 794.0 861.0 961.0 1104 1261 1361 1960 ..   

Agriculture, forestry 160.2 206.0 287.0 366.0 422.0 480.0 514.0 564.0 680.0 590.0 740.0 988.0 1250 1031 ..   

Transportation 290.9 407.0 554.0 879.0 1018 1132 1304 1258 1525 1667 1910 2278 2433 2345 ..   

Trade 210.4 290.0 403.0 490.0 582.0 688.0 742.0 768.0 884.0 962.0 1127 1323 1468 1653 ..   

Education 114.1 214.0 349.0 310.0 329.0 405.0 451.0 501.0 615.0 725.0 783.0 1016 1115 1293 ..   

Science 102.4 183.0 294.0 361.0 505.0 555.0 673.0 585.0 693.0 778.0 895.0 1051 1165 1597 ..   

Culture, arts, and sports 115.0 194.0 311.0 347.0 400.0 453.0 540.0 520.0 607.0 718.0 815.0 994.0 1082 1321 ..   

Public health 114.0 186.0 300.0 327.0 363.0 440.0 480.0 508.0 623.0 725.0 797.0 950.0 1024 1228 ..   

State management 132.3 203.0 328.0 357.0 380.0 435.0 449.0 458.0 580.0 659.0 691.0 797.0 898.0 1093 ..   

Financial intermediation 109.0 334.0 681.0 807.0 940.0 .. .. 1142 1454 1804 1935 2321 2791 2746 ..   

 State sector average real wage growth (per cent)   

State sector average real                    

wage growth (per cent) 22.6 43.0 30.1 4.3 7.5 13.5 8.1 0.3 18.4 12.8 7.7 13.1 5.8 7.3 ..   

Industry .. .. 41.7 11.6 -11.1 14.0 6.4 1.1 41.8 17.5 5.8 9.6 -10.0 8.7 ..   

Construction .. .. 6.7 1.9 8.5 23.9 8.8 -5.7 10.1 12.1 10.4 10.7 0.2 33.0 ..   

Agriculture, forestry .. .. 27.3 8.9 8.9 9.3 6.7 5.2 22.5 -12.9 20.7 29.3 17.5 -23.8 ..   

Transportation .. .. 24.3 35.2 9.6 6.7 14.8 -7.5 23.2 9.7 10.2 15.6 -0.8 -11.0 ..   

Trade .. .. 27.3 3.6 12.3 13.6 7.4 -0.7 16.9 9.2 12.7 13.7 3.0 4.0 ..   

Education .. .. 47.1 -10.2 0.5 18.4 10.8 6.5 24.7 18.4 3.9 25.6 1.9 7.1 ..   

Science .. .. - -11.9 32.3 5.5 20.9 -16.6 20.3 12.8 10.6 13.7 2.9 26.6 ..   

Culture, arts, and sports .. .. - -4.8 9.0 8.8 18.7 -7.7 18.6 18.8 9.1 18.3 1.1 12.7 ..   

Public health .. .. 46.9 -7.0 5.0 16.4 8.8 1.5 24.5 17.0 5.6 15.6 0.1 10.8 ..   

State management 29.3 41.8 47.5 -7.3 0.7 10.1 2.8 -2.2 28.7 13.9 0.9 11.8 4.6 12.4 ..   

Financial intermediation .. .. - 0.9 10.2 .. .. .. 29.4 24.5 3.1 16.3 11.6 -9.2 ..   

Consumer price inflation .. .. 9.4 17.4 5.7 4.1 0.4 4.3 -1.6 -0.4 4.0 3.2 7.7 8.3 ..   

Source: Author computes and synthesises from various IMF Country Reports on Vietnam (1998, 1999, 2002, 2003, 2006c, 2007) 
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4.3.4 Government Revenue Channel 

The fourth channel in Winters’ framework is the impact of trade liberalisation on 

poverty through government revenue from trade taxes. Under the old economic system, 

the government allocated the state budget to economic units based on the national 

planning process. Surpluses generated by economic units were delivered to the national 

treasury. Households and the private sector were excluded from the budget allocation 

(World Bank, 1991). The main government revenue was largely from SOE transfers and 

foreign aid, and taxes on trade included only the non-commercial import tax. Trade 

taxes contribute to government revenue and are likely to influence public expenditure 

only during the transitional period.    

 

The proportions of trade taxes, tax revenue, and social expenditure in GDP peaked in 

the mid-1990s (Figure 4.9), probably because of the export boom and high economic 

growth. Simultaneously and interestingly, the unemployment rate dropped considerably 

to about 6 per cent in the mid-1990s, from over 10 per cent in the early 1990s. These 

results are consistent with the previous analysis of the impact of trade liberalisation on 

employment in the 1990s. The trade tax share declined throughout the second half of the 

1990s, reflecting the implementation of the commitments to the AFTA. Meanwhile, tax 

revenue fell sharply in the late 1990s, probably due to the impacts of the Asian financial 

crisis. The steady increase in tax revenue from 1999 up until the 2008 financial crisis 

may have resulted from the reconstruction of the domestic tax system.  

   

The decline in the trade tax share in GDP from 2002 to 2006 may mirror the effects of 

the VietnamUS BTA in 2001 and the accelerated preparation for acceding to the WTO 

in 2007. The rise of the trade tax proportion after participating in the WTO may 

demonstrate that Vietnam is expanding export markets. Over the two decades, the 

employment rate tended to decline; social expenditure was little affected by the external 

crises and appeared to increase; and GDP per capita increased steadily. As a result, trade 

reforms reflected by changes in trade tax appeared unrelated to the improvement in 

welfare and employment. The share of social expenditure in GDP was approximately 

7.8 per cent on average, and appeared to increase over time (Figure 4.10). In the 

government budget for social expenditure, social subsidies accounted for some 2.9 per 

cent on average. The government averaged the expenditure on education at about 2.5 
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per cent. The expenditure for both social subsidies and education tended to increase 

slightly over time.  

 

Figure 4.9: The share of tax revenue, trade tax, social expenditure in GDP, 

unemployment rate, and GDP per capita, 19912012 

 

 

Source: Author draws. The unemployment rate and GDP per capita are from the World Economic 

Outlook Database, the IMF; trade tax/GDP from the World Bank (1998, 1999b, 2004, 2006a, 2007a, 

2010b). 

 

In addition to government spending for social security and education, the state 

expenditure on health was very modest: only 1 per cent of GDP on average over the two 

decades. With respect to provincial budget allocation, the Budget Law, which came into 

effect in 2004, marked a big milestone in the process of administrative decentralisation. 

The state budget allocation to provinces is based on some criteria, including mainly 

population, development, geography, and administration. These four criteria, which take 

into consideration the local poverty plight, were reflected in targeted national 

programmes such as the 135 programme, which aims to support disadvantaged and/or 

poor communes. In addition, net budget transfers, defined as the differential between 

the state budget that the central government provides for provinces and the tax revenue 

that provinces deliver to the central government, are highest for the poorest provinces. 

The correlation between net transfers and poverty rates has been positive and has 

become stronger over time (World Bank, 2007a). 
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Figure 4.10: Government expenditure on health, education, and social security, 

19912009 

 

Source: Author draws using the data from the World Bank (1998, 1999b, 2004, 2006a, 2007a, 2010b). 

 

This analysis generally indentifies no significant link between trade taxes and tax 

revenue, or between tax revenue and social expenditure. The common prediction, that a 

fall in government revenue caused by the reduction of tariff barriers leads to pruning 

social expenditures on education, health, and social security, appears not to occur in the 

Vietnam case. In reality, huge efforts and resources have been contributed to reducing 

poverty and improving standards of living. This is discernibly consistent with what 

Winters conjectures: that public spending is unlikely to be reduced as a consequence of 

trade policy reforms.       

 

Overall, high economic growth increased the average incomes and standards of living of 

households, including the poor. The liberalisation of the agricultural market helped 

legions of poor households to escape poverty. Industrial development, as a result of the 

open policy, has provided the poor with numerous opportunities of employment. The 

flow-on from liberalising the export sector moved through an improved trade balance to 

an increased government budget and on to an expanded public expenditure. Trade 

liberalisation, therefore, seems to have had an enormous impact on Vietnam’s economy. 
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4.4 CONCLUSIONS 

 

This chapter has systematically explained the effects of trade liberalisation on poverty in 

Vietnam over the past three decades. The analysis is carried out using Winters’ 

analytical framework. The study provides evidence that trade liberalisation has affected 

welfare and poverty in Vietnam through economic growth, market, employment, and 

government spending. First, the openness of the economy has brought about 

fundamental changes in the outcomes of economic development, especially economic 

growth and poverty reduction. Second, the main drive for the export boom in the mid-

1990s was the liberalisation in prices and agricultural trade. Third, unemployment 

declined sharply in the mid-1990s, decreasing throughout the 1990s and the 2000s. This 

suggests that job creation has risen along with the process of trade liberalisaiton. Fourth, 

no clear-cut relationship between trade policy reforms and public expenditure is 

identified. In practice, the efforts and resources for poverty reduction have risen over 

time, regardless of the economic situation of the economy. Fifth, the economic and 

trade reforms institutionalised in 1986 were not radical. Consequently, their effects on 

the economy are both transient and unsustainable. The economy has shown signs of 

exhaustion in the more recent stages of its development.  

 

This analysis of the tradepoverty relationship in Vietnam has demonstrated the crucial 

role of trade liberalisation in achieving high economic growth, a reduction in 

unemployment and poverty, and an income rise after liberalising the economy. Despite 

these achievements in the past, the process of trade liberalisation appears not to have 

been effective. In reality, while the increase in rice exports by volume has made 

Vietnam one of the major rice export countries in the world, Vietnamese farm 

households remain typically poor. This paradox suggests some inadequacy of 

agricultural trade policies that relate directly to exports. Underdeveloped institutions 

will impede Vietnam’s economic development, particularly by impinging on the 

channels through which trade liberalisation affects welfare and poverty. Vietnam needs 

to take radical and appropriate steps to reform agricultural production and market 

distribution, primarily by removing the monopoly of SOEs on the rice business. 
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APPENDIX  

Table A4.1: Three decades of trade and economic reforms in Vietnam, 19812010 

Year Reform type Main trade and economic reforms  

 

Stage I, 19811990: The renovation phase  

1981 Trade  “100” Contracting (product contracting) for farm households  

1985 Other  Price, wage, and money reform  

1986 Other  The Sixth Party Congress initiated a renovation program, “Doi Moi”.  

1987 Other  Launched and accelerated the first Foreign Investment Law for open-door 

policy 

 Issue of Land Law to establish private use of allocated land in agriculture 

 Establishment of a central treasury to control the budget 

 

1988 Trade   Termination of government monopoly on foreign trade 

 Relaxation of restrictions on establishment of foreign trading 

organisations 

 Liberalisation of foreign exchange control on retention of foreign 

exchange,  

 Permission for opening foreign currency account, and the use of transfers 

to pay for imports and repay foreign loans 

 Devaluation of trade and invisible payments exchange rates 

 Introduction of Law on Import and Export Duties with customs tariff 

 

 Other  Establishment of two-tier banking system 

 End of cooperative method of agricultural production 

 Permission of long-term land use rights for farm households 

 Adoption of Resolution 10 on agricultural land-use rights of farm 

households 

 Official policy on encouragement of private enterprises  

 

1989 Trade  Removal of two-price system, price control, and nearly all forms of direct 

subsidisation of production 

 Abolition of quotas for most commodities, except for 10 export and 14 

import commodities.  

 Unification of foreign exchange rate system 

 End of all budgetary export subsidies 

 

1990 Trade  Introduction of sales tax, turnover tax, and profit tax   

 Other  Amendment of Foreign Investment Law 

 Approval of Law on Central Bank, State-owned banks and credit 

institutions 

 Introduction of Laws on Private Enterprises and Companies  to establish 

legal basis for sole proprietorships, liability limited and shareholder 

business entities  

 

  

Stage II, 19912000: The economic boom phase  

1991 Trade  Promulgation of regulation on setting up export processing zones (EPZ) 

 Reduction of rice export duty from 10 to 1 per cent 

 Duty exemption for imported inputs used to produce exports 

 Approval of new Law on Import and Export Duties, distinguishing normal 

tariffs from preferential ones   

 Private companies were entitled to export and import directly 

 Openness of foreign exchange trading floors at the state bank of Vietnam 

 

 Other  Ordinance on Civil Contracts establishes legal basis for most forms of 

contract 

 Banks’ embarkation on providing loans to households.    

 

    

  Contd.  
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Table A4.1: Continued  

1992 Trade  Introduction of harmonised system of tariff nomenclature (HS) 

 Trade agreement with European Union 

 

 Other  Amendment of foreign investment law, introducing built operate transfer 

(BOT) concept for infrastructure projects  

 Adoption of New Constitution that officially recognised the multi-sector 

economy and property rights 

 Experiments with equitisation of SOEs 

 Start of Hunger Elimination and Poverty Reduction programme (HEPR) 

 

1993 Trade  Removal of the United State’s embargo against Vietnam 

 Introduction of 90 day duty suspension system for inputs into export 

production 

 Participation in Customs Cooperation Council 

 Adoption of United Nation layout key for customs declaration  

 

 Other  Amendments of Land Law allowing agricultural land use rights to be 

transferable and use as collateral  

 Approval of Bankruptcy Law and Environment Law  

 

1994 Trade  Vietnam gains GATT observer status 

 Removal of export shipment licenses for all commodities except rice, 

timber, and petroleum  

 Elimination of import permits for all but 15 products 

 Introduction of interbank foreign exchange market 

 Expansion of export duty exemption to suspend duty payments for 90 

days 

 

 Other  Establishment of economic courts 

 Enactment of Labor Code 

 Introduction of Law on Promotion of Domestic Investment 

 National programme for safer water and environmental sanitation 

launched 

 

1995 Trade  Vietnam joins ASEAN and accedes to protocols of AFTA membership 

 Promulgation of the 1996 list of goods under the CEPT of AFTA 

 Application for WTO member 

 Only rice left in the coverage of export quotas  

 Only seven commodities in the range of goods subject to import quota 

management 

 Increase of export tax rates on 11 products 

 Elimination of requirement for import permits on a by shipment basis for a 

wide range of consumption and capital goods    

 

 Other  Approval of Law on State Enterprises 

 Enactment of Civil Code to lay the foundation for market economy and 

legal protection of industrial property rights 

 

1996 Trade  Reduction of goods managed by import quota to six by the import-export 

policy decision for 1996 

 Lift of inward foreign exchange remittance 

 New Law on Foreign Investment reducing scope of import duty 

exemptions for foreign investment projects 

 Promulgation of the 1997 list of commodities under the CEPT of AFTA 

 

 Other  Issue of regulations on industrial property rights protection 

 Introduction of Law on State Budget 

 

1997 Trade  Promulgation of decree allocating rice export quotas to provincial 

authorities as well as agencies under central management  

 Abolition of all barriers against domestic trade in rice Private enterprises 

granted licenses to rice export subject to certain conditions 

 Prohibition of sugar imports 

 Introduction of import stamp system for anti-smuggling  

 

 Other  Promulgation of Laws on Credit Institutions, State Bank of Vietnam, 

Cooperatives 

 Adoption of National Action Plan for Women Advancement 
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Table A4.1: Continued  

1998 Trade   Abolition of trade licenses 

 Replacement of quotas or licenses by tariff for most consumer goods  

 Amendment to import/export tax law introducing 3-schedule tariff, and 

provision for antidumping and countervailing duty 

 Reduction of highest tariff rate to 60 per cent 

 Abolition of minimum price list for valuation of imports by foreign 

invested enterprises 

 Announcement of decision to allocate rice export and fertiliser import 

quotas to private sector enterprises 

 Exemption of export tax on rice (0 per cent) 

 Permission for opening saving account in foreign currency 

 Surrender requirements of 80 per cent of foreign exchanges 

 Permission to export products not specify in investment license for foreign 

invested enterprises 

 Authorisation to forwarding and swapping exchange transactions 

 Promulgation of the 1998 list of goods under the CEPT for AFTA, 

completing coverage of inclusion list      

 

 Other  Introduction of taxpayer identification numbering system 

 Introduction of National Target Employment programme 

 Approval of Grassroots Democracy Decree 

 Introduction of the National Target Programme on  Hunger Eradiation and 

Poverty Reduction (the 133 programme or HEPR) 

 Introduction of the 135 programme to support most difficult communes 

(19982005) 

 

1999 Trade  Decree 57 liberalising rights to export and import 

 Release of new tariff with smaller range and rates 

 Surrender requirements eased to 50 per cent of foreign exchanges 

 Decree 254 to add to list of conditional imports 

 

 Other  Approval of New Enterprise Law 

 Introduction of Value added Tax (VAT) 

 Acceleration of SOE equitisation programme 

 

2000 Trade  Signing the VietnamUS BTA  

 Other  New Enterprises Law comes into effective 

 Openness of the Vietnam Stock Exchange 

 

  

Stage III, 20012010: The WTO membership phase  

2001 Trade  Introduction of the first trade policy road map for 200105 (Decision 

46/2001/QD-TTg) 

 The Vietnam-US BTA comes into effect 

 All domestic enterprises can now freely trade all commodities, except 

those prohibited or under specialized management 

 Abolition of quotas on rice exports and fertiliser imports 

 Surrender requirements eased to 40 per cent of foreign exchanges  

 

 Other  Ninth Communist Party Congress adopts the Ten-Year Socio-Economic 

Strategy 20012010 

 

2002 Trade  Decision No. 35/2002/QD-TTg to promulgate Government Action 

Program for implementation of the Vietnam-US BTA  

 Surrender requirements eased to 30 per cent of foreign exchanges 

 

 Other  Foreign invested enterprises (FIEs) were granted the right to export goods 

beyond their permitted list  

 

2003 Trade  Announcement of the list of CEPT implementation 20032006 in 

accordance with the ASEAN Harmonised Tariff Nomenclature 

 Introduction of tariff rate quotas for certain agricultural products (raw and 

condensed milk, poultry eggs, maize, cotton, tobacco materials, and salt) 

 Only sugar and petroleum subject to quotas  

 

    

  Contd.  
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Table A4.1: Continued  

2004 Trade  Abolition of the 20 per cent VAT rate, resulting in a three-band VAT 

system of 0, 5, and 10 per cent  

 Removal of surrender requirements of foreign exchanges 

 

 Other   Introduction of Law on Competition 

 Amendment to Credit Institution Law, Bankruptcy Law 

 

2005 Trade  Vietnamese Law on Competition (VLC) comes into effect 

 Introduction of Import-Export Law, Commercial Law, Intellectual 

Property Law 

 Acceptance of Article VIII of the IMF to maintain an exchange system 

free of restrictions on payments and transfers 

 

 Other   Introduction of Anti-Corruption Law, Commercial Law, Intellectual 

Property Law, and Environment Law 

 Amendment to Investment Law, Enterprise Law, and Education Law  

 

2006 Other  Introduction of Stock Market Law, Social Insurance Law, Gender 

Equality Law, and Residence Law 

 Amendment to Labour Code 

 

2007 Trade  Obtainment of WTO membership 

 Permission of trade rights for foreign traders without commercial presence 

in Vietnam (Decree No. 90/2007/ND-CP)  

 

 Other   Introduction of Personal Income Tax Law  

2008 Trade  Decree No. 75/2008/ND-CP of price management  

 Other  Reduction of corporate income tax (CIT) to 25 per cent from 28 per cent  

2009 Trade  Amendment to Law on Excise Duty removing differentials tax between 

domestically produced and imported goods 

 

 Other  Personal Income Tax came into effect 

 Introduction of Royalty Tax 

 

2010 Other  Introduction of Law of State Bank of Vietnam 2010, Non-Agricultural 

Land Use Tax, and Environment Protection Tax 

 

2011 Trade  Adoption of “Import-Export Strategy for the Period 20112020 with a 

vision towards 2030” 

 

 Other  Decision 732 approving the tax reform strategy for the period 20112020 

regarding tax policy and tax management  

 

Source: Author’s synthesis based on the Centre for International Economics (1999), the National Centre 

for Social Sciences and Humanities (2001), Athukorala (2005), the United Nations Environment 

Programme (2005), Vo (2005), and the WTO (2013a, 2013b). 
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Chapter 5 

GROWTH, TRADE AND POVERTY IN VIETNAM: AN 

ELASTICITY APPROACH 

 

 

5.1 INTRODUCTION 

 

 

This chapter investigates the first channel in Winters’ framework, the effects of 

economic growth on poverty. The 1980s and 1990s witnessed the transition of several 

developing countries from closed or semi-closed to open, market economies, such as 

Bangladesh, Bolivia, Brazil, India, Indonesia, Ghana, Uganda, and particularly 

Vietnam. These countries demonstrated a strong relationship between overall economic 

growth and the speed of poverty reduction. Vietnam has been amongst the economies 

that have achieved a remarkable reduction in poverty during the process of high 

economic growth (World Bank, 2005). Economic growth has contributed much to its 

economic development. As reviewed in Chapter 4, the renovation programme in 1986 

has subsequently attained several important economic outcomes. The economy achieved 

an annual average economic growth of nearly 8 per cent in the 1990s and 7 per cent in 

the 2000s. High economic growth in the 1990s and 2000s appears to have contributed to 

the substantial decline in poverty at both aggregate and provincial levels. The rate of 

poverty dropped sharply, from 58.1 per cent to 37.4 per cent over the period 

19931998, and this trend tended to continue until 2008 (Table 4.1). As noted, Vietnam 

has become a lower middle-income country in 2010 with a per capita income of 

approximately US$ 1,130 per annum.  

 

Although several open economies have succeeded in attaining high economic growth 

and reduction in poverty, development economists acknowledge that the relationship 

between economic growth and poverty is difficult to establish, primarily because the 

poor benefit from economic growth indirectly through the trickle-down effect (Kakwani 

and Pernia, 2000; Pernia, 2003). As discussed in Chapter 2, Section 2.4, some studies 

provide evidence that growth is good for the poor (Dollar and Kraay, 2002, 2004). One 
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of the methods used to examine the effects of growth on poverty is to measure the 

growth elasticity of poverty. The studies of the growthpoverty relationship using the 

growth elasticity of poverty provide various estimates of the elasticity, ranging from 

0.84 (Ram, 2011) to 3.12 (Ravallion and Chen, 1997). According to the World Bank 

(2001b) and the UNDP (2003), a typical estimate of growth elasticity of poverty is 2: 

each one-percentage increase in average per capita income reduces the poverty rate by 2 

per cent. Pernia (2003) estimates the elasticity for some developing countries (Korea, 

Lao, Philippines, Thailand, and Vietnam) in the 1990s, finding it to be 1 for Vietnam; 

that is, the one-to-one inverse relationship between growth and poverty. This estimate 

for Vietnam was relatively low compared with Korea (3.1), Philippines (2.5), and 

Thailand (3.1). Some later studies, however, argue for rather low estimates of the 

elasticity (Ram, 2006, 2011; Kalwij and Verschoor, 2007). Most of the previous studies 

examining the effect of growth on poverty in Vietnam have used household data until 

the 1990s. Contemporary evaluation of the effect of growth on poverty, based on more 

recent data, would be useful for policymakers, in that it would help them to devise 

appropriate strategies for the reduction of poverty. 

 

This chapter re-examines the growth elasticity of poverty for Vietnam using the data for 

the 1990s and the 2000s. This study differs from the previous research on two counts. 

Firstly, it uses the latest national accounts data drawn from the Statistical Yearbooks of 

Vietnam and the VHLSSs for the two decades to estimate this elasticity. Secondly, it 

extends the analysis by examining the growth and internal trade elasticity of poverty at 

the provincial level, using a provincial panel data set constructed from the VHLSSs. 

The rest of this chapter includes three sections. Section 5.2 explains the methods and 

data used for estimating the growth elasticity of poverty. Section 5.3 estimates and 

analyses the effect of growth and trade on poverty. Section 5.4 concludes the chapter 

and draws policy implications. 

   

5.2 METHODS AND DATA 

 

The growth elasticity of poverty can be estimated by the simple definition of elasticity 

or by regressing the log of poverty rate on the log of a measure of welfare. The common 
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measures of welfare are income or consumption expenditure, based on a monetary 

approach. The estimation can be based either on survey data or on national accounts 

data. These different sources of data are likely to provide different results of estimates 

of the elasticity, both for the level of private consumption expenditure per capita and for 

growth. In addition, these estimates are subject to statistical errors. The advantage of 

using surveys is that welfare growth is directly calculated from household income or 

consumption per capita, whereas growth based on national accounts data captures much 

more than household income, including several types of spending, which do not 

necessarily belong to households. It should be noted that growth rates measured by 

survey data can also overestimate the correlation between growth and poverty reduction 

because of survey measurement errors (Ravallion, 2003, 2004b; Deaton, 2005). 

 

For national accounts data, the growth elasticity of poverty is estimated by dividing the 

percentage change in poverty by the percentage change in per capita GDP for a certain 

period or periods. For household survey data, the mean per capita expenditure and 

poverty measures, whether it be the incidence, the depth, or the severity of poverty, are 

first estimated at several data points, and then the elasticity is estimated as above. 

However, the elasticity estimated by this method has some shortcomings. Klasen and 

Misselhorn (2006) point out that the percentage change in poverty reduction and growth 

elasticity can be easily misunderstood. If the initial poverty headcount is rather low, a 

small absolute reduction in poverty can make a large percentage change in poverty. 

They argue that the policymakers may be more interested in percentage point changes 

than in per cent changes in poverty reduction. They suggest the use of the alternative 

semi-elasticity measure. The method for estimating growth semi-elasticity of poverty is 

the same, but it uses absolute changes instead of percentage changes in poverty. 

 

Table 5.1: Categories of pro-poor growth index 

Classification Pro-poor growth index (PGI) 

Growth is anti-poor  PGI < 0 

Growth is weakly pro-poor 0 <  PGI  0.33 
Growth is moderately pro-poor 0.33 <  PGI  0.66 
Growth is pro-poor 0.66 <  PGI < 1 
Growth is highly pro-poor 1   PGI  
Source: Kakwani and Pernia (2000). 
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The growth elasticity of poverty is commonly used to examine whether the economic 

growth is pro-poor or not. According to Kakwani and Pernia (2000) and Pernia (2003), 

this elasticity comprises both the growth effect and the inequality effect. The total 

change in poverty can be decomposed into the effect of growth when the income 

distribution does not change and the impact of income distribution when total income is 

constant. The pure growth effect is negative since positive growth alleviates poverty, 

holding inequality constant. The inequality effect can be negative or positive depending 

on whether inequality is growth-improving or growth-worsening. The pro-poor growth 

index is the ratio of the growth elasticity of poverty to the growth effect. Whether 

growth is pro-poor or not depends on the values of the pro-poor growth index, as 

classified in Table 5.1. The remarkable development of Vietnam’s economy in the 

1990s, with the economy experiencing high economic growth and remarkable reduction 

in poverty, provides a good indication of the link between growth and poverty. 

 

5.3 PRO-POOR GROWTH IN VIETNAM  
 

The study uses Vietnam’s national accounts data and the VHLSS data to estimate the 

growth elasticity for Vietnam. The analysis is first undertaken in terms of the 

conceptual definition of elasticity, and the national accounts data are used to compute 

the growth elasticity of poverty (GEP), growth semi-elasticity of poverty (GSEP), and 

the pro-poor growth index. The analysis based on the definition of elasticity is followed 

by the estimation of the poverty model using the data drawn from the VHLSSs. This 

study then extends to analysing the impact of local trade on poverty, using a poverty 

regression model and the provincial panel data compiled from the VHLSSs from 1998 

to 2008.   

   

5.3.1 Estimates of GEP, GSEP at Aggregate Level 

5.3.1.1 Estimates based on national accounts data 

Vietnam has had a remarkable achievement in the reduction in poverty. The 

poverty headcount ratio has decreased and GDP per capita has increased steadily over 

the last two decades (Table 5.2). As a result of the Doi Moi reforms, poverty dropped 

remarkably from 58.1 per cent in 1993 to 37.4 per cent in 1998. The GEP for this period 

was 0.95; that is, holding other factors constant, for every one-percentage increase in 
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GDP per capita, poverty falls by 0.95 per cent on average. The elasticity peaked at 2.5 

per cent in 2004, and then tended to decline. This trend is consistent with the process of 

economic development in Vietnam. In the early 2000s, the economy was relatively 

stable with low inflation. In this period, economic reforms had been accelerating to 

prepare for joining the WTO. Hence income growth benefits the poor and contributes to 

the reduction of poverty. In the later stages, however, the 2008 financial crisis and 

increasing inflation may have offset the benefits of economic growth to the poor.  

 

The GSEP shows a similar tendency. It is generally lower than the GEP, because it uses 

the total absolute change rather than the total percentage change in the poverty 

headcount ratio to compute the elasticity. For instance, on average, poverty drops by 

0.55 percentage points per year based on the GSEP, instead of 0.95 per cent per year 

based on the GEP during the 19931998 period. Compared with the 1990s, both the 

GEP and GSEP appear to have decreased in the 2000s, probably due to the stabilisation 

of the economy with the lower economic growth and the rise in income inequality. As 

shown in the results, the pro-poor growth indices of 0.73 for the 1990s or 0.66 for the 

2000s reveal that growth was pro-poor in these decades, according to the classification 

by Kakwani and Pernia (2000) (Table 5.1). These results suggest that Vietnam’s 

economic growth tended to be pro-poor over the two decades.     
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Table 5.2: Indicators of poverty, inequality, and the estimates of GEP, GSEP based on national accounts data, 19932010 

item 1993 1998 199398 2002 2004 2006 2008 2010 200210 
Poverty headcount rate (per cent) 0.581 0.374 .. 0.289 0.195 0.159 0.145 0.142 .. 
Gini coefficient 0.340 0.350 0.345 0.418 0.420 0.424 0.434 0.433 0.426 
GDP per capita (VND bn, 1994 constant prices) 2,375.89 3,266.53 .. 3,961.22 4,477.18 5,134.13 5,792.76 6,378.81 .. 
Total absolute change in poverty headcount .. -0.207 .. -0.085 -0.094 -0.036 -0.014 0.003 .. 
Total percentage change in poverty headcount .. -35.63 .. -22.73 -32.53 -18.46 -8.81 -2.07 .. 
Total percentage change in GDP per capita .. 37.49 .. 21.27 13.03 14.67 12.83 10.12 .. 
GEP .. -0.9504 -0.9504 -1.0687 -2.4971 -1.2582 -0.6864 -0.2045 -0.8334 

GSEP .. -0.5522 -0.5522 -0.3997 -0.7217 -0.2454 -0.1091 -0.0297 -0.2410 

Growth effect .. .. -1.2954 .. .. .. .. .. -1.2592 

Pro-poor growth index
1/ .. .. 0.7337 .. .. .. .. .. 0.6619 

Note: 1/ Pro-poor growth index is the ratio of GEP to growth effect. 

Source: Author estimates using the data from the World Bank (2012a) and the Asian Development Bank (2011, 2012, 2013).  
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5.3.1.2 Estimates based on VHLSS data 

The study makes use of the VHLSSs to analyse the impacts of trade openness and 

institutional reforms on poverty, because these data have high quality and large sample 

sizes. These nationwide surveys, conducted by the GSO, are under the technical auspices of 

the World Bank. The survey methodology is based on the World Bank’s Living Standards 

Measurement Study (LSMS). Each survey round has its own core module topic, based on a 

basket of core module topics. Since 2002, the surveys have been conducted every two years 

(Table 5.3). The surveys consist of two types of data: households and communes. The data 

are organised into many sections, with each containing a certain subject, such as 

demographic traits, income and expenditure, education, health, employment, agricultural 

production, or communes. 

 

Table 5.3: Vietnam (Household) Living Standards Surveys, 19932012 

Survey Household sample size Commune/ward coverage 
VLSS 1993 4,800  150  
VLSS 1998 6,000  150  
VHLSS 2002 75,000  3,000  
VHLSS 2004 45,945  3,063  
VHLSS 2006 45,945  3,063  
VHLSS 2008 45,945  3,063  
VHLSS 2010 69,360  3,133  
VHLSS 2012 47,000  ..  
Source: Author’s synthesis based on the World Bank (2000, 2001a), Phung and Nguyen (2004), and the 

General Statistics Office (2008, 2010, 2012). 

 

The estimates based on two different types of data sets are likely to make some differentials 

in the values of poverty indices, as discussed earlier. It should be noted that Vietnam’s 

official estimates of poverty headcount rate are based on the income approach. This study 

follows the consumption or expenditure approach, assuming that consumption or 

expenditure is a better outcome indicator of welfare than income. Based on this approach, 

the incidence of poverty, calculated using expenditure data taken from the VHLSSs, 

decreased from 1998 to 2006, but increased in 2008. This may reflect the economic 

slowdown as a result of the 2008 financial crisis. Conversely, the poverty headcount 

indices, estimated using income data drawn from national accounts, declined throughout 
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the period 19982006 (Table 5.4). The depth and severity of poverty have the same trend 

as the incidence of poverty. The economy was considerably affected by the 2008 financial 

crisis, especially in terms of its exports (Chhibber, et al., 2009; Abbott and Tarp, 2011). In 

addition, the economic mismanagement and unsustainable development have contributed to 

Vietnam’s economic malaise since 2008. These results, to some extent, mirror the plight of 

the economy. 

 

Table 5.4: Estimates of GEP based on VHLSS data, 19982008 

item 1998 2002 2004 2006 2008 

Incidence of Poverty (Po) 0.4122 0.2940 0.1853 0.1524 0.1969 
Depth of Poverty (P1) 0.1072 0.0707 0.0440 0.0380 0.0524 
Severity of Poverty (P2) 0.0398 0.0245 0.0156 0.0139 0.0201 
Per capita expenditure 2572.51 3476.08 4456.26 5845.60 7683.03 
Percentage change in       

 Po .. -0.2868 -0.3696 -0.1774 0.2917 
 P1 .. -0.3404 -0.3773 -0.1376 0.3786 
 P2 .. -0.3829 -0.3665 -0.1066 0.4464 
 Per capita expenditure .. 0.3512 0.2820 0.3118 0.3143 
Growth elasticity of poverty incidence (GEPo) .. -0.8167 -1.3109 -0.5690 0.9280 
Growth elasticity of poverty depth (GEP1)   .. -0.9691 -1.3380 -0.4415 1.2046 
Growth elasticity of poverty severity (GEP2) .. -1.0900 -1.2998 -0.3418 1.4201 
GEPo, 19982002 and 20022008 - -0.8167 - - -0.2728 
GEP1, 19982002 and 20022008 - -0.9691 - - -0.2146 
GEP2, 19982002 and 20022008 - -1.0900 - - -0.1498 
Source: Author estimates using the VHLSS 1998, 2002, 2004, 2006, and 2008. 

 

The estimates from 1998 to 2002 show that the incidence of poverty dropped by 0.82 per 

cent per year on average for every one-percentage growth in per capita expenditure. Over 

the same period, a one-percentage increase in per capita expenditure reduced the depth and 

severity of poverty by about 1 per cent and 1.1 per cent, respectively. However, the growth 

elasticities of incidence, depth, and severity of poverty were positive in 2008, reflecting the 

declining benefit of growth, primarily because of high inflation and the external financial 

crisis, inter alia. Thus, the trend identified by the estimates of growth elasticity of poverty 

using the household survey data is generally similar to that estimated using national 

accounts data. 
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In summary, the estimates using national accounts and survey data show that the GEPs for 

Vietnam from 1998 to 2008 were below one. The estimates of the elasticity for the 1990s 

are similar to other studies in the same field (see, for instance, Pernia 2003), and higher 

than the estimates for the 2000s. The response of poverty reduction to income growth 

appears to decline over time. These results altogether mirror the economy’s development 

over the two decades. The benefits of growth accelerate when the economy begins the 

transition, and decline as the economy becomes stabilised. The relationship between growth 

and poverty is also examined at the provincial level, based on provincial panel data from 

1998 to 2008. 

 

5.3.2 Provincial Trade and GEP: Panel Data Estimates 

5.3.2.1 Simple two-variable regression model 

The GEP is also estimated at the provincial level to gain more insight into the effect 

of growth on poverty. In addition to the elasticity approach as previously analysed, the 

elasticity can be estimated by regressing the log of poverty (P) on the log of a welfare 

variable measured in terms of per capita income or consumption expenditure. The study 

follows Ravallion and Chen (1997) and estimates the log linear model specified as: 

 

𝑙𝑜𝑔𝑃𝑖𝑡 = 𝛼𝑖 + 𝛽𝑙𝑜𝑔𝑦𝑖𝑡 + 𝛾𝑡 + 𝜀𝑖𝑡;  𝑖 = 1, … , 𝑁 𝑎𝑛𝑑 𝑡 = 1, … , 𝑇𝑗 (5.1) 

 

where αi is a fixed effect, which accounts for the time differences between countries or 

provinces, β is the elasticity of poverty with respect to mean consumption expenditure 

given by yit, γt is the trend rate of change over time t, and it is the white-noise error term, 

including errors in the poverty measure. This specification is used to estimate the growth 

elasticity of poverty for provinces in Vietnam. The dependent variable is a measure of 

poverty (P). The study uses the poverty headcount rates of provinces, including the 

incidence (Po), or depth (P1), or severity (P2) of poverty. Thus, the corresponding growth 

elasticities of poverty are GEPo, GEP1, and GEP2. These measures of poverty for provinces 

are provided in Table A5.1. The independent variable is the provincial real per capita 

expenditure (RPCE), measured in log(RPCE). In addition to the estimates of the GEP, the 



134 

 

study also measures the impact of the local trade transaction on poverty, or the internal 

trade elasticity of poverty (TEP). The independent variable used for this purpose is the 

provincial total real sales per capita (RPCT), measured in log(RPCT). The trade elasticities 

of poverty corresponding to the measures of poverty are TEPo, TEP1, and TEP2. The model 

is estimated for a panel of 58 provinces. The data used for the estimation are aggregated 

from the five waves of the VHLSSs, with each providing 58 provinces. These data thus 

include 290 panel observations. As the model uses the provincial panel data, it does not 

take into account the effect of the trend rate of change over time (γt).  

 

The results obtained from the simple pooled regression for the estimates of GEP are 

presented in Table 5.5. These results demonstrate that both growth and local trade are pro-

poor. The growth elasticity of poverty incidence is estimated to be 1.5. This means, 

holding other things constant, every one-percentage increase in per capita expenditure 

reduces poverty by 1.5 per cent on average. The absolute value of the estimate of elasticity 

for rural areas (1.5 per cent) exceeds the absolute value for urban areas (1.2 per cent). The 

impact of growth on poverty is, thus, greater in the rural areas than in the urban areas. Most 

Vietnamese households live in rural areas, and poverty is largely found in rural regions. As 

growth has a greater impact on the poor, sustaining high economic growth is the most 

appropriate strategy for the alleviation of poverty. In addition to the effect of growth, 

provincial trade also shows a pro-poor effect; poverty drops by 0.8 per cent for a one-

percentage rise in total real sales. The above analysis, thus, suggests that both income 

growth and local trade contribute to the reduction in provincial poverty. 

 

As regards the depth of poverty, both growth and local trade have almost the same impacts 

as those on the incidence of poverty. However, the effects of growth and trade on the 

severity of poverty are lower. For every one-percentage increase in per capita expenditure 

and total real sales, the severity of poverty drops by 0.9 per cent and 0.5 per cent, 

respectively. The impact of growth on the depth and severity of poverty is also greater in 

rural areas than in urban areas. Thus, growth and local trade are associated with the 



135 

 

reduction in the incidence, depth, and severity of poverty at the provincial level. The results 

also suggest that the rural poor benefit more from growth than their urban counterparts. 

 

Table 5.5:  Pooled OLS estimates of GEP and TEP by province, 19982008 

Sector/item Coefficient p-value Adjusted R
2 

Growth and trade elasticity of the incidence of poverty 
Overall GEPo -1.493*** 0.000 0.60 
Rural GEPo -1.542*** 0.000 0.59 
Urban GEPo -1.203*** 0.000 0.27 
TEPo -0.844*** 0.000 0.51 

Growth and trade elasticity of the depth of poverty 
Overall GEP1 -1.466*** 0.000 0.56 
Rural GEP1 -1.532*** 0.000 0.56 

Urban GEP1 -1.039*** 0.000 0.21 

TEP1 -0.813*** 0.000 0.45 

Growth and trade elasticity of the severity of poverty 
Overall GEP2 -0.910*** 0.000 0.39 
Rural GEP2 -0.989*** 0.000 0.43 

Urban GEP2 -0.498*** 0.000 0.10 

TEP2 -0.490*** 0.000 0.30 
Notes:  -     *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

- GEPo, GEP1, and GEP2 are estimated by regressing logPo, logP1, and logP2 on log (RPCE), 

respectively. 

- TEPo, TEP1, and TEP2 are estimated by regressing logPo, logP1, and logP2 on log(RPCT), 

respectively.  

Source: Author estimates using the VHLSS 1998, 2002, 2004, 2006, and 2008.  

 

The use of the log-log model to estimate the elasticity is based on the assumption of 

constant elasticity: This elasticity is assumed to be unchanged over the period. As found in 

the analysis of the elasticity estimates based on the household survey data, the responses of 

poverty to growth and local trade could change over time: These responses could be higher 

at the beginning of the transition period and then lower in the later stages. The estimate of 

the elasticity using the regression can be carried out by estimating the point elasticity. At 

first, equation (5.1) is estimated without transforming data, providing the results as follows: 

 

Po = 50.37 – 5.17RPCE Adjusted R
2
 = 0.44, n = 290 

                                (se) = (1.83)  (0.34)   

  

Po = 38.49 – 2.79RPCT Adjusted R
2
 = 0.33, n = 290 

                                (se) = (1.40)  (0.23)   
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The coefficients of (–5.17) for the RPCE and (–2.79) for the RPCT is then used to estimate 

the point elasticities of poverty with regard to growth and trade for each period, 

respectively (Table 5.6). 

 

Table 5.6:  Estimates of point elasticity of GEP and TEP by province, 19982008 

Elasticity 1998 2002 2004 2006 2008 Average 19982008 

GEPo -1.05 -0.61 -0.32 -0.17 -0.15 -0.46 

TEPo -0.99 -0.54 -0.26 -0.13 -0.10 -0.41 
Source: Author estimates using the VHLSS 1998, 2002, 2004, 2006, and 2008. 

 

Although the results of the estimates are somewhat different from those using the double- 

log model due to the difference in method, they do reveal the expected trend that the 

responses of poverty to economic growth and trade tend to decline over the period 

19982008. This tendency is unlikely to be found under the constant-elasticity approach.  

In summary, the analysis of the growth and local trade elasticity of poverty indicates that, 

both growth and trade contribute to the reduction of poverty. These contributions of growth 

and trade tend to diminish over time. Aside from growth, local trade development is crucial 

to the reduction in poverty. In fact, the development of trade in provinces brings about the 

development of infrastructure, market places, and communication. More significantly, trade 

development shortens distances from commercial centres to the remote areas where most 

poor people live, and the transmission of prices from one place to another is more effective. 

Local trade development is believed to be the result of local institutional reforms that help 

to reduce the institutional dimension of poverty. Therefore, internal trade development, to 

some extent, is more important to the poor than international trade, which largely depends 

on the world market. 

5.3.2.2 Multiple regression model 

The impacts of growth and local trade on poverty reduction are further analysed 

using an extended multiple regression model or a poverty regression model, which 

examines concurrently the effects of both real per capita expenditure and local trade on 

poverty. In addition to the mean per capita expenditure, local trade, agricultural production, 
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and inflation are the keys to determining the incidence of provincial poverty (P). Following 

Ravallion and Chen (1997) and Ravallion (2006), the equation (5.1) is extended as follows: 

 

𝑙𝑜𝑔𝑃𝑖𝑡 = 𝛼𝑖 + 𝛽1𝑙𝑜𝑔𝑦𝑖𝑡 + 𝛽2𝑙𝑜𝑔𝑃𝑇𝑖𝑡 + 𝛽3𝑙𝑜𝑔𝐴𝐺𝑂𝑖𝑡 + 𝛽4𝑙𝑜𝑔𝐶𝑃𝐼𝑖𝑡 + 𝛾𝑡 + 𝜀𝑖𝑡 
 

(5.2) 

 

where PT is provincial total real sales, AGO is total real agricultural output, and CPI is 

consumer price index. Equation (5.2) is first estimated using the pooled OLS regression, 

and subsequently using the fixed- and random-effects models. Note that the specification 

(5.2) can be used for time-series data. Shahbaz Akmal, et al. (2007) investigate the 

relationship between trade liberalisation and poverty reduction for Pakistan using time-

series data and find that lower poverty is associated with low taxation and high foreign 

direct investment, not with trade openness especially in the short run. For Vietnam, 

macroeconomic data are not of both adequacy and quality, especially time-series data. This 

study constructs a household panel data set from the VHLSS data to utilise the model (5.2) 

for the examination of the impacts of trade liberalisation on poverty directly.  

 

The results show that the growth of per capita expenditure is significantly associated with 

poverty reduction (Table 5.7). The incidence of poverty is reduced by 1.36 per cent on 

average for each one-percentage growth in real per capita expenditure, holding other things 

constant and controlling for local trade transition, agricultural production, and inflation. 

This suggests that growth helps to reduce poverty in the provinces. The growth of 

expenditure per head also has a similar effect on the depth and severity of poverty. This 

indicates that growth also helps to mitigate income gaps amongst the poor. In addition to 

growth, local trade transaction also helps provinces to alleviate poverty; for a one-

percentage rise in total real sales, the incidence of poverty drops by 0.24 per cent. However, 

local trade does not affect the depth and severity of poverty. 

 

In contrast to expectation, agricultural output has no effect on the incidence of poverty. 

This may reflect the inadequacy of agricultural production, primarily due to low 

productivity and the government’s monopoly on rice distribution. However, agricultural 



138 

 

production helps provinces to reduce the depth and severity of poverty. A one-percentage 

increase in real agricultural output decreases the depth of poverty by 0.16 per cent and the 

severity of poverty by 0.2 per cent. Thus, agricultural activities continue to be the 

underpinning for the very poor, in the sense that agriculture helps to lessen inequality 

between the poor. As expected, inflation is a chronic obsession for poor households. The 

higher consumer price index is associated with the higher incidence, depth, and severity of 

poverty. Growth of expenditure per head, local trade, agricultural production, and inflation 

are seen to be the important factors in explaining the reduction of poverty in provinces. 

 

Table 5.7: Pooled OLS estimates of the poverty model 

(Dependent variable: log of poverty headcount) 
Independent Incidence of Poverty Depth of Poverty Severity of poverty 
variable Coefficient p-value Coefficient p-value Coefficient p-value 
log(y) -1.3588*** 0.000 -1.7932*** 0.000 -1.1938*** 0.000 
log(PT) -0.2432*** 0.001 -0.0177 0.780 0.0576 0.318 
log(AGO) -0.0008 0.990 -0.1625*** 0.002 -0.1997*** 0.000 
log(CPI) 4.8625*** 0.000 6.7675*** 0.000 4.0610*** 0.000 
Constant 15.9831*** 0.000 17.2133*** 0.000 11.2418*** 0.000 
R

2 0.689 0.668 0.487 
Number of observations         290 290 290 
Notes:  *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author estimates using the VHLSS 1998, 2002, 2004, 2006, and 2008.  
 

The pooled OLS model may face the problem of observed and unobserved heterogeneity, 

where the disturbances may not have the same variance but vary across individuals and/or 

be related to each other. The use of the fixed- or random-effects model can help to tackle 

the potential problem of heterogeneity. The results provided by the fixed- and random-

effects models are generally consistent with those obtained from the pooled OLS model 

(Table 5.8). The random effects model is proved to be more efficient than the fixed effects 

model. The Chi-squared (χ
2
) in the Hausman test is 6.67, small enough to accept the null 

hypothesis that the individual effects are uncorrelated with other regressors in the model 

(Greene, 2012). Hence, the test suggests that the random effects model is preferable to its 

fixed effects counterpart. The impacts of the explanatory variables in the random effects 

model are similar to those in the pooled OLS regression model; however, their magnitude is 

a little lower. The results from the fixed- and random-effect models further suggest the 
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significant role of growth and local trade in reducing poverty in the provinces. These results 

also show a less active role than was expected for agricultural production, probably not 

because of its lack of importance, but because it is underdeveloped. 

 

Table 5.8: Fixed- and random-effects estimates of poverty 

(Dependent variable: log of poverty headcount) 

 Fixed-Effects Model Random-Effects Model 

Independent variable Coefficient p-value Coefficient p-value 
log(y) -1.5989*** 0.000 -1.2320*** 0.000 
log(PT)   0.2414** 0.032 -0.2092*** 0.003 
log(AGO)   0.0950 0.578   0.0036 0.953 
log(CPI)   2.3125*** 0.000   3.9311*** 0.000 
Constant 13.4281*** 0.000 14.6675*** 0.000 
F/Wald-statistic 83.44*** 495.97*** 
R

2 0.594  0.561  
Sum of Squared Errors (SSE) 38.6310  -  

Standard Errors of the Estimates ( v)  0.4116  0.4116  

Variance component of group ( u
 
)  0.5725  0.2129  

Variance of random effect () -  0.3460  
F-test (fixed effect) 4.09  -  
LM-test (random effect) -  35.21  
Hausman test χ

2
 (4) = 6.67; Prob > χ

2
 = 0.1376 

Number of observations 290 290 
Notes:  *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author estimates using the VHLSS 1998, 2002, 2004, 2006, and 2008. 

 

The above analysis of the growth elasticity of poverty demonstrates that growth helps to 

reduce poverty in Vietnam. The pro-poor growth index suggests that growth is pro-poor. 

More interestingly, that rural poor households benefit more from growth than their urban 

counterparts complies with the definition of pro-poor growth, and with the finding by 

Deaton (2003). The estimates of the elasticities obtained from the regression models, based 

on provincial aggregate data, also show similar results. In addition to growth, provincial 

trade also helps provinces alleviate poverty. The inclusion of total real sales in the model is 

an attempt to explain the impact of local trade on poverty. The analysis of the pooled 

regression and random effect estimates also confirms the trend identified in the analysis of 

the definition-based growth elasticity of poverty. Accordingly, growth and internal trade 

help provinces to reduce poverty, whereas inflation shows the opposite. Unexpectedly, 

agricultural production shows no impact on the incidence of poverty. 
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5.4 CONCLUSIONS 

 

Following the liberalisation of the economy and trade in the late 1980s, the Vietnamese 

economy achieved remarkable outcomes in economic growth and poverty reduction. 

Poverty had been reduced by half in the 1990s, and the economy achieved the first goal of 

the MDGs by 2010. This chapter has measured the responsiveness of poverty to economic 

growth by estimating the growth elasticity of poverty over two decades of economic 

development. These estimates are based on both national accounts data and the VHLSS 

data. The findings are consistent with other similar studies; for instance, Ram (2011). More 

interestingly, growth has a greater impact on rural poverty than on urban poverty, 

suggesting that sustaining high economic growth is a prerequisite for poverty alleviation. 

The analysis also shows that growth, and thereby the effect of growth on poverty, tends to 

decline over time. The chapter has also estimated the panel data models to analyse the 

relationship between income growth, internal trade, and poverty. The results suggest that 

growth of welfare and internal trade are typically pro-poor in Vietnam. These results also 

raise some concerns about the insignificant role of agriculture in the reduction of poverty, 

and about the obsession of inflation, which can largely offset the benefits of growth to the 

poor.  

 

In the future, Vietnam would need to maintain high economic growth to achieve a further 

reduction in poverty. Several studies have underlined the tough challenges ahead and raised 

concerns regarding the poor quality of economic growth and the unsustainable poverty 

reduction (International Monetary Fund, 2006b; World Bank, 2012a). Faced with many 

economic problems resulting from economic mismanagement and unsustainable 

development, Vietnam may be unable to replicate the miracle of economic development of 

the 1990s. As discussed in Chapter 4, although Vietnam comes second in the world in 

terms of rice export, farm households in fact benefit little from agricultural production, 

probably due to inadequate trade policies in agriculture. Sustained agricultural development 

is the key to helping farm households to benefit from growth and escape poverty. 

Therefore, maintaining high economic growth and accelerating trade reforms in agriculture 
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to sustain agricultural production and to contain inflation are crucial to an effective poverty 

reduction strategy. 
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APPENDIX  

Table A5.1: The incidence, depth, and severity of poverty headcount ratio by province and region, 19982008 

 1998 2002 2004 2006 2008 

 Po P1 P2 Po P1 P2 Po P1 P2 Po P1 P2 Po P1 P2 

Province                
Ha Noi 0.04 0.01 0.00 0.12 0.01 0.00 0.07 0.00 0.00 0.08 0.01 0.00 0.01 0.00 0.00 
Hai Phong 0.17 0.03 0.01 0.23 0.03 0.01 0.10 0.01 0.00 0.03 0.00 0.00 0.05 0.00 0.00 
Vinh Phuc 0.78 0.25 0.10 0.38 0.07 0.02 0.17 0.03 0.01 0.13 0.01 0.00 0.14 0.03 0.01 
Ha Tay 0.45 0.11 0.04 0.29 0.07 0.02 0.12 0.02 0.00 0.10 0.02 0.00 0.15 0.03 0.01 
Bac Ninh 0.64 0.17 0.06 0.14 0.02 0.00 0.03 0.00 0.00 0.04 0.00 0.00 0.04 0.01 0.00 
Hai Duong 0.29 0.06 0.02 0.26 0.04 0.01 0.10 0.01 0.00 0.06 0.01 0.00 0.09 0.01 0.00 
Hung Yen 0.38 0.07 0.02 0.19 0.04 0.01 0.13 0.03 0.01 0.04 0.01 0.00 0.14 0.02 0.01 
Ha Nam 0.44 0.08 0.02 0.33 0.07 0.02 0.24 0.03 0.01 0.15 0.03 0.01 0.20 0.04 0.01 
Nam Dinh 0.20 0.03 0.01 0.30 0.05 0.01 0.17 0.03 0.01 0.09 0.01 0.00 0.09 0.02 0.01 
Thai Binh 0.44 0.09 0.02 0.38 0.07 0.02 0.14 0.02 0.00 0.06 0.01 0.00 0.14 0.03 0.01 
Ninh Binh 0.17 0.03 0.01 0.35 0.06 0.02 0.18 0.03 0.01 0.09 0.01 0.00 0.05 0.01 0.00 
Ha Giang 0.72 0.19 0.07 0.77 0.20 0.07 0.58 0.14 0.05 0.52 0.09 0.03 0.64 0.17 0.07 
Cao Bang 0.69 0.14 0.04 0.60 0.12 0.04 0.33 0.08 0.03 0.37 0.08 0.03 0.51 0.16 0.07 
Lao Cai 0.40 0.12 0.04 0.57 0.13 0.05 0.55 0.13 0.05 0.42 0.07 0.02 0.52 0.14 0.06 
Bac Kan .. .. .. 0.74 0.22 0.09 0.50 0.12 0.05 0.43 0.08 0.02 0.38 0.10 0.03 
Lang Son 0.84 0.23 0.08 0.44 0.09 0.03 0.38 0.05 0.01 0.23 0.04 0.01 0.29 0.04 0.01 
Tuyen Quang 0.47 0.06 0.02 0.43 0.08 0.03 0.25 0.05 0.02 0.25 0.05 0.02 0.27 0.05 0.02 
Yen Bai 0.52 0.19 0.09 0.48 0.09 0.03 0.36 0.05 0.02 0.27 0.04 0.01 0.26 0.05 0.02 
Thai Nguyen 0.20 0.03 0.01 0.27 0.05 0.02 0.21 0.03 0.01 0.09 0.01 0.00 0.13 0.02 0.00 
Phu Tho 0.81 0.25 0.10 0.43 0.09 0.03 0.19 0.04 0.01 0.15 0.02 0.01 0.19 0.04 0.01 
Bac Giang 0.78 0.27 0.12 0.40 0.07 0.02 0.18 0.03 0.01 0.12 0.01 0.00 0.19 0.04 0.01 
Quang Ninh 0.17 0.03 0.01 0.12 0.01 0.00 0.07 0.00 0.00 0.11 0.02 0.01 0.08 0.02 0.01 
Lai Chau .. .. .. 0.80 0.25 0.12 0.72 0.30 0.15 0.74 0.25 0.12 0.70 0.24 0.11 
Dien Bien - - - - - - 0.67 0.20 0.09 0.74 0.21 0.08 0.63 0.17 0.07 
Son La 0.53 0.14 0.05 0.67 0.18 0.07 0.52 0.12 0.04 0.33 0.06 0.02 0.43 0.08 0.03 
Hoa Binh 0.59 0.12 0.03 0.66 0.20 0.09 0.56 0.13 0.05 0.41 0.09 0.03 0.39 0.08 0.03 
              Contd. 
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Table A5.1: Continued      

 1998 2002 2004 2006 2008 

 Po P1 P2 Po P1 P2 Po P1 P2 Po P1 P2 Po P1 P2 

                
Thanh Hoa 0.38 0.08 0.02 0.50 0.10 0.03 0.36 0.07 0.03 0.25 0.05 0.01 0.26 0.05 0.02 
Nghe An 0.46 0.13 0.05 0.45 0.09 0.03 0.28 0.07 0.03 0.29 0.07 0.03 0.27 0.07 0.03 
Ha Tinh 0.53 0.12 0.04 0.43 0.10 0.04 0.35 0.06 0.02 0.26 0.05 0.02 0.29 0.06 0.02 
Quang Binh 0.47 0.09 0.03 0.38 0.08 0.02 0.30 0.06 0.02 0.21 0.05 0.02 0.19 0.04 0.01 
Quang Tri 0.69 0.17 0.06 0.46 0.11 0.04 0.33 0.06 0.02 0.22 0.04 0.01 0.21 0.04 0.01 
Thua Thien Hue 0.31 0.06 0.02 0.33 0.06 0.02 0.18 0.02 0.01 0.14 0.02 0.01 0.13 0.02 0.01 
Da Nang 0.39 0.09 0.03 0.11 0.00 0.00 0.13 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Quang Nam 0.13 0.03 0.01 0.42 0.10 0.04 0.30 0.08 0.03 0.16 0.03 0.01 0.22 0.04 0.01 
Quang Ngai 0.40 0.15 0.08 0.37 0.11 0.05 0.27 0.06 0.03 0.11 0.03 0.01 0.24 0.06 0.02 
Binh Dinh 0.31 0.06 0.02 0.30 0.05 0.01 0.15 0.02 0.01 0.11 0.02 0.00 0.07 0.01 0.00 
Phu Yen 0.28 0.07 0.03 0.25 0.05 0.02 0.15 0.03 0.01 0.10 0.01 0.00 0.26 0.04 0.01 
Khanh Hoa 0.32 0.10 0.05 0.14 0.02 0.00 0.14 0.02 0.01 0.11 0.02 0.00 0.17 0.02 0.01 
Kon Tum 0.97 0.45 0.23 0.58 0.10 0.03 0.46 0.08 0.03 0.48 0.05 0.01 0.44 0.09 0.04 
Gia Lai 0.67 0.33 0.20 0.73 0.22 0.11 0.51 0.13 0.05 0.50 0.13 0.06 0.54 0.16 0.08 
Dak Lak 0.39 0.08 0.03 0.53 0.13 0.05 0.32 0.09 0.04 0.17 0.05 0.02 0.22 0.05 0.02 
Dak Nong - - - - - - 0.23 0.06 0.03 0.20 0.03 0.01 0.07 0.02 0.01 
Lam Dong 0.38 0.07 0.02 0.50 0.10 0.04 0.26 0.05 0.02 0.10 0.02 0.01 0.21 0.03 0.01 
HCMC 0.02 0.00 0.00 0.03 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Ninh Thuan 0.53 0.23 0.11 0.52 0.14 0.06 0.42 0.11 0.05 0.38 0.10 0.05 0.30 0.07 0.03 
Binh Phuoc 0.05 0.00 0.00 0.29 0.06 0.02 0.09 0.02 0.01 0.07 0.02 0.01 0.04 0.01 0.00 
Tay Ninh 0.18 0.04 0.01 0.21 0.04 0.01 0.11 0.01 0.00 0.08 0.01 0.00 0.10 0.02 0.01 
Binh Duong 0.09 0.01 0.00 0.18 0.03 0.01 0.03 0.00 0.00 0.03 0.00 0.00 0.01 0.00 0.00 
Dong Nai 0.13 0.02 0.01 0.12 0.01 0.00 0.04 0.01 0.00 0.02 0.00 0.00 0.04 0.01 0.00 
Binh Thuan 0.23 0.05 0.02 0.23 0.04 0.01 0.11 0.01 0.00 0.14 0.01 0.00 0.05 0.01 0.01 
Ba Ria- Vung Tau 0.21 0.05 0.02 0.14 0.01 0.00 0.06 0.01 0.00 0.03 0.01 0.00 0.02 0.00 0.00 
Long An 0.31 0.07 0.02 0.18 0.03 0.01 0.10 0.01 0.00 0.10 0.01 0.00 0.13 0.02 0.00 
Dong Thap 0.33 0.07 0.02 0.31 0.05 0.02 0.08 0.01 0.00 0.04 0.01 0.00 0.10 0.02 0.00 
              Contd. 
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Table A5.1: Continued      

 1998 2002 2004 2006 2008 

 Po P1 P2 Po P1 P2 Po P1 P2 Po P1 P2 Po P1 P2 

                
An Giang 0.33 0.07 0.02 0.18 0.03 0.01 0.13 0.02 0.00 0.03 0.01 0.00 0.15 0.02 0.01 
Tien Giang 0.26 0.05 0.01 0.13 0.02 0.00 0.08 0.01 0.00 0.06 0.01 0.00 0.08 0.02 0.00 
Vinh Long 0.21 0.05 0.02 0.22 0.03 0.01 0.11 0.01 0.00 0.04 0.00 0.00 0.11 0.01 0.00 
Ben Tre 0.30 0.05 0.01 0.14 0.02 0.01 0.13 0.02 0.01 0.05 0.01 0.00 0.13 0.03 0.01 
Kien Giang 0.39 0.07 0.02 0.24 0.05 0.01 0.22 0.03 0.01 0.06 0.01 0.00 0.09 0.02 0.00 
Can Tho 0.29 0.06 0.02 0.28 0.05 0.01 0.15 0.02 0.01 0.06 0.01 0.00 0.04 0.01 0.00 
Hau Giang - - - - - - 0.12 0.02 0.01 0.09 0.01 0.00 0.22 0.02 0.01 
Tra Vinh 0.58 0.14 0.05 0.31 0.05 0.01 0.19 0.04 0.02 0.17 0.02 0.00 0.15 0.03 0.01 
Soc Trang 0.55 0.17 0.07 0.32 0.06 0.02 0.22 0.04 0.01 0.14 0.01 0.00 0.18 0.03 0.01 
Bac Lieu 0.21 0.04 0.01 0.28 0.04 0.02 0.23 0.04 0.02 0.17 0.03 0.01 0.21 0.04 0.01 
Ca Mau 0.25 0.06 0.01 0.31 0.07 0.02 0.19 0.03 0.01 0.18 0.03 0.01 0.24 0.05 0.02 
                
Region                
Red River Delta 0.26 0.05 0.02 0.23 0.05 0.01 0.11 0.02 0.01 0.07 0.01 0.00 0.09 0.02 0.01 
North East 0.50 0.13 0.05 0.37 0.09 0.03 0.25 0.06 0.02 0.20 0.04 0.01 0.24 0.06 0.02 
North West 0.67 0.19 0.07 0.60 0.21 0.09 0.54 0.18 0.08 0.47 0.15 0.06 0.45 0.14 0.06 
North Central 0.43 0.10 0.03 0.38 0.09 0.03 0.26 0.06 0.02 0.21 0.05 0.02 0.21 0.05 0.02 
South Central Coast 0.33 0.09 0.04 0.24 0.06 0.02 0.16 0.04 0.01 0.08 0.02 0.01 0.14 0.03 0.01 
Central Highlands 0.55 0.21 0.10 0.45 0.14 0.06 0.28 0.08 0.03 0.22 0.06 0.02 0.22 0.07 0.03 
South East 0.13 0.03 0.01 0.14 0.03 0.01 0.06 0.01 0.01 0.05 0.01 0.01 0.05 0.01 0.00 
Mekong River Delta 0.32 0.07 0.02 0.21 0.04 0.01 0.13 0.02 0.01 0.08 0.01 0.00 0.12 0.02 0.01 
Note: Figures in the table are ratios. 

Source: Author estimates using the data drawn from the VHLSSs. 
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Chapter 6 

IMPACTS OF AGRICULTURAL TRADE POLICY ON FARM 

HOUSEHOLDS IN VIETNAM: MICROECONOMIC 

EVIDENCE FROM PRIMARY SURVEY DATA 

 

 

6.1 INTRODUCTION 

 

 

This chapter examines the effects of market on poverty, one of Winters’ channels through 

which trade liberalisation affects poverty. The overview of trade liberalisation in Chapter 4 

has depicted the main characteristics of the agricultural distribution system, an ingredient of 

trade policy. A crucial question uncovered is why the majority of farm households in 

Vietnam remain poor, although Vietnam is one of the influential rice production countries 

in the world. Studies for Vietnam that focus on the market effects on poverty in Winters’ 

framework appear to ignore the market distribution aspect of trade liberalisation and the 

farmer perception of trade policy. The primary objective of this study is to examine the 

farmer perception of trade policy based on a case study. Such an analysis is intended to 

empirically verify the ‘market channel’ of Winters, using the first hand data collected 

through a primary field survey undertaken by the author. It is, as such, expected to glean 

deeper insights into the impacts of trade policy on farm households in Vietnam. The study 

differs from the previous studies of Vietnam on three counts.  

 

Firstly, it is based on a primary field survey of farm households conducted in three 

provinces in Vietnam. These provinces, located in different regions, account for a 

considerable proportion of agricultural exports of Vietnam. As the farm households in these 

provinces are much involved in agricultural production and trade, the collected information 

from the primary survey is expected to reveal many real facets of trade policy in 

agriculture. Secondly, other similar surveys on households, such as the VHLSSs, conducted 
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by the GSO, or the Vietnam Access to Resources Household Survey (VARHS) undertaken 

by the Institute of Policy and Strategy for Agriculture and Rural Development (IPSARD), 

focus on agricultural production and/or poverty in general and appear to ignore trade policy 

in agriculture. This study focuses on the market distribution in agriculture, which is 

presumably the key to understanding the persistence of poverty amongst farm households 

in Vietnam. Thirdly, while other studies focus on analysing data on farm production and 

trade, this study collects and analyses the primary survey data on the farmer perception of 

trade policy, agricultural production, and welfare. This analysis attempts to elucidate the 

hypotheses that farm households suffer from inadequate trade policies in agriculture and 

that better awareness of trade policy contributes to improving household welfare. An 

analysis based on the field interview with farmers, who directly engage in agricultural 

production and trade, is the most effective way to provide the adequate answer for the 

question of why farm households remain poor in one of the major rice export countries in 

the world. Other groups, such as local authorities, traders, and exporters, tend to conceal 

their business from the public, because of their vested interests. 

 

The rest of this chapter is planned as follows. Section 6.2 overviews the production and 

distribution systems of rice and coffee in Vietnam. Section 6.3 explains the research 

methods and collection of primary data. Section 6.4 analyses the results of the primary field 

survey, including both descriptive and econometric analyses. Section 6.5 concludes the 

chapter and provides policy implications. 

 

6.2 OVERVIEW OF RICE AND COFFEE MARKETS IN VIETNAM 

 

The inadequacy of agricultural trade policy impinging on farm households lies primarily in 

Vietnam’s internal trade system in relation to the markets for rice and coffee products. 

Since the transition from a centrally planned to an open market economy began in 1986, 

Vietnam has been striving to reform its centrally planned trading system. The repercussion 

of the CPE still affects the current performance of the market-based economy; for instance, 

typically inefficient SOEs legally play a leading role in the economy and receive a great 
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deal of economic rent. Food SOEs are legitimately the main rice exporters. Many state 

interventions, in terms of food security, export quotas and licenses, as well as cumbersome 

customs procedures, may also impede the efficiency of the agricultural markets and reduce 

farmers’ incomes from rice and coffee production.  

 

Compared to coffee production, rice production is more important in that it helps to ensure 

food security and income. Liberalisation in agricultural trade has led, over the last two 

decades, to successful agricultural production, which has significantly contributed to 

poverty reduction. Tran, et al. (2013) identify three principal hindrances to the development 

of rice production in Vietnam: small and fragmented land, low profit rice production for 

farmers, and reduction of rice land. These features clearly signify unsustainable rice 

production, which prevents this country from competing with other rice producers in the 

world, such as Thailand and India, and more recently, Myanmar. The World Bank (2010c) 

shows that, from 2006 to 2011, world rice prices have fluctuated highly, but the rice prices 

of Thailand have tended to be considerably higher than the rice prices of Vietnam. 

Vietnam’s rice competitiveness tends to worsen, as other agrarian countries focus 

increasingly on agricultural development. The government has allocated extensive 

resources to inefficient industrial state Chaebol-like companies, neglecting the country’s 

primary comparative advantage. Both rice and coffee are the strategic exports, but each has 

its own market characteristics. The Economist describes: 

 

…Vietnam’s rice farmers are being left behind. Part of the problem is that 

Vietnamese rice strains tend to be of low or middling qualitya contrast to the 

premium varieties grown in Thailand. The costs of fuel, fertilisers and pesticides are 

rising. And Vietnam’s rice-exporter sector is dominated by state-owned firms with 

links to corrupt officials. Some farmers, especially in the country’s north, are 

finding it more profitable to let their land lie fallow (The Economist, 18 Jan 2014).
21

 

 

                                                 
21

 Retrieved from http://www.economist.com/node/21594338  

http://www.economist.com/node/21594338
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The Mekong River Delta, the biggest rice production area in Vietnam, produces the 

majority of export crops. This region accounted for half of the national rice production in 

the marketing year 2011/2012 (USDA, 2012b). The rice market in this region is thus more 

typical than other rice markets in Vietnam, such as the Red River Delta or the Central 

region. Generally, the main participants in the rice market are farmers, private 

merchants/traders, and the rice exporters, who are primarily state-owned food enterprises 

and who may gain the most in the agricultural value chain. Luu (2002) observes that private 

merchants were very diverse, including paddy private assemblers, private wholesalers, 

private rice millers or polishers, and private retailers. According to Young, et al. (2002) and 

Tran, et al. (2013), from 95 to 96.5 per cent of Vietnamese rice farmers, on average, sold 

their paddy crops to traders, not to final exporters. Export prices were typically twice as 

much as farm gate prices. More particularly, poor households preferred selling crops to 

other private households. The same did not hold true for richer households, who tended to 

sell crops to private traders and/or enterprises (Central Institute for Economic Management 

and Institute of Policy and Strategy for Agriculture and Rural Development, 2007, 2013).  

 

Tran, et al. (2013) also report that most of the over 200 rice exporters in Vietnam are SOEs. 

Big exporters, mostly SOEs, account for more than 70 per cent of the total rice exports. 

Most importantly, farmers gain almost nothing from their production; in 2008, when the 

export price increased by US$470 per tonne, the farm-gate price rose by only US$100 per 

tonne. Farmers often bear increasing input costs, especially fertiliser, which typically 

accounts for 45 per cent of total inputs. The existence of numerous rice intermediaries or 

rice middlemen, although the number of these middlemen tends to decline (Central Institute 

for Economic Management and Institute of Policy and Strategy for Agriculture and Rural 

Development, 2011), is typical of the rice market in Vietnam. These rice middlemen 

discernibly squeeze a share of farmers’ profit and impoverish farm households.  

 

Vietnam is also amongst the leading coffee producers in the world, with coffee exports 

reaching 1.26 million metric tonnes of coffee beans in the marketing year 2011/2012 

(USDA, 2012a). Robusta, the main coffee crop in Vietnam, accounts for about 90 per cent 
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of the total coffee output. Coffee cultivation is suitable to only some highland areas and 

temperatures, such as Buon Ma Thuot, Dak Lak, Bao Loc, and Lam Dong provinces, so 

these regions specialise in growing coffee. This product is consumed in both domestic and 

export markets. Main participants in the coffee market are farmers, middlemen or agents, 

processing or export companies, and domestic retailers. According to Roldan-Perez, et al. 

(2009), agents and middlemen were buying approximately 90 per cent of the coffee output. 

Unlike the rice market, the coffee market is more liberalised, with the participation of a 

wide range of companies, from private to state-owned enterprises.  

 

The presence of many trading intermediaries, a common characteristic of the two markets, 

adds to the inadequacy of agricultural trade policy, potentially attenuating farm incomes 

and impoverishing farm households. The issues of trade policy in the rice and coffee 

sectors are further elaborated in the following sections, which analyse farmers’ perception, 

as well as their experience of trade policy in agriculture, using the data collected through 

the field survey on farm households in An Giang, Dong Nai, and Dak Lak provinces of 

Vietnam. 

 

6.3 RESEARCH METHODS AND DATA 

 

6.3.1 Socio-economic and Geographical Characteristics of the Surveyed Provinces 

The most appropriate study sites surveyed were the regions where farm households were 

substantially involved in trading farm crops, to support the study’s aims that explain how 

farm households suffer from trade policy and why they on the whole remain poor. As this 

survey focuses more on the farmer perception of trade policy than on poverty, it is not 

necessary to include all the regions in Vietnam. The surveyed fields, which should be 

dominated by, or at least involved in, agricultural trade activities, and which should contain 

some contrastive characteristics, are selected in a way that allows comparisons between 

regions in terms of trade performance, welfare, and perception of trade policy. For the field 

survey, this study focused on three provinces in Vietnam, each covering around 100 

households: An Giang, Binh Duong, and Dak Lak. These are the most appropriate regions 
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as the farm households in these regions are substantially involved in trading farm crops. 

These provinces also contain some differences in terms of economic development and trade 

policy. Some economic and social characteristics of the provinces are presented in Table 

6.1. 

 

Table 6.1: Key economic indicators of An Giang, Dak Lak and Dong Nai, 2010 
Indicator An Giang Dak Lak Dong Nai 
Area (square kilometre) 3,536.76 3,536.8 5,907.236 
Population (1,000 people) 2,149.5 1,910 2,569.442 
GDP growth (per cent) 10.12 12.2 13.5 
GDP per capita (US$) 1,141 794.973 1,542.6 
Export (million US$) 700 620.229 7,546 
Poverty rate (per cent) 9.16 10.34 2.93 
PCI/PCI ranking 61.94/14th  57.2/38th  59.49/25th  
Main export commodities Rice Coffee Manufactures 
Source: Author synthesises using the data from the Statistics Offices of An Giang, Dak Lak, and Dong Nai. 

 

An Giang is at the heart of the Mekong River Delta, in the south-west of Vietnam. Located 

about 190 kilometres from HCMC, it has an area of 3,536.8 square kilometres, and had a 

population of about 2,273,150 in 2010. Agricultural land accounted for the largest area 

(approximately 281,862 hectares), of which 82 per cent was dominated by rice farms. Most 

areas in this province are relatively flat, criss-crossed by the networks of canals, irrigation 

channels, and small rivers. In 2010, its GDP per capita was estimated to be US$1,141, a 

little lower than the national GDP per capita.
22

 Its export value was approximately US$700 

million; its two biggest export earners were rice and seafood. Its poverty rate fell from 

13.15 per cent in 2006 to 9.16 per cent in 2010. An Giang’s provincial competitive index 

(PCI)
23

 in the same year was 61.94, ranked 14th in the total of 64 provinces of Vietnam. An 

Giang best represents a large rice export region, but with disadvantageous infrastructure. 

 

                                                 
22

 Vietnam’s GDP per capita in 2010 was US$1,174 (International Monetary Fund, 2012). 
23

 The Provincial Competitive Index (PCI) was constructed by the Vietnam Chamber of Commerce and 

Industry (VCCI) and the project for Vietnam Competitiveness Initiative (VNCI) in 2005 to assess and rank 

provinces’ business environment and policies towards private sector development in Vietnam. It is based on 

differences in geography, infrastructure, market size, local administration,…This index is further detailed in 

Chapter 9. 
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In common with An Giang, Dak Lak is basically an agricultural province. It is the largest 

province in the Central Highlands of Vietnam, with its average population of 1,910,000 

residing in an area of 13,125 square kilometers in 2010. Located about 350 kilometres from 

HCMC, its economy relies largely on agriculture and forestry, with coffee cultivation the 

primary activity. About 82.64 per cent of its area is cultivated; agricultural land accounts 

for 26 per cent of the cultivatable area. In contrast to An Giang, Dak Lak is a highland 

region with hills and mountains. In recent years, its provincial GDP annual growth has 

averaged 11.9 per cent and its GDP per capita reached US$794.973 in 2010.
24

 This GDP 

per head has been rather low compared to the national GDP per capita. Its exports were 

US$620.229 million in 2010, with coffee the main export commodity. With nearly 111,000 

households having climbed above the national poverty line each year, the poverty rate had 

fallen to just 10.34 per cent in 2010. Dak Lak’s PCI in 2010 was 57.20, ranked 38th in the 

PCI classification. Its coffee export and its highland characteristics make Dak Lak 

distinctly different from An Giang and Dong Nai. 

   

Dong Nai, a typically industrial province with virtually perfect infrastructure, is also quite 

different from the other two provinces surveyed in the study. Located in the south-east of 

Vietnam, adjacent to HCMC, its natural area of 5,907.236 square kilometres had a 

population of about 2,569,442 in 2010. Its GDP grew to 13.5 per cent in 2010, with GDP 

per capita being US$1,542.6. Its economic structure was dominated by industry: the 

industrial share in GDP was 57.2 per cent, compared with the shares of 34.2 per cent of 

service and 8.6 per cent of agriculture. Its export turnover was US$7,546 million in the 

same year. This wealthy province had a poverty rate of only 2.93 per cent at the end of 

2010. In addition, its PCI was 59.49, ranked 25th in the 2010 PCI classification. The 

industry and trade sectors contributed considerably to Dong Nai’s economic development, 

compared with those of An Giang and Dak Lak. 

 

                                                 
24

 This indicator was estimated using the IMF’s exchange rate of VND19,498/US$ in 2010 (International 

Monetary Fund, 2012). 
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The survey was conducted in the fields where the agricultural trade policy was most likely 

to affect farm households’ production. The characteristics of local economy, geography, 

and society in the provinces usually do not mirror the real plight of farm households. As 

rice and coffee are the main export products, farm households involved in rice and coffee 

production potentially suffer most from trade policy. Differences in infrastructure, export 

commodity, and trade performance should provide important insights into the 

characteristics of trade policy and poverty across the provinces. 

 

6.3.2 Sample Selection and Questionnaire Design 

The scope of the field survey is confined to evaluating the effects of trade policy from the 

farmers’ points of view; it does not attempt to examine the effects of trade policy on the 

economy as a whole. Farm households owning and cultivating land are the study’s units of 

analysis, as they engage in trade-related activities and are largely the poor in Vietnam. The 

underlying assumptions of the study are that poor households are much likely to be farm 

households and that the impacts of trade policy on a household are the same for every 

individual within the household. In terms of the sampling frame, the survey was directed at 

farm households who are cultivating their lands, and at rural or suburban areas where farm 

households are mostly involved in trading their crops, as the analysis of these households is 

the primary objective of the study. Although the selection of the survey fields was not 

random, as the research focuses on farmers’ perception of trade policy, the participants 

within a survey field were randomly selected. A sample of about 300 households was 

randomly drawn from the local administrative list of households. 

   

The design of the protocol for the survey was grounded on the purpose of the study, the 

literature on survey methodology, the VHLSSs, peer advice, and Vietnamese farmers’ 

common level of education. In addition to the mainstream of the protocol, the survey also 

proposed paying attention to gathering other opinions if any, in order to support the study’s 

later analysis. The difficulty in designing the questionnaire is how to express questions in a 

manner that typically less-educated farmers can understand. The questionnaire comprises 

39 open-ended and multiple-choice questions. The main contents cover general 
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information, economic characteristics, agricultural production, occupation, and trade and 

trade policy.  

 

The questionnaire also includes a cover letter with three functions: (i) advising that the 

participation in the survey is entirely voluntary, that private household information is kept 

secret, and that the data are solely used for the research project; (ii) asking for participants’ 

consent; and (iii) providing full information about the project and contact persons. This 

kind of protocol can allow for soliciting information beyond the mainstream questions in 

the form of field notes; it really consumes more time, however, for interviews and for the 

data processing to categorise participants’ opinions. To measure farm households’ 

assessment of some issues, a ten-point rating scale ranging from 1 (the lowest) to 10 (the 

highest), familiar to the Vietnamese farmers from their school years, was used to quantify 

opinions of farm households surveyed.
25

 

 

6.3.3 Survey Fieldwork   

Participants were anonymously chosen from the local administrative list of households. The 

field survey was then conducted by directly interviewing farm households. The face-to-face 

method was really time-consuming and costly; furthermore, some interviews failed because 

the chosen farm households had little or no information or gave biased information, which 

could cause some data quality problems. Much more time was needed to evaluate and 

double check the questionnaire information by contacting participants again for more 

information. The survey collected 329 questionnaires with information relatively complete.  

 

The survey procedure as explained and conducted helps the study with reliability and 

validity, but can only be partially generalised due to the non-random selection of the 

provinces. The survey potentially faces two shortcomings. First, it cannot capture the whole 

impact of the trade policy in agriculture, primarily due to the limitation of the farmers’ 

knowledge. Vietnamese farmers, especially those living in remote areas, generally have low 

education. They do not know or care much about government policies or about Vietnam’s 

                                                 
25

 The ten-point grade is universally used in Vietnam’s education system to assess study. 
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socio-economic issues. On the one hand, this could attenuate the quality of their response; 

on the other hand, what the farmers surveyed tell are true stories. Second, the survey 

considered the farm households as the units of analysis, ignoring every individual in a 

household. The data thus did not capture details of individuals. Despite the data quality 

concerns, the survey in fact amassed a great deal of useful and interesting information, 

which is analysed in the next section.  

  

6.4 ANALYSIS OF FIELD SURVEY RESULTS 

 

Farm household welfare can be affected by both non-trade- and trade-related factors. In 

addition to the trade-focused variables, the survey also contains non-trade-related variables 

collecting general information, which provide the foundation for other parts of the survey. 

The study mainly uses descriptive analytical methods to explore the survey primary data. 

The analysis of the survey results begins with providing general household characteristics; 

it then analyses trade-related factors from the perception of farm households.    

 

6.4.1 Provincial Development: Some Socio-economic Characteristics 

The field survey focused on two main export products of Vietnam. Of 329 surveyed farm 

households, about 40 per cent were from An Giang (Table 6.2), one of the key rice 

production provinces in Vietnam. This survey was thus expected to contain rich 

information about rice production and business. Dong Nai and Dak Lak accounted for 60 

per cent of the sample, equally divided between the two. In Dak Lak, one of the coffee-

leading production provinces, coffee export accounts for a considerable proportion of 

Vietnam’s total coffee exports. Beside rice as the main crop, the farmers in An Giang and 

Dong Nai also grew cashews, pepper, fruit, corn, and vegetables. All of these products are 

exportable, especially cashews, pepper, and some fruit; however, they are not Vietnam’s 

main export products. The data, thus, captured only the main products on which trade 

policy can impinge. The data covered several key topics: household demographics, 

education, expenditure, agricultural production, occupation, and trade policy. 
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Table 6.2: Main production of surveyed farm households (per cent) 

Province Paddy Coffee Cashew Pepper Fruit Corn Vegetables Total 

An Giang 38.6 0 0 0 0.6 0 0.6 39.8 
Dong Nai 24.9 0 1.5 1.8 0 1.8 0.3 30.4 
Dak Lak 0 29.8 0 0 0 0 0 29.8 
Total 63.5 29.8 1.5 1.8 0.6 1.8 0.9 100 
Source: Author’s survey data. 
 

As with the majority of Vietnamese households in this sample, heads of families were 

predominantly male. In fact, male farmers were more knowledgeable than their female 

counterparts. Respondents were relatively young, with an average age of 46 (Table 6.3). 

Participants who are male or middle-aged may provide better information than those who 

are female or in other ages. Household size in the sample was typically a family with four 

or more members. Moreover, farm households in Dong Nai had more members than those 

in the other provinces; interestingly enough, that province’s dependent ratio was the highest 

amongst the provinces surveyed. An Giang had the lowest dependent proportion, which 

may suggest a greater need for labour for the larger rice production. These results suggest 

that the characteristic of a province’s production may relate to its household composition. 

 

Table 6.3: Demographic characteristics of surveyed farm households 

 

Province 

Total 

house-

holds 

 
Head gender  

(per cent) 
 

Average 

age (year) 

Average 

Household Size 

(person) 

Household 

Composition  
(per cent) 

Female Male Children Adult 
An Giang 131 17.6 82.4 44.2 4.4 14.5 85.5 
Dong Nai 100 41 59 48.1 4.7 18.5 81.5 
Dak Lak 98 16.3 83.7 47.3 4.5 17.0 83.0 
Total 329 24.3 75.7 46.3 4.5 16.5 83.5 
Source: Author’s survey data. 
 

At the primary education level, Dong Nai had the highest ratio of respondents attaining the 

primary school education, while this proportion in Dak Lak was lowest. At the secondary 

level of education, Dak Lak had the highest proportion of lower secondary educational 

level, nearly twice as high as those of the others. This province also had the highest ratio of 

upper secondary education, more than twice as high as that of Dong Nai, and one and a half 

that of An Giang (Figure 6.1). At the higher levels of education, such as vocational training, 
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college, and university, the ratio of postsecondary education was significantly low. The 

proportion of vocational training was almost zero in Dak Lak, very small in An Giang, and 

highest in Dong Nai.  

 

Figure 6.1:  Levels of education 

 

Source: Author’s survey data. 
 

Figure 6.2: Graduation and school years 

 

Source: Author’s survey data. 
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These results are reasonable, because industry is typical of Dong Nai, where numerous 

industrial factories are located. People in this province have the advantage over the other 

provinces of obtaining education and training. On the contrary, the percentage of college 

education was almost zero in Dong Nai and highest in Dak Lak. An Giang had the lowest 

ratio of university level education, reflecting the fact that it was amongst the provinces 

having the lowest level of education in Vietnam. Although An Giang was one of the 

leading rice-production provinces, its farmers are generally poor, and low profits from rice 

production probably bring about low investment in education. Conversely, high profits 

from coffee production in Dak Lak contribute to the higher level of education. Graduation 

is an important achievement in education. Figure 6.2 shows that the proportion of 

respondents who finished their education was lowest in Dong Nai and highest in Dak Lak. 

Thus, Dong Nai had the highest ratio of respondents whose education was incomplete, 

whereas in Dak Lak, this ratio was lowest. The farmers surveyed in Dak Lak were 

generally better educated than those in An Giang and Dong Nai. 

 

Table 6.4: Per capita expenditure and main income sources 

Item An Giang Dong Nai Dak Lak Total 

Average per capita expenditure (million VND) 9.6 6.6 16.0 10.6 
Main income source (per cent) 100 100 100 100 
   Farming 80.2 92 67.3 79.9 
   Farming and extra work 13.7 8 32.7 17.6 
   Others 6.1 0 0 2.4 
Source: Author’s survey data. 
 

With respect to income and expenditure, Dak Lak had the highest level of average 

expenditure per capita amongst the surveyed provinces, probably because coffee production 

might be more productive than rice production. Engaging in farming accounted for 80 per 

cent of the farm households’ sources of income. In addition, the proportion of farm 

households earning a living from farming and extra work was highest in Dak Lak and 

lowest in Dong Nai (Table 6.4). If combined with the status quo of education, where the 

respondents in Dak Lak were better educated, then higher educated people did not rely 

solely on farming; rather, they were highly capable of finding extra jobs. The preliminary 
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picture of education and welfare shows that the poor had low levels of education and may 

not afford higher education. 

 

Figure 6.3: Assessment of sugar price change (per cent) 

         

Source: Author’s survey data. 
 

The most important factor that affects household income or expenditure is inflation. The 

poor households have really been dismayed by accelerating inflation in recent years. 

Increasing prices of goods and services, especially food staples, have significantly reduced 

their already small real incomes. Amongst the causes of inflation, the change in sugar price 

stands out as particularly noteworthy in Vietnam. Sugar used to be a strictly protected 

commodity. The sugar industry has remained inefficient, providing little labour, despite the 

government’s continued supports for increasing its competition levels (Dapice, 2003). 

Consequently, the Vietnamese have borne the burden of poor trade policies in the sugar 

industry, with high and frequently fluctuating sugar prices. Not surprisingly, the farm 

households surveyed have seen the sugar price change substantially in the last decade 

(Figure 6.3). The performance of the sugar industry, an instance of the inadequacy of 

Vietnam’s trade policy, has impinged on household welfare. 
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Figure 6.4: Access to poverty reduction programmes and assessment 

 

Notes: The assessment of the usefulness of the poverty reduction program ranges between 1 (lowest) and 10 

(highest), using the ten-point rating scale. 
Source: Author’s survey data. 
 

The success in the reduction of poverty in Vietnam partly results from the effects of 

poverty reduction programmes. The survey also considered the hunger eradication and 

poverty reduction programme (HEPR), an important national programme in Vietnam’s 

social and economic development policy, which helps poor households to escape poverty. It 

was not really effective, however, as access to this programme was not always easy. The 

data show that, on average, only 25 per cent of the respondents had access to the local 

poverty reduction programme, which was chiefly the preferential credit programme (Figure 

6.4). The allocation of the programme resources appears unequal across the provinces 

surveyed. In An Giang, the farm households that probably needed capital most for 

agricultural production had extremely low access to the programme. On the contrary, the 

better-off farm households in Dak Lak had generous access to credit, even though their 

need for capital support was not as high as that of the farm households in Dong Nai. Figure 

6.4 also indicates that poor farm households in Dong Nai assessed the programme highly, 

with their average evaluation of the programme being 7.1 per cent, compared with 5.1 per 

cent in An Giang and 5.9 per cent in Dak Lak. In general, the programme, most expected to 
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support the poor, performed less effectively than expected. These results suggest that huge 

resources for poverty reduction were inefficiently used and allocated, and were therefore 

wasted. 

 

The analysis of the general information shows some important characteristics of poor 

households in the provinces. The poor in An Giang had a lower level of education than 

those in Dong Nai and Dak Lak. Although Dong Nai is an industrial province, poor 

households in this province had a lower level of expenditure than the other provinces. This 

may suggest a high level of income inequality in industrial and urban regions. The 

inadequacy of trade policy has brought about soaring and unstable prices for several 

products, such as for sugar. The government efforts to support the poor through the poverty 

reduction programmes proved to be less effective. Low education, low income, major 

concern over inflation and weak support are some important cross-cutting characteristics of 

farm households in the surveyed provinces. 

 

6.4.2 Trade Policy Perception  

Agricultural trade is the main activity of farm households in Vietnam. Data provided by 

other household surveys may conceal the real plights of farmers in rural Vietnam, as they 

ignore farmers’ perception of trade in agriculture. The farmer awareness of agricultural 

trade constitutes a major part of this survey. Aspects of agricultural trade in Vietnam are 

revealed in the following analysis of seven main factors: agricultural production; 

occupation; market distribution; difficulties in agricultural production; desired support from 

government; the role of the cooperation amongst enterprises, banks, scientists, and 

government; and overall remarks on agricultural business. 

6.4.2.1 Agricultural production 

The production of rice and coffee represents Vietnam’s main agriculture activity. 

The analysis of some characteristics of agricultural production allows for better 

understanding of trade activities and trade policy in agriculture. The surveyed provinces, 

especially An Giang and Dak Lak, are predominantly rice and coffee producers. In reality, 

land for cultivation, which is a fundamental requirement of agricultural production, has not 
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been planned for efficient agricultural production in that the cultivatable land is a 

patchwork of tiny plots. Each household has its own area and has itself managed the 

production. Different households may have different targets and methods for production 

and thus, different productivity. This is one of the reasons for low quality and productivity 

of rice. 

 

As predictable, the farm households in An Giang owned the largest land area compared 

with the other provinces, with their average land area per capita being 0.25 hectare. 

Compared with An Giang, the other rice-growing area, Dong Nai, was lowest on the index 

(0.13 hectare), as shown in Table A6.1.2. An Giang’s rice productivity (tonne per hectare) 

was 42.6 per cent higher than that of Dong Nai. The farm households in An Giang invested 

more in rice production than those in Dong Nai, as the production cost per hectare in An 

Giang was typically 51.9 per cent higher than that in Dong Nai. Coffee production, the 

main product of Dak Lak, generally requires much more capital resources than rice 

production at the early stages of production. In rice production, the profit per tonne was 

more than twice as high as the cost per tonne. In coffee production, the profit per tonne was 

more than three times as high as the production cost. Given these differences in production 

between rice and coffee, the production of coffee tends to be more productive than rice 

production in Vietnam. As coffee production requires considerable capital resources, and 

suits only some areas, such as highlands, coffee-growing is unlikely to be a feasible option 

for the majority of the poor. 

 

Among the input into agricultural production, fertiliser typically accounted for about 60 per 

cent, followed by the cost of seed (about 16 per cent on average) (Figure 6.5). Thus 

fertiliser was, inter alia, a crucial factor making up rice productivity. Farmers may use 

several kinds of fertiliser, of which the NPK (Nitrogen, Phosphorus, Potassium) and Kali 

fertiliser are mostly needed. The prices of these fertilisers fluctuated highly. The ratio of the 

difference between the highest price and the lowest price (the range) of the NPK to its 

average price can reach 97 per cent, especially in An Giang and Dong Nai, where farmers 

mostly need fertiliser for rice crops (Table A6.1.3). These ratios for Kali and other 
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fertilisers can exceed 100 per cent. In reality, Vietnam still imports some fertilisers due to 

the limited and unstable supply of the domestically produced fertilisers. Farmers frequently 

endure the government’s mismanagement of fertiliser importation, which causes fertiliser 

supply shortage and raises fertiliser prices. This consequential rise in the cost of agricultural 

production substantially affects poor farm households. 

 

Figure 6.5: Cost composition of agricultural production (per cent), 2011 

  

Notes: The sample for this figure covers 71 households who provided details of paddy cost production, 

including 16 in An Giang and 55 in Dong Nai. 

Source: Author’s survey data. 
 

As fertiliser was one of the farmers’ main concerns, especially at the beginning of a crop, 

changes in fertiliser price strongly affected the farmers: their average assessment of the 

level of fertiliser price change is 9.7 points (Table 6.5). The purchase of fertiliser was not 

always easy for many: their estimate of the difficulty of access to fertiliser purchase was as 

high as 7.1 points in the rating scale of 1 to 10. When being asked about the possible 

difficulties in buying fertiliser, nearly 99 per cent of the respondents quoted the high price 

as their main consideration. The extreme price fluctuation was also quoted as a major 

impediment to fertiliser purchase. Mismanagement of the fertiliser market may result in 

low productivity, low quality rice, unpredictable productivity, uncertain rice supply, and 

low export rice prices.  
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Table 6.5: Assessment of access to fertiliser 

Item  An Giang Dong Nai Dak Lak Total 

Perception of fertiliser price change
1/ .. 9.8 9.7 9.7 

Access to fertiliser purchase
2/ 6.3 6.5 8.7 7.1 

Reasons for possibly difficult access (percentage of surveyed households choosing the answer)
3/ 

   Shortage supply 5.3 1.0 0 2.4 
   High price 95.4 100 100 98.8 
   Import limitation 0.8 0 0 0.3 
   Low quality 6.1 0 0 2.7 
   Unreasonable market 6.8 0 0 2.7 
   Other reasons

4/
  0 10 0 3.0 

Notes:  

1/ The perception of fertiliser price change ranges from 1 (lowest) to 10 (highest), using a ten-point rating 

scale. This question was not in the questionnaire for An Giang, and just added later to the questionnaire for 

Dong Nai and Dak Lak.  

2/ The access to purchasing fertiliser ranges from 1 (most difficult) to 10 (easiest), using a ten-point rating 

scale. 

3/ The total percentages do not add to 100 per cent in each province as a respondent can choose one or more 

answers. 

4/ Other stated reasons included high price fluctuation, unstable market price, extreme price fluctuation, too 

high price fluctuation, and unexpectedly up-and-down market price. These opinions were unpopular in the 

sample. 

Source: Author’s survey data. 
 

When evaluating profitability in agricultural business, almost all the farmers in An Giang 

and Dak Lak provinces stated that their agricultural production was profitable. The number 

of farm households in Dong Nai being reported to be profitable accounted for only 32.5 per 

cent of the sample of the province. The difference between the average crop price that the 

farmers desired to sell at and the one they actually sold at was considerable, with the 

average percentage change being 16 per cent in An Giang, 27 per cent in Dong Nai, and 17 

per cent in Dak Lak (Table 6.6). Although crops were reported to be profitable, the farmers 

may not gain the benefits that they desired. Moreover, their profits have yet to take inflation 

into consideration. 

 

The results suggest that agricultural production in Vietnam was unsustainable. Prices of 

fertiliser, the main input to agricultural production, were perceived to be very high, with 

extreme fluctuation, whilst rice and coffee crops were sold at lower prices than were 

expected. The profits the farmers received may not correspond to what they deserved. The 

small profits probably make them lack incentives to invest in agricultural production to 
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increase productivity. They grew rice perhaps because they had no better choices. In reality, 

the convoluted distribution of the crops was a cause for low profits. As a consequence, the 

farm households did not rely altogether on farming as the main source of income. Rather, 

they had to find an extra job to feed their typically large family. 

 

Table 6.6: Perception of agricultural business  

  An Giang Dong Nai Dak Lak 

Item  (n = 126) (n = 80) (n = 92) 

Perception of profit (per cent)     
    Profitable  100.0 32.5 100.0 

    Not profitable  0.0 67.5 0.0 

Average real price (VND)  6,202.8 5,915.0 49,243.5 

Average desired price (VND)  7,250.4 7,530.0 57,630.4 

Average percentage change (per cent)  15.9 27.3 17.1 
Note: n denotes the sample size in each province. 

Source: Author’s survey data. 
 

6.4.2.2 Occupation 

Employment is one of the most visible effects of trade liberalisation. If farmers have 

good harvests, and rice prices are high, they have a high demand for labour to do farm 

services. Small farm households are also busy with their own harvests and crop sales. The 

unsustainable agricultural production may result in an unstable source of income in rural 

areas. Farm households had no choice but to find other jobs, or extra jobs, which may not 

be relevant to agriculture. As discussed earlier, younger people tend to find jobs in 

industrial and/or urban areas. Older people tend to work for richer households in the same 

or neighbouring regions. Of the three provinces, Dong Nai had the largest proportion of 

farm households having a second job (Table 6.7). The opportunity for finding jobs in Dong 

Nai is higher than in the other provinces, because numerous enterprises are located here. 

This province also has a highest ratio of household members working in export sectors. The 

survey results show that finding jobs in Dong Nai was more difficult than in the other 

provinces, suggesting a more competitive labour market in this province (Figure 6.6).  
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Table 6.7: Perception of occupation  

Item An Giang Dong Nai Dak Lak Total 

Extra work (percentage of households in each 

province) 
35.9 41 33.7 36.8 

Perception of difficulty in finding job
1/ 4.6 2.4 3.7 3.7 

Household members working in export sector 

(percentage of households in each province) 
2.3 6.0 0.0 2.7 

Residence near an industrial park
2/ 35.9 62.0 100.0 62.9 

Notes:   

1/ Based on a ten-point rating scale, ranging from 1(most difficult) to 10 (easiest). The figures in the table are 

averaged.  

2/ Households resided about 50km around an industrial park. 

Source: Author’s survey data. 
 

Figure 6.6: Perception of finding jobs (per cent) 

 

Source: Author’s survey data. 
 

The farm households surveyed actually did low-income jobs, probably due to low 

qualifications or inadequate training. The percentage of the respondents in Dong Nai living 

near industrial parks was higher than that in An Giang (62 per cent). Although the 

households surveyed in Dak Lak mostly lived near an industrial park, the chance to work in 

export enterprises was low, as this province had few industrial parks compared with Dong 

Nai or An Giang. The results suggest that the farm households in An Giang may have a 
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better opportunity for finding jobs than those in Dong Nai and Dak Lak. Likewise, famers’ 

jobs in An Giang are low-income, primarily agricultural services, and other services.  

 

The opportunity for finding a job for farm households depends primarily on the state of 

crops and rice market, an individual’s qualification or education, local business 

development, and geography. Remote households are typically poor, because of both their 

low level of education and the poor development of local businesses. A high rate of rural 

employment is secured only when crops are successful and rice prices are high. In reality, 

these two conditions seldom occur at the same time. Farm households in industrial 

provinces have more opportunities for finding jobs beyond the farm, especially in export 

sectors. This signifies the employment effect of trade openness on poverty. Low education 

may also prevent poor households from having jobs, especially good jobs. As low-income 

work continues to be the most likely option for poor households, their opportunity to escape 

poverty would be very difficult. 

6.4.2.3 Markets for rice and coffee 

Farmers need to have appropriate prices from their crop sales. This part of the 

survey content provides an explanation of how farm households decide to sell crops. The 

survey results show that the farm households had almost no idea about the rationale for 

selling their crop. About 84 per cent of the respondents sold their crop for the reason of 

convenience, and this ratio was highest in Dak Lak (Table 6.8). Other recognised reasons, 

such as urgent need of money, no choice, or cash payment, suggest that the crop 

distribution was poorly organised. Some surveyed farmers stated that state food companies, 

the main rice exporters, never bought crops directly from them, but rather, purchased crops 

only from private merchants/traders or rice agents. In reality, as farmers simply process rice 

in the paddy after harvesting, their crops sold thus have low quality. They are unable to 

carry out more complicated rice processing, due to lack of knowledge and investment in 

machinery or equipment.  
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Table 6.8: Stated reasons for selling crops (percentage of total households) 

Reason An Giang Dong Nai Dak Lak Total 

Urgent need of money 37.4 58.0 31.6 41.9 
Convenience 74.0 83.0 98.0 83.9 
No choice 21.4 23.0 0.0 15.5 
Other reasons

1/
  4.6 0.0 0.0 1.8 

Notes:  

- The total percentages do not add to 100 per cent in each province as a respondent can choose one or 

more answers.  

- 1/ These stated reasons: Good prices; state firms only bought export paddy, not farm gate paddy; no 

state agent; cash payment. 

Source: Author’s survey data. 
 

Farmers had no choice but to sell their crops directly from paddy to private rice/coffee 

traders for low prices, as their continuing main concern was somehow to receive money as 

soon as possible. This meant that they had no chance to consider other possibilities, even 

though they knew that they lost when selling crops to private traders. The survey results 

suggest that farmers mostly desired to sell crops to state food enterprises, believing that 

they would have most returns via this distributional channel (Figure 6.7). Farmers 

perceived that private rice traders are just middlemen making great profits by collecting 

paddy from farm growers and processing paddy to sell output to rice exporters. They also 

reckoned that selling crops to rice exporters is the best option, because they would receive 

better prices without these middlemen. The results demonstrate that farmers also sold crops 

to many buyers, mostly private rice/coffee traders. Generally, their decision to sell crops is 

more spontaneous than rational. 

 

In reality, seldom did state food companies, the main legitimate rice exporters, buy crops 

directly from farmers to export. All the respondents reported that they traded with the 

private rice traders, who almost altogether controlled this lucrative market segmentation. 

By nature, private rice traders always find the ways to lower price as much as possible, to 

squeeze farmers’ profit. The existence of a variety of trading intermediaries mirrors the 

poor trading system for two of Vietnam’s leading export commodities. As a consequence, 

although the world rice prices tend to be increasing and Vietnam frequently comes first or 

second in rice export in the world, farm households in this country typically remain poor. In 

the last three years, rice and coffee have seen their prices change dramatically; the change 
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of rice price was from about 42 per cent to about 52 per cent and coffee price 

approximately 151 per cent (Table 6.9). As discussed previously, although rice prices tend 

to be growing, input cost for agricultural production, especially the fertiliser cost, has also 

risen. 

 

Figure 6.7: Revealed preference for distribution channels for crops (per cent) 

 

Source: Author’s survey data. 
 

To further examine farmers’ perception of the fluctuation in the rice or coffee market in 
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market factors, export, trade policy, and open responses. The results suggest that export 

demand played a crucial role in rice and coffee production, especially in An Giang and Dak 

Lak (Figure 6.8). Notably, however, the farmers in An Giang recognised the difficulties 

relevant to export procedure as being a reason for the lowest rice price over the last three 

years. Export demand for rice is the external factor, which is mostly beyond government 

control. 
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Table 6.9: Rice market price fluctuations 

Item An Giang Dong Nai Dak Lak 

Lowest price in last 3 years (VND, average) 4,146.0 3,856.2 14,076.9 
Highest price in last 3 years (VND, average) 6,425.4 5,567.9 49,384.6 
Price change (per cent) 51.9 42.3 150.8 
Source: Author’s survey data. 
 

What the Vietnamese government can do is to attempt to forecast the world demand as 

specifically as possible. The government can also reform customs procedures to smooth 

rice export, as well as other exports, as customs procedures appear to be far from efficient 

and often trouble export enterprises. In reality, rice export shipments are occasionally 

delayed due to the cumbersome export procedures. Such a halt to rice exports may cause 

difficulties for farmers at the beginning of the rice supply chain. Consequently, the 

mismanagement of rice distribution and exports, such as poorly planned procurement and 

storage of rice, poor market forecast, and customs procedures, actually dampen rice 

production and export, lowering the rice quality and farmers’ profit. Lower profit may also 

result in other identified difficulties in agriculture, such as lack of capital and low 

productivity. 

 

Figure 6.8: Stated reasons for the lowest price in the last three years (per cent) 

 

Notes: 1/ These reported reasons: firms could not borrow from state banks, so they had no plan to purchase; 

too many agents; private merchants’ unfair prices; low quality paddy and rice; surplus supply when 

harvesting; low inflation; food security; unstable market price; private merchants’ purchases; price fluctuation 

or due to market prices; not many livestock farms; no idea; unknown.  

Source: Author’s survey data. 
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6.4.2.4 Identified difficulties in agricultural production 

The analysis of difficulties in rice or coffee production can help to disclose other 

aspects of agricultural production and trade. Unlike the production of other products, 

producing rice or coffee is a complicated process, especially in developing countries with 

low technology support. Farmers in these countries work very hard and face numerous 

difficulties. The results suggest that lack of capital was the farmers’ major concern, as 

about 80 per cent of the respondents quoted capital shortage as their main difficulty in 

agricultural production (Figure 6.9).  

 

Figure 6.9: Identified difficulties in agricultural production (per cent) 

 

Notes: 1/ Other identified difficulties were downgraded lands due to continual production; lack of after-crop 

technique; high input prices; no drying yards; land shortage; increasing population; small profit; high 

fluctuation of fertiliser and bio protection drugs; low quality paddy. 

Source: Author’s survey data. 
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weather. Most importantly, more than 88 per cent of the respondents in An Giang stated 

that the rice market was unpredictable. The uncertainty of the rice market suggests the 

unsustainable development of agriculture in Vietnam. Adding to this, most of the farmers in 

Dak Lak said that they lacked the technical knowledge needed for coffee production. 

 

In summary, the difficulties facing the farm households reveal the inadequacy of Vietnam’s 

trade system in agriculture. The chronic lack of capital may result from having low profit 

and almost no access to bank loans. Lack of capital potentially leads to low productivity, 

because no investment is made in production. Lack of technical supports also lowers 

productivity. Most importantly, if farmers are uncertain about the market, they are unable to 

plan their production, and are vulnerable to numerous risks in agricultural production. Low 

income in the agricultural sector causes legions of people to migrate to urban areas, where 

most factories are located, to earn a living. The process of rural to urban migration creates 

shortage of labour in rural areas, threatening agricultural production. Farmers are therefore 

mired in agricultural woes. They need lots of supports from the government. 

6.4.2.5 Farmers’ expectation of support from the government 

The analysis of the farmers’ perception of agricultural difficulties combined with 

the understanding of farmers’ expectation of support from the government further 

demystifies the inadequacy of trade policies in rice or coffee. Based on the perceived 

difficulties in agricultural production, the farmers had the desire for a wide-ranging support 

from the government, of which special lending, organisation of purchase system, 

stabilisation of fertiliser  and fuel market were most crucial. About 80 per cent to 90 per 

cent of the respondents in An Giang and Dak Lak expected to have access to a preferential 

bank loan, whereas the farmers in Dong Nai did not need that much (Figure 6.10). The 

farmers in An Giang and Dak Lak also recognised the importance of smoothing export 

procedures to rice production, as they must have experienced the bottleneck on the crop 

distribution due to delayed export shipments. Customs procedures concerned the Dong Nai 

farmers less than they concerned the An Giang and Dak Lak farmers, since the scale of 

agricultural production in Dong Nai was relatively small and simple, and the rice crops 

were primarily for home consumption. More than 70 per cent of the respondents considered 
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that the existing procurement of rice and coffee needed to be re-organised, as they regularly 

sold crops with unfair prices. More than 80 per cent of the respondents also hoped to have 

the stabilised supply of fertiliser and fuel, the two main inputs into agricultural production. 

They really needed the supporting knowledge of agricultural techniques to increase 

productivity. 

 

Figure 6.10: Expected support from the government (per cent) 

 

Notes: 1/ Other desired support consisted of building local rice storages; market-driven regional planning; 

providing poor households with seeds; banks’ too small lending quota for agriculture; no comment. 

Source: Author’s survey data. 
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1.8 

38.3 

70.8 

72.3 

73.6 

81.2 

2.3 

63.4 

80.2 

74.8 

80.2 

87 

3 

3 

41 

59 

54 

55 

0 

40.8 

88.8 

82.7 

84.7 

100 

Other supports 1/

Streamlining export
procedures

Preferential loans

Re-organising purchase
system

Support of techniques

Stabilising supply of fertilizer
and fuel

Percentage of households 

Ex
p

e
ct

e
d

 s
u

p
p

o
rt

 

Total An Giang Dong Nai Dak Lak



173 

 

6.4.2.6 Cooperation amongst enterprises, banks, scientists, and government 

The Vietnamese government has initiated the multi-agency cooperation among 

farmers, enterprises, banks, scientists, and authorities to support farmers. In this scheme, 

farmers are the main stakeholders, responsible for producing the rice, or coffee, or other 

agricultural products. Enterprises, which are mainly responsible for output distribution and 

export, need to play a more active role in supporting farmers. They can approach farmers to 

order products prior to crops and can provide them with facilities and/or finance. Banks 

formally provide farmers with bank loans and banking services. Vietnam has the Vietnam 

Bank for Agriculture and Rural Development, which, as its name, specialises in providing 

agricultural development support. Poor farmers with small plots of land have very restricted 

access to credit such as this, since they have poor assets as collateral. In this alliance, 

scientists are increasingly important to farm households. Farmers are very needful for 

techniques of cultivation, because they are typically less educated. Technology in 

agriculture is the underpinning for the successful agricultural development. The last, very 

important, stakeholder in the cooperation is the local and central authorities. The 

government, which can directly help farmers through the agricultural programmes, should 

coordinate the cooperation to work, facilitating it amongst stakeholders. The effective 

cooperation amongst firms, banks, scientists, and authorities in supporting farmers will 

underpin the development of agriculture in Vietnam. 

 

Figure 6.11: Overall perception of the cooperation (per cent) 

 

Source: Author’s survey data. 
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The respondents on the whole thought highly of the useful role of the cooperation in 

supporting farmers. More than 80 per cent of farm households surveyed considered that its 

effective operation would be very useful for farmers (Figure 6.11). The highest evaluation 

of the cooperation came from the An Giang farmers, probably because they are most 

engaged in farm production and trade. Only 63 per cent of the farmers in Dong Nai thought 

that it was important. The farmers in this province did not think highly of its role, because 

rice production is in fact not the province’s main activity. Despite its theoretical and 

practical usefulness, the cooperation appeared to be more form than content. Its 

performance was modest in the farmers’ points of view. In the farmers’ evaluation of its 

operation using a ten-point rating scale, the average and mode mark was 5.7 and 7 

respectively (Figure 6.12, see also Table A6.1.8). 

 

Figure 6.12: Assessment of the cooperation 

 

Source: Author’s survey data. 
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knew of the existence of the cooperation, possibly because of its dim role in supporting 

farmers, or the farmers’ low knowledge. In addition, the farmers, especially those in Dong 

Nai, who gave their opinion of the cooperation, claimed that it almost did not exist in 

reality. Its existence, if any, was seasonal and far more form than content. They 

downgraded its role because this alliance failed to control rice prices; to provide farmers 

with access to agricultural policy and information; to help farmers to have access to formal 

bank loans; and to forge a close relationship with farmers.  

 

The establishment of the cooperation is most appropriate for supporting farmers and 

developing agriculture. Contrary to expectation, it did not perform as would have been 

expected. Its faded function to support farmers suggests the inconsistent trade policies on 

agriculture. Each stakeholder, apart from farmers, in the cooperation may not play the role 

as expected. Its dim role can be ascribed to the government whose role is to coordinate its 

operation. Without the government coordination, other stakeholders cannot fully cooperate. 

The government itself resists decisive reforms as it still maintains SOEs’ monopoly of rice. 

6.4.2.7 Agricultural business before and after 2000: An overall assessment 

At the end of the questionnaire, the farmers were asked to evaluate agricultural 

business overall before and after the year 2000. The aim of this question is to assess 

farmers’ recognition of the changes in their business environment over two decades. The 

year-2000 milestone is more meaningful than the year 2007, when Vietnam became an 

official member of the WTO, because the farmers did not have much knowledge of the 

WTO and its impacts on the economy and their business. After the year 2000, the economy 

was relatively stable and performed well as a result of the economic reforms, which were 

initiated in the 1990s and accelerated after the year 2000 to prepare for participating in the 

WTO. Farmers could realise changes in the economy before and after that time.  

 

The farmers were asked to compare the two periods with three degrees of assessment: 

Better, Unchanged, and Worse. Nearly 77 per cent of the respondents thought that their 

farm business was better after 2000 (Figure 6.13). The percentage of the farmers with 

positive perspective was highest in Dak Lak and lowest in Dong Nai. The reasons for being 
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better were diverse; 17.1 per cent of the respondents in An Giang reasoned that farm 

business was better for an improvement in technique and productivity; 72.9 per cent for 

high demand, price, and good export; and 7.8 per cent for the role of the government in 

supporting farmers, which coincided with the viewpoint of 55.1 per cent of the respondents 

in Dak Lak (Table A6.1.10). The rest of the farmers surveyed gave varied remarks, 

generally relevant to the government policies, the development of the economy, market 

stabilisation, and integration of the economy into the world economy.   

 

For most of the Dong Nai farmers, farm business was unchanged after the year 2000. Forty-

five per cent of them reasoned that rice prices were still low and agricultural production had 

small or no profit. Some of the farmers in Dong Nai had no idea of the change, probably 

due to their low education or indifference. Some of the respondents in An Giang considered 

that farm business was worse after the year 2000, primarily owing to poor management in 

agriculture, high inflation, and poor harvest. Although the farmers’ overall perspective is 

that agricultural business has been better over the two decades, a considerable number of 

the farmers had not noticed any changes. This implies that several farmers did not really 

benefit from agricultural growth and trade reforms. 

 

Figure 6.13: Assessment of agricultural business  

[Before and After 2000] 

 

Source: Author’s survey data. 
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Generally, the analysis has depicted several aspects where trade policies in agriculture 

proved to be inadequate. Farmers’ perception of agricultural trade policies suggests a range 

of weaknesses in agricultural production and business in Vietnam. The weak cooperation 

amongst farmers, enterprises, banks, scientists, and government can help to explain the 

sluggish development of agriculture and the low-income farming. Although the surveyed 

farmers’ attitude towards the multi-agency cooperation for supporting farm households and 

farm business was on the whole positive, many of them, especially poor farm households, 

appeared to be left behind in the process of economic development.  

  

6.4.3 Regression Analysis of Primary Survey Data  

These primary survey data can be analysed using the regression analysis to complement the 

above descriptive analysis. This section uses the model of micro-determinant of growth 

introduced in Chapter 3 to examine (i) the relationship between the farmer perception of the 

multi-agency cooperation and household welfare; (ii) the effect of the geographical 

difference on welfare. The dependent variable in this analysis is the household consumption 

expenditure per capita (RPCE), measured in logarithm (log of RPCE). The analysis uses 

farmers’ attitude towards the cooperation amongst farmers, enterprises, banks, scientists, 

and authorities in the form of a dummy variable to capture the effect of the farm household 

perception of trade policy on welfare; the reference category is farmers’ negative attitude to 

the cooperation. This variable is expected to have a negative impact on household welfare, 

since farmers having a higher income level are more likely to be involved in cultivation and 

trade; therefore, they can more clearly understand the poor performance of this cooperation 

and more likely to have a negative attitude to its role in supporting farm households. The 

second variable, a proxy for market, is the change in domestic output prices in the last three 

years, which should have a positive impact on welfare, as the world prices of rice and 

coffee tend to be increasing and so do the domestic output prices. The difference in 

geography amongst the provinces surveyed, which is likely to affect welfare, is captured by 

the provincial dummy variables with the reference category of Dong Nai. Besides the three 

key variables, other variables, such as household size, gender, income source, land area per 
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capita, crop diversification (growing more than one crop), are also included to ensure 

compliance with the model specification.    

 

Most of the coefficients of the variables are statistically significant and have expected signs 

(Table 6.10). The regression is of a reasonable goodness-of-fit, with the R
2
 being 0.66; the 

model approximately explains more than 66 per cent of the change in the dependent 

variable. As the mean of the variance inflation factor (VIF) is 1.25, the regression has 

almost no problem of multicollinearity. The use of robust standard errors helps it to 

eliminate the issue of heteroskedasticity. The Shapiro-Wilk test for the normality of regression 

residual (W) is 0.99511 (Prob. > z = 0.5), suggesting that the regression residuals are normally 

distributed.   

 

Table 6.10: OLS regression for the impact of trade perception on per capita 

expenditure of farm households surveyed in 2011 

[Dependent variable: log of RPCE] 
Independent variable Expected sign Coefficient p-value 

Constant term   2.21317*** 0.000 

Household  size Negative -0.06831*** 0.000 

Head is male Positive -0.02065             0.623 

Non-farm income source Positive  0.09671** 0.021 

Land per capita Positive  0.75108*** 0.000 

Crop diversification   Positive -0.19190*** 0.005 

Maximum output price change in last three years Positive  0.00002*** 0.000 

Good multi-agency cooperation Negative -0.19738***  0.001 

An Giang and Dak Lak provinces Positive  0.16051*** 0.001  

R
2
 0.665  

Number of observations 286  
Note: *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level 

Source: Author estimates using the data from the primary field survey. 
 

The results indicate that price change, perception of trade policy, and location have an 

expected effect on household welfare. As predicted the maximum change in output price 

over the last three years, a proxy for trade shock, is statistically significant and has a 

positive impact on welfare. On average, a one-thousand-dong change in the price of output 

is associated with an increase in per capita expenditure of 0.002 per cent, holding other 

things constant. The modest effect suggests that the farmers modestly benefit from a 

positive trade shock. Besides, the farmers’ attitude to the role of the multi-agency 
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cooperation in supporting farmers is significant and has a negative impact on welfare, as 

expected. The coefficient of 0.19738 attached to the variable “good multi-agency 

cooperation” means that the per capita expenditure of the farmers who considered the 

cooperation was good is typically 17.9 per cent lower than that of the other farmers.
26

 This 

finding suggests that the farmers with a higher level of per capita expenditure tended not to 

think highly of the cooperation. Geographically, the farmers in An Giang and Dak Lak, 

who probably engaged more in farm production and trade appeared to be better off 

compared with those in Dong Nai. The per capita expenditure of the farm households in An 

Giang and Dak Lak is 17.4 per cent higher than that of those in Dong Nai. Summarily, the 

regression results reveal the relationship between trade policy awareness and welfare: 

Better knowledge of trade policy tends to be positively associated with standards of living. 

 

6.5 CONCLUSIONS 

 

The chapter has conducted the primary field survey and analysed several facets of the 

effects of trade policies on rice and coffee production and market from the points of view of 

the farmers. The survey was conducted in three provinces in Vietnam: An Giang, Dong 

Nai, and Dak Lak. Overall, the production and distribution of rice and coffee was, to a large 

extent, liberalised, but mismanaged. The farmers faced several risks in relation to crop 

distribution, inflation, capital shortage, unstable supply of fertiliser and fuel, and rice export 

delays. They also lacked support from multi-agency cooperation proposed by the 

government to be the farmers’ primary sources of support. In An Giang, private rice 

traders’ domination in rice procurement from farmers can be typical of rice distribution in 

Vietnam. The farmers in this province may suffer most from the local poor trade system, as 

most of them felt displeased when trading with private rice traders. As they are the big rice 

producers, they desired to reorganise the distributional system to stabilise the rice market. 

The key challenge for An Giang is to reform the rice distribution system to smooth rice 

export and take most benefits for farmers.  

                                                 
26

 The percentage increase is given by e
0.19738

1, which is about 0.17912. This method is used for the 

interpretation of all the coefficients of dummy variables in this study. 
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Compared with An Giang, coffee production in Dak Lak was more productive and 

profitable. Similar to An Giang, coffee exporters bought coffee crops from coffee agents or 

private traders who had collected these coffee crops from coffee growers. Consequently, 

the difference between farm gate prices and the prices at which private traders sold coffee 

crops to coffee exporters was claimed to be considerable. Different from in An Giang, 

coffee agents in Dak Lak were big businesses, who are able to use their market power to 

defer payment for coffee farmers until they receive payment from coffee exporters. Coffee 

growers, therefore, face the risk of default by coffee agents. Dak Lak needs to reform its 

coffee distribution system to secure payment for coffee production. 

 

Different from An Giang and Dak Lak, Dong Nai farm households engaged in less 

productive small-scale agricultural production. As Dong Nai is a typical industrial 

province, agriculture plays a minor role in its economic development. Nonetheless, the 

farm households in this province were still poor. They had limited knowledge about trade 

policy and the role of the multi-agency cooperation in supporting agricultural production. 

Rice crops were mainly domestically consumed or home-used, and rice market distribution 

was similar to An Giang. Had trade policy been efficient and consistent, and given the 

advantage of being adjacent to HCMC, Dong Nai farmers would totally have been quality 

rice producers, the same as those in An Giang. Trade policy reforms in agriculture should 

be consistent so that all farmers can have the same access to the resources for agricultural 

production. 

 

The agricultural trading system in each province has its own flaws. The farm households 

suffer from what continues to be an inadequate trade policy, especially on rice and coffee 

market distribution. Reforming the internal trading system in agriculture is most 

appropriate for improving welfare of farm households. More significantly, the identified 

relationship between farmers’ perception of trade policy and welfare can provide a new 

direction for future research on the tradepoverty nexus. It also suggests that trade policy 

reforms in agriculture require farmers be fully apprised of changes in trade policies, and 

that better perception of trade policy can help farmers to decide rationally as to how to 
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distribute their crops and gain the most from output distribution. This three-province case 

study of agricultural trade has pinpointed the problems with Vietnam’s internal agricultural 

trade system that dampen farmers’ incentives to improve agricultural production. It also 

suggests that the effectiveness of trade policy reforms lies in farmers’ comprehension of 

trade policy. 
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APPENDIX  

Appendix 6.1: Summary of the primary survey results 

Table A6.1.1: Education of surveyed farm households (per cent) 
Education level An Giang Dong Nai Dak Lak 
Total 100 100 100 
Able to read and write 4.6 3.0 2.0 
Primary 41.2 47.0 6.1 
Lower secondary 31.3 32.0 57.1 
Upper secondary 19.1 13.0 30.6 
Vocational training 0.8 3.0 0.0 
College 1.5 0.0 2.0 
University and beyond 1.5 2.0 2.0 

 

Table A6.1.2: Some indicators of agricultural production 

 An Giang Dong Nai Dak Lak Total 

Productivity indicator  (Rice) (Rice) (Coffee)  
Average land area per household (hectare) 1.0 0.53 0.96 0.8 
Average land area per head (hectare) 0.25 0.13 0.21 0.20 
Ton per hectare 6.7 4.7 3.8 - 
Cost per hectare (million VND) 12.3 8.1 81.9 - 
Cost per tonne (million VND) 1.9 1.8 13.8 - 
Revenue per tonne (million VND) 6.3 6.3 49.3 - 
Profit per tonne (million VND) 4.4 4.5 35.5 - 
Sample observation 127 82 98 329 

 

Table A6.1.3: Fertiliser price change 
Fertiliser Total An Giang Dong Nai Dak Lak 
NPK n = 298 n = 116 n = 85 n = 97 
   Average price 12,687.8 11,958.2 13,183.5 13,125.8 
   Standard deviation 106.3 157.2 164.6 200.8 
   Maximum 20,000 18,000 20,000 15,000 
   Minimum 7,660 7,660 10,000 10,000 
   Range/average price (per cent) 97.3 86.5 75.9 38.1 
Kali n = 276 n = 101 n = 78 n = 97 
   Average price 12,769.2 12,896.8 12,801.7 12,610.3 
   Standard deviation 87.3 169.9 201.7 64.4 
   Maximum 20,000 20,000 18,000 13,500 
   Minimum 6,000 7,200 6,000 8,000 
   Range/average price (per cent) 109.6 99.2 93.7 43.6 
Other fertiliser n = 277 n = 115 n = 66 n = 96 
   Average price 12,385 16,261.7 9,240.2 9,903.1 
   Standard deviation 253.5 154.3 596.0 106.1 
   Maximum 20,000 20,000 15,000 11,000 
   Minimum 2,300 10,909.1 2,300 3,000 
   Range/average price (per cent) 142.9 55.9 137.4 80.8 
Note: n denotes the corresponding sample size. 
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Table A6.1.4: Cost structure of rice production 

Cost structure per hectare per crop (per cent) An Giang (n = 16) Dong Nai (n = 55) 
Seed 14.9 17.4 
Fertiliser 66.3 57.5 
Fuel 10.8 11.1 
Other costs 8.0 14.0 
Note: n denotes the effective sample size in each province. 

 

Table A6.1.5: Identified difficulties in agricultural production (per cent) 

Difficulty An Giang Dong Nai Dak Lak Total 
Capital shortage 82.4 79.0 86.7 82.7 
Labour shortage 7.6 24.0 58.2 27.7 
No profit 3.1 62.0 0.0 20.0 
Bad weather 16.0 63.0 96.9 54.4 
Uncertain market 88.5 18.0 14.3 45.0 
Lack of technical knowledge 9.9 34.0 86.7 40.1 
Other difficulties

1/ 3.1 6.0 0.0 3.0 
Notes:  

- The total percentages do not add to 100 per cent in each province as a respondent can choose one or more 

answers. 

- 1/ Other identified difficulties were downgraded lands due to continual production; lack of after-crop 

technique; high input prices; no drying yards; land shortage; increasing population; small profit; high 

fluctuation of fertiliser and bio-protection chemicals; low quality paddy. 

 

Table A6.1.6: Access to fertiliser 

Item An Giang Dong Nai Dak Lak Total 
Perception of fertiliser price change

1/ .. 9.8 9.7 9.7 
Access to fertiliser purchase

2/ 6.3 6.5 8.7 7.1 
Reasons for possible difficult access (percentage of surveyed households choosing the answer)

3 
 Shortage supply 5.3 1.0 0.0 2.4 

 High price 95.4 100 100 98.8 

 Import limitation 0.8 0.0 0.0 0.3 
 Low quality 6.1 0.0 0.0 2.7 

 Unreasonable market 6.8 0.0 0.0 2.7 

 Other reasons
4/
  0.0 10.0 0.0 3.0 

Notes:  

- 1/ The perception of fertiliser price change ranges from 1 (lowest) to 10 (highest) using a ten-point 

rating scale. This question was not in the questionnaire for An Giang, and just added later to the 

questionnaire for Dong Nai and Dak Lak.  

- 2/ The access to purchasing fertiliser ranges from 1 (most difficult) to 10 (easiest) using a ten-point 

rating scale. 

- 3/ The total percentages do not add to 100 per cent in each province as a respondent can choose one 

or more answers. 
- 4/ Other stated reasons included high price fluctuation; unstable market price; extreme price 

fluctuation; too high price fluctuation; unexpectedly up-and-down market price. These opinions were 

patchy. 
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Table A6.1.7: Desired distributional channels to sell crops 

Distributional channel An Giang Dong Nai Dak Lak Total 
Total 100 100 100 100 
State agents, no intermediate agents 34.4 62.9 100 59.7 
Private merchants 53.4 7.9 0.0 26.1 
Who buy at best prices 0.8 11.2 0.0 3.7 
Big food companies 6.9 2.2 0.0 3.7 
Companies or supermarkets 0.8 0.0 0.0 0.3 
Right price agents 0.8 0.0 0.0 0.3 
Companies with fair prices 0.8 0.0 0.0 0.3 
Firms ensuring output market 1.5 0.0 0.0 0.7 
Big agents 0.8 0.0 0.0 0.1 
Livestock farms 0.0 3.4 0.0 1.0 
Pork breeding farms 0.0 2.2 0.0 0.7 
Anyone convenient 0.0 1.1 0.0 0.3 
No idea 0.0 8.9 0.0 2.7 

 

Table A6.1.8: Perception of the cooperation between farmers, enterprises, banks, 

scientists, and government  
Assessment and opinion An Giang Dong Nai Dak Lak Total 
Assessment of the association (point) 6.3 4.7 5.8 5.7 
Opinions about the association (percentage of surveyed households choosing the answer) 
 Private merchants’ purchase with unfair price 0.8 0.0 3.1 1.2 
 Difficult access to agricultural policy and 

information due to administrative procedures 
3.1 1.0 3.1 2.4 

 No coalition in reality, formalism, seasonal 

combination, real desire for an actual coalition 
3.1 26.0 3.1 10.0 

 Difficult access to bank credit and food firms to 

sell crops 
4.6 11.0 2.0 5.8 

 No really close relationship with farmers 3.1 0.0 11.2 4.6 
 Other remarks

1/ 0.0 10 6.1 4.9 
Notes: 1/ Quoted as saying the government has not yet supported, government support did not approach 

farmers; desiring the government to stabilise market price, support farmers in planting technique, lend farmers 

capital preferentially; training planting technique for farmers; expecting the cooperation to exchange planting 

technique; high inflation; the government’s slow support; (agricultural production) is ineffective and slow to 

apply planting technique; difficult access to government; not ensuring output market and prices; not 

understanding. 
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Table A6.1.9: Expected support from government (per cent) 

Type of support/reform An Giang Dong Nai Dak Lak Total 
Preferential loans 80.2 41.0 88.8 70.8 
Streamlining export procedures 63.4 3.0 40.8 38.3 
Re-organising purchase system 74.8 59.0 82.7 72.3 
Stabilising supply of fertiliser and fuel 87.0 55.0 100.0 81.2 
Support of techniques 80.2 54.0 84.7 73.6 
Other supports

1/ 2.3 3.0 0 1.8 
Notes:  

- The total percentages do not add to 100 per cent in each province as a respondent can choose one or 

more answers. 

- 1/ Other desired support consisted of building local rice storages; market-driven regional planning; 

providing poor households with seeds; banks’ too small lending quota for agriculture; no comment. 

 

Table A6.1.10: Overall assessment of agricultural business before and after 2000 
Assessment and reason An Giang Dong Nai Dak Lak Total 
Better 94.6 30.2 99.0 76.8 

 Improving technique and productivity; reducing 

after-harvesting loss; mechanising agriculture; 

building drying houses, warehouses; modern 

yielding machine  

17.1 0.0 0.0 6.8 

 High demand and prices, good export 72.9 10.4 1.0 32.5 
 Increased quality of rice and paddy 4.7 0.0 0.0 1.9 

 Government policies, supports of technique, 

loan, market, procedures 
7.8 0.0 55.1 19.8 

 Opening agricultural technical training courses 0.8 6.3 1.0 2.5 

 Others
1/ 3.1 17.7 25.5 14.2 

Unchanged 1.6 55.2 1.0 17.3 
 Supply surplus 0.8 0.0 0.0 0.3 

 Frequent and high fluctuation of production 

materials’ prices, high costs 
0.8 1.0 0.0 0.6 

 Low rice price, no or small profit 0.0 45.8 0.0 13.6 

 High inflation 0.0 2.1 0.0 0.6 

 Others
2/ 0.0 3.1 2.0 1.5 

Worse 3.1 0.0 0.0 1.2 
 Bad agricultural management 0.8 0.0 0.0 0.3 

 High inflation 0.8 0.0 0.0 0.3 

 Poor harvest 1.6 0.0 0.0 0.6 

No idea/comment 0.8 14.6 0.0 4.6 
Notes:  

- The numbers in the table are the percentage of surveyed households choosing a particular answer.  

- 1/ Quoted as saying crops easily sell, but at a low price level; the improving cooperation; the 

organisation of purchase outlets; smooth export; developing economy; the opening of many livestock 

farms; development of breeding farm; many local cashew plants; good seeds suitable to land and 

climate; before 2000 farmers were difficult due to market prices, after 2000 prices were relatively 

stable but not good enough; the impact of market mechanism; (agricultural production) is better, but 

still has slow outcomes; the government should provide more support for farmers; more progress and 

the government was more attention; more socialised policy; easier trading; (agricultural production) 
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progresses but still lowly; engaging globalisation; more stable prices; change of market mechanism; 

(agricultural production) is relatively stable, but (the government) needs to pay more attention to 

farmers; structure of market is easier; low effectiveness; a little better agricultural business; (the 

government) needs to have close connection with farmers; many changes of purchase system; it suits 

a general trend of society.  

- 2/ Other stated reasons for being unchanged include higher rice prices; (agricultural production) is 

relatively stable, but (the government) needs to pay more attention to farmers. 
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Appendix 6.2: Ethical Clearance Approval 

 

 

GRIFFITH UNIVERSITY HUMAN RESEARCH ETHICS COMMITTEE 

                                                                 20-Jul-2011 

 

Dear Mr Le 

 

I write further to the additional information provided in relation to the conditional approval 

granted to your application for ethical clearance for your project "NR: Trade 

Liberalization's Effects on Poverty in Vietnam" (GU Ref No: AFE/14/11/HREC). 

 

This is to confirm receipt of the remaining required information, assurances or amendments 

to this protocol. 

 

Consequently, I reconfirm my earlier advice that you are authorised to immediately 

commence this research on this basis. 

 

The standard conditions of approval attached to our previous correspondence about this 

protocol continue to apply. 

 

Regards 

 

Gary Allen 

Manager, Research Ethics 

Office for Research 

G39 room 3.55 Gold Coast Campus 

Griffith University 

ph: 3735 5585 

fax: 5552 9058 

email: g.allen@griffith.edu.au 
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Appendix 6.3: Cover letter, consent form, and the survey questionnaire 

 

 

 

Opening Letter 

 

Dear Sir or Madam, 

 

Trade has a huge benefit for us, as the saying goes: “Nothing ventures, nothing gains”. Our 

country has obtained considerable achievements since opening the economy, which move 

our country forward to become a lower middle-income country from a poor country.  

 

In that context, our research group from Griffith University, Australia conducts a survey to 

evaluate the impacts of trade liberalisation on poverty in Vietnam for the research project of 

a doctor of philosophy.   

 

Farmers are mostly affected by trade policy. They are therefore this research’s focus. The 

research results can help central and local policymakers find the best solutions to support 

poor farmers to reduce poverty. 

 

Your participation in the project is absolutely voluntary. We ensure and are responsible for 

your private protection. No one knows your private information as well as your decision to 

take part in the project. Your provision of information is solely for research. 

 

If you have any question or request relevant to survey and the project, please feel free to 

contact Mr Le Minh Son, who organises and co-ordinates the survey in Vietnam, via the 

following: 

 

Le Minh Son, lecturer of the Faculty of Basic Education, Banking University Ho Chi Minh 

City. 

Add: 36 Ton That Dam ST, District 1
st
 Ho Chi Minh City, Vietnam. 

Tel:  +84 (0)8 3829 1901 

Fax: + 84 (0)8 3821 2584 

 

Thank you for your cooperation. 

Sincerely yours 

  

After thoroughly reading and understanding the objectives and contents of the survey, I 

agree to participate in the survey’s interview. 

Participant 

(Signature) 
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CONFIRMATION OF CONSENT 

Project Title:   Effects of Trade Liberalisation on Poverty in Vietnam  

 

Protocol Number:  AFE/14/11/HREC  

 

Research team: 

1. Dr. Tarlok Singh, Principal supervisor (Chief Investigator)  

2. Professor Tom Nguyen, Associate supervisor 

3. A/Professor Jay Bandaralage, Associate supervisor 

4. Minh Son Le, PhD candidate 

 

Contact details 

 

Dr. Tarlok Singh 

Telephone   +61-7-3735-7796 

Griffith extension:  57796 

Facsimile:   +61-7-3735-3719  

Griffith location:  (N50) 1.49 

Postal address:  Department of Accounting, Finance and Economics, 

Nathan campus, Nathan, Griffith University, QLD 4111, 

Australia  

Campus address:  Nathan campus, Griffith University, 170 Kessels Road, 

Nathan, QLD, 4111  

Email address:  tarlok.singh@griffith.edu.au   

 

Professor Tom Nguyen  

Telephone:   +61-7-3735-7617 

Griffith extension:  57617 

Facsimile:   +61-7-3735-3719  

Griffith location:  (N50) 1.59 

Postal address:  Department of Accounting, Finance and Economics, 

Nathan campus, Nathan, Griffith University, QLD 4111, 

Australia  

Campus address:  Nathan campus, Griffith University, 170 Kessels Road, 

Nathan, QLD, 4111  

Email address:  t.nguyen@griffith.edu.au   

 

A/Professor Jay Bandaralage 

Telephone:   +61-7-3735-7759 

Griffith extension:  57759 

Facsimile:   +61-7-3735-3719  

Griffith location:  (N50) 1.55 

mailto:tarlok.singh@griffith.edu.au
mailto:t.nguyen@griffith.edu.au
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Postal address:  Department of Accounting, Finance and Economics, 

Nathan campus, Nathan, Griffith University, QLD 4111, 

Australia  

Campus address:  Nathan campus, Griffith University, 170 Kessels Road, 

Nathan, QLD, 4111  

Email address:  j.bandaralage@griffith.edu.au   

 

 

Minh Son Le 

In Australia 

Griffith location:  (N72) 0.23 

Postal address:  Department of Accounting, Finance and Economics, 

Nathan campus, Nathan, Griffith University, QLD 4111, 

Australia  

Campus address:  Nathan campus, Griffith University, 170 Kessels Road, 

Nathan, QLD, 4111  

Email address:  s.le@griffith.edu.au or minhson.le@griffithuni.edu.au   

In Vietnam  Banking University of Ho Chi Minh City, Faculty of 

Basic Education 

Postal address:  36 Ton That Dam St, District 1, Ho Chi Minh City. 

 Telephone:   +84-8-3829-1901  

Facsimile:   +84-8-3821-2584 

 

Objective of the survey 

The objective of this research is to investigate the effects of trade liberalisation on 

poverty in Vietnam. The question is whether Vietnamese farm households are affected 

by specific trade policy. This survey is served as an important component of the 

student’s doctoral thesis.       

 

Participants and Privacy Protection 

Farm households are expected to mostly experience trade reforms’ effects. This is the 

reason why you are the objective of our research. The survey is based on the key 

principles as follows:  

(1) Your private information will be kept confidentially;  

(2) You are randomly selected and anonymously treated by the research team 

themselves, no one, including the local authorities, can have prior information 

about who are the real participants as well as your status; and,  

(3) Your answer is completely voluntary.  

 

Your information will be treated with caution and anonymity. The data will be coded as 

analysing, and only reported in aggregate forms. The research team will ensure the 

storage and the security of the data.  

 

If you have any complaints about the private protection and others, please contact the 

member of the research team, Mr. Minh Son Le, who will be responsible for promptly 

submitting the complaint to the Manager Research Ethics of the Griffith University 

(Bray Centre, Nathan Campus, Griffith University, ph: +61-7-3755-5585, e-mail: 

research-ethics@griffith.edu.au). 

    

mailto:j.bandaralage@griffith.edu.au
mailto:s.le@griffith.edu.au
mailto:minhson.le@griffithuni.edu.au
mailto:research-ethics@griffith.edu.au
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Benefits of the survey 

The results of the research will be useful for policymakers who design the poverty 

reduction programs. The government will be persuaded to initiate social protection 

programmes targeting the poor. Besides, on the ground of the results, the government 

should adjust trade reforms to be pro-poor.   

 

 

Participant’s certification 

I have thoroughly understood the research project and carefully read the confirmation of 

consent. I agree to participate in the project. 

  

Interviewee 

(Signature) 
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SURVEY QUESTIONNAIRE 

Project Title: 

Effects of Trade Liberalisation on Poverty in Vietnam 

 

Name of household head: 

Address: 

Interviewer: 

Date of Interview: 
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I. BASIC INFORMATION 

1. Gender  Male  Female 

2. Age  

3. Members of family  Of which, under 15: 

4. Education (head only) Education level Finished 

  Illiterate  

  Reading and writing  

  Primary school  

  Lower secondary school  

  Upper secondary school  

  Vocational training school  

  College  

  University  

  Other, specified:  

   

 

II. HOUSEHOLD’S ECONOMIC CHARACTERISTICS 

5. Main sources of income  Farming 

  Own-business 

  Trading 

  Government official 

  Others, specified 

  

6. Total expenditure per month  Of which, rice expenditure: 

  

7. How do sugar prices change in the 

last ten years (1: lowest, 10: 

highest) 

1 2 3 4 5 6 7 8 9 10 

8. House status  Cottage 

  Average 

  Comfort 

9. Distance from house to auto road 

(km) 

 

10. Benefits from poverty reduction 

programmes 

 Yes, what programme(s): 

Evaluating the benefit of government’s 

poverty reduction programmes  

 No 

(1: lowest, 10: highest) 1 2 3 4 5 6 7 8 9 10 
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III. CULTIVATION 

11. Ownership status of land  Land with land use right certificate 

  Rent land 

12. Total cultivated areas (hectare):  

13. Recent main crop (tonne)  Paddy: 

  Other: 

14. Average crop (tonne/hectare)  Paddy 

  Other   

15. Cost per hectare/crop, of which:  Seed: 

Total costs (dong):  Fertiliser: 

  Petrol: 

  Other: 

  

16. Fertilisers used per hectare Quantity (kg) Price (dong) 

 NPK   

 Kali   

 Other   

17. Is fertiliser easy to buy if need 

be?  

(1: easiest, 10: most difficult) 

1 2 3 4 5 6 7 8 9 10 

18. Possible reasons for difficult   Shortage supply 

purchase of fertiliser?  High prices 

  Limited import 

  Low and bad quality 

  Unreasonable supply and demand 

  Other, specified 

  

19. Evaluating fluctuation of 

fertiliser prices. (1: lowest;10: 

highest)  

1 2 3 4 5 6 7 8 9 10 

20. Quantity of the crops sold: At the recent price (dong/kg): 

21. Can the price be profitable?  Yes  No 

22. What is the expected price?  
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IV.  OCCUPATION 

23. Do you have an extra work?  Yes   No, go to question 25 

24. What kind of extra jobs?  Local factories 

  Export companies 

  Processing 

  Other, specified: 

25. Is there any family member 

working in export enterprises? 

 Yes, how many 

people? 

 No 

26. Is it easy to find jobs around 

here? 
1 2 3 4 5 6 7 8 9 10 

(1: Most difficult, 10: Easiest)  

27. Is there any industrial park in 

this area? (within 50km) 

 Yes  No 

 

V. TRADE AND TRADE POLICY 

28. Who did you sell your crops to?   Private traders 

  State companies or agents 

  Other: 

  

29. Why did you sell your crops to 

them? 

 Urgent need of money 

  Convenience 

  No choice 

  Other reasons: 

  

30. How much is the expected profit per 

1kg paddy when selling crops to 

them? 

 Profit:  Loss: 

31. Who is the best buyer in your 

opinion? 

 

32. What is the lowest price of paddy in 

the last three years?   

 

33. What are the reasons for low rice   Successful crop and surplus supply  

prices at that time?  Low world demand for rice  

  Complicated export procedure  

  Other reasons, specified: 

  

34. What is the best price of paddy in 

the last three years? 

 

35. What are the reasons for high rice   Unsuccessful crop and shortage 

supply  

prices at that time?  High world demand for rice  

   Sold at right place and time  

  Other reasons, specified: 
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36. What are the problems you think   Lack of capital  

facing agricultural production?  Lack of labour  

  No profit 

  Bad weather 

  Uncertainty of rice market  

  Lack of technical knowledge  

  Other reasons, specified: 

  

 

37. What are measures that the     Provide favorite credit 

government could help farmers improve  Easing export procedures 

their income?  Re-organising rice procurement 

system   

  Controlling markets for fertilisers 

and fuel.  

  Providing farmers technical with 

supports.  

  Other measures, specified: 

38.     Useful 

What is your opinion about the cooperation 

between farmers, firms, banks scientists, 

and government currently to support 

farmers? 

 Not useful, reasons:  

 

Can you assess the benefit of the 

cooperation to farmers in reality? 

(1: lowest; 10 highest) 

 

 

 

 

 

 

1 2 3 4 5 6 7 8 9 10  

39. What is your overall remark about 

the farm business before and after 

the year 2000? 

 Better, reasons: 

 

 

  Unchanged, reasons: 

 

 

  Worse, reasons: 

 

 

 

Thank you for your cooperation.  

Participant  

(Signature) 
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Chapter 7 

EMPLOYMENT EFFECTS ON RURAL POVERTY: 

MICROECONOMIC EVIDENCE FROM RURAL 

HOUSEHOLDS 

 

 

7.1 INTRODUCTION 

 

 

This chapter examines the employment effects of trade liberalisation on poverty in rural 

areas of Vietnam where the incidence of poverty has been mostly found. This may be 

the most visible channel in Winters’ framework that links trade liberalisation with 

poverty. The rise and fall of trade, both external and internal, will be shown by the 

ability of enterprises to absorb labour. As reviewed in Chapter 2, valuable studies judge 

that trade liberalisation on the whole has a positive effect on employment. Chapter 4 

also indicates that the openness of Vietnam’s economy had a positive impact on 

employment in both the 1990s and 2000s, and the liberalisation of agricultural 

production led to reduced unemployment and boosted rice exports. This chapter is 

carried out using panel data sets over the period 20022006. It differs from previous 

studies in several respects. Firstly, the sample period used is not only more recent 

(20022006), but also more appropriate for studying the effects of trade liberalisation: 

in this period, the economy was somewhat stable and reforms were accelerating. 

Secondly, the study examines more facets of the impacts of trade liberalisation than 

other studies in the field: for instance, poverty dynamics under trade liberalisation, and 

the effects of internal trade on welfare and poverty. Thirdly, these impacts are examined 

using different modelling approaches: continuous and discrete. 

 

As overviewed in Chapter 3, the examination of the effects of employment and other 

trade-related factors on rural household welfare and poverty employs both continuous 

and discrete approaches in the model of micro-determinants of growth, which has firstly 

been used to analyse the primary survey data in Chapter 6. The continuous approach is 
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used in combination with the fixed- and random-effects models. The discrete approach, 

using a multinomial logit model, can analyse the determinants of dynamics of poverty 

under the impacts of trade liberalisation. The models use the panel data sets constructed 

from the VHLSSs of 2002, 2004, and 2006, including the wide- and long-form panel 

data. 

 

The rest of this chapter is organised into three sections. Section 7.2 explains the 

research methods and the data used in the study, including the basis of the micro-

determinants of growth, the decomposition technique for the evaluation of the returns of 

household traits on welfare, and the multinomial logit model for the analysis of poverty 

dynamics. Section 7.3 analyses the results of the model regressions, encompassing the 

results of decomposition, the model of micro-determinants of growth, fixed- and 

random-effects models, and the multinomial logit model. Section 7.4 concludes the 

chapter by drawing policy implications.   

 

7.2 METHODS AND DATA 

 

The microeconomic impacts of trade liberalisation on poverty are examined under 

different approaches. As noted, in the review of literature, the practical way of linking 

trade liberalisation with poverty at the micro level is to construct a set of trade-related 

variables based on household characteristics of employment and agricultural production. 

The effects of these variables on household welfare and poverty are thereafter examined 

using panel regression models. For these general empirical strategies, the study employs 

both continuous and discrete approaches to analyse the effects of trade liberalisation on 

welfare and poverty, using both cross-sectional data and panel data. 

 

7.2.1 Methods 

Both continuous and discrete approaches use a model of micro-determinants of growth 

that is based on an income equation. The study firstly employs the model of micro-

determinants of the growth of household welfare and the cross-sectional household data 

taken from the VHLSSs to decompose the determinants of household welfare in order to 

provide an explanation of how household welfare is explained by a wide range of 

household characteristics. Secondly, this model is also used to analyse the impacts of 
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trade liberalisation, using a wide-form panel data set constructed from the VHLSSs. 

Thirdly, the impacts are further examined using the fixed-effects model and a long-form 

panel data set also taken from the VHLSSs. Fourthly, the study analyses poverty 

dynamics using a multinomial logit model and the wide-form panel data set to explain 

the change in poverty over the period 20022006. 

7.2.1.1 Microeconomic determinants of welfare growth 

 Ravallion (1998) and Haughton and Khandker (2009) consider that static 

regression analysis is by far the most widespread tool used to identify the contributions 

of different variables to poverty. This method of poverty analysis is based on the 

income equation that postulates real consumption (income) as a function of observed 

household characteristics. Using this approach, two common types of model are used to 

analyse poverty: levels regression and binary regressand. The levels regression model is 

used to explain the level of expenditure or income per capita. The dependent variable in 

this model, a function of characteristics of individuals, households, communities, and 

regions, is a continuous quantitative variable. The binary regressand model is used to 

account for whether a household is poor, using a logit or probit regression. In this 

method, the dependent variable is a discrete qualitative variable, and the independent 

variables are similar to those in the levels regression model. While the continuous 

approach faces concern about its inability to distinguish between poor and non-poor 

households, the discrete method is confronted with the possibility of losing information, 

because of the use of a binary dependent variable. Some similar studies for Vietnam 

employ both approaches: for instance, Glewwe, et al. (2002) and Justino, et al. (2008). 

 

The model specification used in this study follows Glewwe, et al. (2000) and Justino, et 

al. (2008). Both those studies are based on the model of micro-determinants of growth, 

estimated using a panel data set over the period 1993 to 1998. Their main aim is to 

attempt to capture the determinants of household welfare and the dynamics of poverty 

under the impact of a wide range of variables in order to assess progress of poverty 

reduction in Vietnam during the 1990s. This study uses more recent data, and constructs 

both long- and wide-form panel data sets to analyse the impacts of trade liberalisation 

on welfare and poverty in Vietnam from 2002 to 2006. The model of micro-

determinants of growth can be expressed in a simple log linear form:  
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𝑙𝑜𝑔(𝑦𝑖)  =  𝛽𝑋𝑖  + 𝑈𝑖 (7.1) 

 

where yi is commonly real per capita consumption expenditure (RPCE), Xi is a vector of 

independent variables, β is a vector of estimated parameters, and Ui is a vector of the 

error term. In this study, the dependent variable is the real consumption expenditure per 

capita, measured in logarithm (log of RPCE). The study follows the monetary approach 

to measuring welfare and poverty.
27

 Real consumption expenditure per capita is used as 

a proxy for welfare, assuming that consumption is a better outcome indicator than 

income is. The independent variables are the conventional characteristics of individuals, 

households, communities, and regions. 

 

Several alternative sets of independent variables are used to explain household welfare. 

In the studies of trade liberalisation and welfare, these are commonly divided into two 

broad groups: non-trade-related and trade-related variables. Haughton and Khandler 

(2009) split the former variables into four general groups of characteristics: regional, 

community, household, and individual. Ravallion (1998) classifies them as internal 

(households and individuals) and external or area characteristics. This study also 

organises the independent variables into two broad groups: The non-trade-related 

variables measure household and regional characteristics; the trade-related variables 

measure local trade liberalisation and institutional reforms. The former group covers the 

sub-groups of variables measuring the characteristics of households and household 

heads, such as demographic traits, education, occupation, household agricultural 

production, and regional difference. This study draws on Glewwe and Hall (1998), 

Glewwe, et al. (2002), and Niimi, et al. (2007) to choose the independent variables: 

These are selectively confined to pre-determined variables that are likely to be 

exogenous to per capita expenditure. 

 

The first group of these variables, used to measure demographic traits of households 

and heads of households, or heads, includes household size, ethnicity, gender, age, 

marital status, and household composition. The second group, employed to quantify the 

impacts of human capital, comprises the school years of household heads, their spouses, 

                                                 
27

 See the UNDP (2005) for more discussion about the approaches to measuring poverty. 
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and their parents, along with the proportions of household members with technical or 

post-secondary diploma. All educational variables should have a positive impact on 

welfare. The third group, which aims to measure the impacts of occupation by 

household heads, includes four kinds of dummy variables (leader or business owner, 

professional, white collar, and skilled worker) and the unskilled as the reference 

category. Employment is expected to have a positive effect on welfare. The fourth 

group, used to measure agricultural production, encompasses rice productivity, net rice 

producer, and total quantity of fertiliser. These agricultural variables should be 

positively associated with rural income.  

 

The fifth group is used to measure household assets. Instead of using the variables of 

household assets such as house, remittance, and savings, which are obviously 

endogenous, this study uses some housing characteristics, such as access to electricity 

and to safe drinking water, to explain rural welfare. These variables, relevant to 

essential living conditions, should have a positive impact on welfare. Moreover, as 

pointed out by Perkins, et al. (2006), access to safe water is vital for rural households to 

meet nutritional needs. The model takes the impacts of community characteristics into 

account in the sixth group of variables: communes with roads suitable for vehicles or 

paved roads, proximity to paved roads, commune schools, post offices, markets, 

electricity, and clinics. All commune characteristics should be positively associated 

with rural welfare. The model also includes a set of dummy variables indicating 

household location, with the reference being the north central region, widely considered 

as the poorest region in Vietnam.
28

 Households in this region are expected to be worse 

off than those living in the other regions.    

 

Setting the trade-related variables is the key to investigating the impacts of trade 

liberalisation on household welfare and poverty. Cross-country studies use various 

methods to measure trade openness, such as tariff and non-tariff barriers, as well as the 

ratios of exports to GDP and of trade volume (exports plus imports) to GDP. As 

pinpointed in the literature, none of these is optimal, however. These measures of trade 

openness may not link up with welfare and poverty at the household level. According to 

                                                 
28

 This region includes the provinces: Thanh Hoa, Nghe An, Ha Tinh, Quang Binh, Quang Tri, and Thua 

Thien Hue. It is considered to be the region with poorest resources in Vietnam. 
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Justino, et al. (2008), to evaluate the impacts of trade openness on household welfare, 

some specific household characteristics can be linked to trade reforms. These linkages 

can be based on Winters’ pathways, as discussed in Chapter 3. Agricultural production 

and employment are important trade-induced factors in the framework. 

 

Drawn on Niimi, et al. (2007), the trade-related variables in this study include rice 

crops, rice productivity, the ratio of export sector employment (seafood, food 

processing, garment, and shoes, rubber and plastic products), the ratio of import-

competing sector employment (textiles, leather, chemical, metals, and machinery), the 

ratio of manufacturing employment, the total retail sales per capita, and the changes of 

these variables. Trade openness includes both external and internal trade. The study 

focuses on internal trade, measured by the total retail sales per capita or trade 

transaction: the total value of retail sales that a province attains over a year, divided by 

its population. This variable measures local trade transaction, which is expected to be 

the key to improving welfare and reducing poverty. Local trade transaction can also 

reflect the level of internal trade and production activities. The study also draws on 

Justino, et al. (2008), where the trade-related variables are measured at the commune 

level or the provincial level, except for rice crops and rice productivity. Hence they are 

exogenous to per capita expenditure measured at the household level. In the case of rice 

crops and rice productivity, note that the changes of rice crops and rice productivity are 

likely to be endogenous to the change in per capita expenditure because, as income 

increases, farm households tend to invest more in agricultural production to obtain a 

higher level of output and productivity. Some main descriptive statistics of the variables 

used in the panel data models are summarised in Table 7.1. 
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Table 7.1: Main descriptive statistics of the model variables 

  Wide Panel 20022006, n = 904 Long panel 200246 

Variables Unit 2002 2006 n = 2,469 

  Mean Std.Dev. Mean Std.Dev. Mean Std.Dev. 

Dependent variable        

Real expenditure per capita ‘000VND 2,476.38 1,240.42 4,379.32 2,419.83 3,370.62 1,999.934 

Demographic characteristics        

Household  size Person 4.704 1.607 4.442 1.643 4.554 1.618 

Heads’ ethnicity (Kinh) Binary 0.811 0.392 0.813 0.390 0.813 0.390 

Heads’ gender (male) Binary 0.843 0.364 0.832 0.374 0.838 0.369 

Head age Year 46.184 12.932 49.191 12.480 47.775 12.691 

Heads with spouse Binary 0.856 0.351 0.846 0.361 0.853 0.355 

Proportion of children Per cent 12.738 15.610 22.390 21.537 18.025 19.397 

Proportion of elderly Per cent 8.064 19.083 10.840 22.827 9.527 21.126 

Proportion of females Per cent 41.760 17.103 49.921 17.349 46.211 17.838 

Human capital        

Heads’ years of school Year 6.653 3.340 6.837 3.333 6.888 3.280 

Spouses’ years of school Year 5.285 3.792 5.340 3.867 5.405 3.866 

Technical diploma ratio Per cent 1.736 7.934 35.731 29.150 22.846 27.780 

Postsecondary ratio Per cent 2.260 9.421 31.330 28.710 20.155 26.434 

Occupation        

Head business owner/leader Binary 0.001 0.033 0.022 0.147 0.014 0.117 

Head professional Binary 0.018 0.132 0.012 0.110 0.014 0.118 

Head white collar Binary 0.003 0.058 0.002 0.047 0.002 0.049 

Head skilled worker  Binary 0.110 0.312 0.147 0.354 0.134 0.341 

Agricultural production        

Total land area m2 9,624.37 20,723.2 9,166.80 17,241.7 9,222.93 17,690.63 

Rice productivity Kg/m2 0.453 0.139 0.491 0.109 0.477 0.119 

Rice crops Kg 3,237.53 5,537.33 2,329.98 3,969.21 2,323.26 4,115.172 

Selling state firms crops Binary 0.004 0.066 0.002 0.047 0.003 0.053 

Net rice producers Binary 0.513 0.500 0.407 0.492 0.487 0.500 

Household assets        

Land-use rights Binary 0.918 0.274 0.718 0.450 0.850 0.357 

Total living area m2 57.361 48.105 58.750 27.162 57.890 31.266 

Electricity access Binary 0.826 0.379 0.958 0.201 0.899 0.301 

Remittance ‘000VND 1,027.08 3,252.41 2,576.04 6,873.43 1,885.72 5,185.099 

Commune characteristics        

Commune paved roads  Binary 0.864 0.343 0.893 0.310 0.892 0.310 

Commune remote areas Binary 0.180 0.385 0.174 0.379 0.175 0.380 

Primary school Binary 0.899 0.301 0.982 0.132 0.953 0.212 

Lower secondary school Binary 0.045 0.208 0.920 0.271 0.627 0.484 

Upper secondary school Binary 0.004 0.066 0.158 0.365 0.095 0.294 

Post office Binary 0.371 0.483 0.879 0.326 0.706 0.456 

Daily market Binary 0.350 0.477 0.674 0.469 0.441 0.497 

National electricity network Binary 0.913 0.283 0.988 0.110 0.957 0.203 

Clinic Binary 0.993 0.081 0.993 0.081 0.996 0.067 

Openness to trade        

Commune export labour ratio Per cent 2.384 5.030 2.948 6.686 2.837 6.150 

Commune import labour ratio Per cent 1.062 3.496 1.173 3.693 1.204 4.017 

Commune industrial labour ratio Per cent 5.762 8.604 7.030 11.234 6.769 10.682 

Province export labour ratio Per cent 3.615 2.863 3.763 2.752 3.661 2.649 

Province import labour ratio Per cent 1.395 1.301 1.321 1.129 1.365 1.321 

Province industrial labour ratio Per cent 6.918 4.145 7.154 3.711 7.106 4.017 

Total retail sales per capita  mVND 2.215 1.292 4.491 2.518 3.216 2.141 

Source: Author estimates using the VHLSS data. 
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7.2.1.2 Decomposition of the growth of household welfare 

The determination of household welfare is firstly analysed using the 

decomposition technique. Wodon (2000) suggests that a change in per capita 

expenditure over a period can be decomposed into two components: One derives from 

the changes in household characteristics; the other from the changes in the returns on 

those characteristics (the gains from the endowments of the characteristics). In 

particular, denoting XM as the mean characteristics of households, the growth in per 

capita expenditure between year t and t+1 can be decomposed as follows: 

 

𝐺𝑟𝑜𝑤𝑡ℎ ≈ 𝐸𝑡+1 (𝑙𝑜𝑔𝑦)−𝐸𝑡 (𝑙𝑜𝑔𝑦) = (𝛽𝑡+1−𝛽𝑡)𝑋𝑀
𝑡 +𝛽𝑡(𝑋𝑀

𝑡+1 − 𝑋𝑀
𝑡 ) + 𝑅 (7.2) 

 

The first term on the right hand side of equation (7.2) explains the effect of the changes 

in returns over time. The second term represents the impact of the changes in household 

characteristics. R is the residual, which is small, on average. This decomposition is 

useful for assessing both the impact of household characteristics on welfare and the 

returns on household endowments over a certain period. However, the more important 

question, how to explain the movement of poverty under the impacts of the 

characteristics of households and communes, is discussed in the following section.    

7.2.1.3 Determinants of poverty dynamics: A multinomial logit model 

A multinomial logit (MNL) model is used to investigate the characteristics that 

enable households to escape poverty, paying particular attention to trade-related factors. 

The MNL model analyses the probability that a given household falls into a particular 

poverty state over the period 20022006: being poor in 2002 and remaining poor in 

2006 (PP: outcome 1); being poor in 2002 and becoming non-poor in 2006 (PNP: 

outcome 2); being non-poor in 2002 and becoming poor in 2006 (NPP: outcome 3); 

and being non-poor in 2002 and remaining non-poor in 2006 (NPNP: outcome 4). 

The probability that household i is in state j can be expressed as: 

 

𝑃𝑟𝑜𝑏(𝑌𝑖 = 𝑗) =
𝑒𝛽𝑗

′ 𝑥𝑖

∑ 𝑒𝛽𝑘
′ 𝑥𝑖4

𝑘=1

 , 𝑗 = 1, 2, 3, 4 
 

(7.3) 
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where Yi is the outcome experience, the state of poverty over the period, by household i, 

xi is the vector of characteristics for household i, and βj is the vector of coefficients on 

the xi vector. In other words, each state j has a set of βk. To estimate these sets of βk, one 

set must be chosen as the base category and set to zero, and the other sets estimated in 

relation to this benchmark set. In most similar studies, such as Glewwe, et al. (2002) 

Niimi, et al. (2007), and Justino, et al. (2008), the outcome 1 (being poor in both years) 

is usually chosen as the base category (all of its coefficients are set to zero). 

 

The coefficients of the MNL model are difficult to interpret directly (Greene, 2012). 

Therefore, the results are usually presented in a form of marginal effects, known as 

relative risk ratios (RRR) or odds ratios. RRR is explained as the ratio of the probability 

of each outcome to the probability of the base outcome, or the impact of a variable on 

the relative risk ratio. For instance, the relative risk ratio for outcome 2 for a change in 

each variable x is calculated as: 

  

𝑃𝑟𝑜𝑏(𝑌 = 2)

𝑃𝑟𝑜𝑏(𝑌 = 1)
= 𝑒𝛽2

′ 𝑥 
(7.4) 

 

where 𝑒𝛽2
′
 is the odds ratio for a unit change in variable x. An RRR less than one means 

that an increase in variable x raises the probability of the household being in the base 

category, or decreases the probability of the household being in the relevant state, and 

vice versa. However, the MNL model is based on the assumption of independence from 

irrelevant alternatives (IIA), which states that the odds ratios in the MNL model are 

independent of the other alternatives (Greene, 2012). Baulch and Dat (2010), however, 

consider that the four unordered states of poverty transition used in the MNL model are 

ordered states in nature. Even with these likely shortcomings, the MNL model is still a 

useful tool to analyse poverty dynamics.  

 

7.2.2 Data 

The study uses the VHLSSs of 2002, 2004 and 2006, with their sample size of about 

45,945 households, over 3,063 communes/wards, which are representative of regions, 

urban areas, rural areas, and provinces. However, about 30,000 households of the 

VHLSS 2002 and 9,000 households of the VHLSS 2004 and 2006 cover data on income 
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and expenditure. The surveys consist of two types of data: households and communes. 

The data are organised into many sections, with each containing a certain subject, such 

as demographic traits, income and expenditure, education, health, employment, 

agricultural production, or communes. This study compiles the data from different sets 

of questionnaires to gather relevant variables. The samples used in the analysis of the 

study include 19,881 households for the VHLSS 2002, 4,464 households for the 

VHLSS 2004, and 4,384 households for the VHLSS 2006. According to Le and Pham 

(2009), these surveys can make the panels using 3,931 households between 2002 and 

2004; 4,193 households between 2004 and 2006; and 1,844 households between 2002, 

2004, and 2006. These panels are the short and wide kinds of panel data (Hill, et al., 

2007; Kennedy, 2008; Greene, 2012). From these panel data sets, this study constructs 

the wide form and the long form of the panel data used for the analysis, encompassing 

904 and 823 rural households, respectively. 

 

7.3 ANALYSIS OF RESULTS 

 

The results of the decomposition are first analysed to provide an overview of the 

determinants of the growth of household welfare in the model of micro-determinants of 

growth. This model then uses the wide panel data to analyse the effects of trade-related 

variables, with a focus on employment. These trade-related variables are also examined 

in the fixed- and random-effects models, using the long panel data. Finally, poverty 

dynamics are analysed using the multinomial logit model and the wide panel data.  

     

7.3.1 Decomposition of Growth of Household Expenditure: Cross-Sectional Estimates  

The estimates of the determinants and decomposition of the growth of household 

welfare aim at analysing the general factors that affect household welfare. The model of 

micro-determinants of growth is estimated using the cross-sectional data drawn from the 

VHLSS 2002 and VHLSS 2006, to compare the impacts of the household 

characteristics on rural household welfare. Table 7.2 presents the results of the OLS 

estimates of the cross-sectional regressions for equation (7.1). Overall, most of the 

coefficients are statistically significant and have expected signs. With the mean of the 

variance inflation factor (VIF) being 4.75 for the 2002 regression and 9.1 for the 2006 

regression, multicollinearity is not a major problem for the models. The use of robust 
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standard errors also helps the regressions to eliminate the issue of heteroskedasticity. 

These results help to illustrate the effects of household and commune characteristics on 

welfare. The coefficients explain percentage changes in per capita expenditure 

associated with household characteristics. 

 

The groups of variables pointed out in the literature are the important determinants of 

household welfare. These are demographic characteristics, education, employment, 

agricultural production, assets, geography, and commune infrastructure. The 

demographic attributes (household size, ethnicity and household composition) have 

expected and consistent effects on welfare in both results. The insignificance of gender 

of household heads may indicate that gender inequality tends to be minor in Vietnam; 

women do play an increasing role in the society. As expected, household size and the 

dependent ratio tend to mitigate welfare significantly. An additional member in a 

household, on average, decreased household expenditure per capita by 7.8 per cent and 

6.4 per cent for the two regressions, respectively, holding all other things constant. For 

household composition, the negative impact of dependent ratios appears to rise from 

2002 to 2006. Importantly, belonging to Kinh, the major ethnicity in Vietnam, has a 

considerable impact on welfare. The coefficient of 0.2162 attached to the variable 

“Heads’ ethnicity (Kinh)” in the 2006 regression indicates that per capita expenditure of 

Kinh households was typically 24.1 per cent higher than that of other households.
29

 This 

suggests income inequality amongst ethnicities, favouring Kinh, with the inequality 

effect tending to increase slightly over the period.  

 

 

 

 

 

 

 

 

 

                                                 
29

 As noted in Chapter 6, the percentage increase is given by e
0.2162

1, which is about 0.2414.  
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Table 7.2: OLS estimates of the impacts of household characteristics on per capita 

expenditure 

[Cross-sectional regressions, VHLSS 2002 and 2006] 

[Dependent variable: log of RPCE] 
 

Independent variable 

2002 2006 

Coefficient p-value Coefficient p-value 

Constant term 6.7946*** 0.000 7.7024*** 0.000 

Demographic Characteristics 

Household  size -0.0777*** 0.000 -0.0637*** 0.000 

Heads’ ethnicity (Kinh) 0.1955*** 0.000 0.2162*** 0.000 

Heads’ gender (male) 0.0089 0.447 -0.0165 0.501 

Head age 0.0248*** 0.000 0.0053 0.138 

Head age square -0.0002*** 0.000 0.0000 0.283 

Heads with spouse -0.0412*** 0.005 -0.1736** 0.016 

Proportion of children -0.0016*** 0.000 -0.0051*** 0.000 

Proportion of elderly -0.0012*** 0.000 -0.0017*** 0.000 

Proportion of females 0.0009*** 0.000 -0.0004 0.193 

Human capital (reference is no education) 

Heads’ years of school 0.0214*** 0.000 0.0313*** 0.000 

Head primary school 0.0257** 0.029 0.0483 0.378 

Head lower secondary school 0.0084 0.636 0.0108 0.852 

Head upper secondary school 0.0363 0.160 -0.0066 0.920 

Head university 0.1868*** 0.000 0.0283 0.627 

Head technical school 0.1207*** 0.000 0.0735*** 0.001 

Spouses’ years of school 0.0163*** 0.000 0.0343*** 0.000 

Spouse primary school -0.0224* 0.072 -0.0650 0.313 

Spouse lower secondary school -0.0374** 0.048 -0.1285* 0.059 

Spouse upper secondary school -0.0193 0.495 -0.1760** 0.023 

Spouse university 0.2716*** 0.000 -0.1016 0.150 

Spouse technical school 0.1494*** 0.000 0.1541*** 0.000 

Occupation (reference is unskilled head)   

Head leader 0.1691*** 0.002 0.1615*** 0.000 

Head professional 0.1755*** 0.000 0.1942*** 0.000 

Head white collar 0.1309*** 0.000 0.1589** 0.011 

Head skilled work 0.1060*** 0.000 0.1106*** 0.000 

Agricultural production 

Total land area 0.0000*** 0.000 0.0000*** 0.000 

Net rice producers -0.0147** 0.013 0.0328** 0.011 

Selling state firms crops -0.0182 0.660 0.0501 0.744 

Household assets 

Land-use rights -0.0004 0.971 -0.0282** 0.039 

Total living area 0.0016*** 0.000 0.0039*** 0.000 

Electricity access 0.1771*** 0.000 0.0992*** 0.001 

Own drinking water tap 0.2327*** 0.000 0.0714*** 0.009 

Community characteristics 

Proximity to paved roads -0.0034*** 0.004 0.0012* 0.087 

Remote areas -0.0523*** 0.000 -0.0918*** 0.000 

Primary school -0.1553*** 0.000 -0.0357 0.421 

Lower secondary school -0.1369*** 0.000 0.0050 0.839 

Upper secondary school -0.1383*** 0.001 0.0233 0.171 

Post office -0.0095 0.152 -0.0279* 0.093 

Daily market 0.0315*** 0.000 -0.0091 0.439 

National electricity grid -0.0270** 0.040 -0.0448 0.280 

Clinic -0.0572*** 0.003 -0.0142 0.781 

Geography (reference is North Central) 

Red River Delta 0.0969*** 0.000 0.1777*** 0.000 

North East 0.1388*** 0.000 0.1303*** 0.000 

     

     

     

     

     

    Contd. 
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Table 7.2: Continued 

North West 0.1181*** 0.000 0.0480 0.159 

South Central Coast 0.1023*** 0.000 0.1759*** 0.000 

Central Highlands 0.1339*** 0.000 0.2138*** 0.000 

South East 0.3719*** 0.000 0.3568*** 0.000 

Mekong River Delta 0.3950*** 0.000 0.3381*** 0.000 

R2 0.425 0.474 

Number of observations 19,881 4,384 

Note: *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author estimates using the VHLSS data. 

 

Human capital, in terms of education levels and especially technical training, has a 

significant and consistent effect on household welfare over the period. One year added 

to heads’ school years typically increased expenditure per head by 2.1 per cent in 2002 

and 3.1 per cent in 2006, ceteris paribus. For heads’ spouses, the effect is smaller: with 

1.6 per cent in 2002 and 3.4 per cent in 2006. As predicted, heads’ employment has a 

significant impact on welfare: per capita expenditure of households where heads were 

skilled labourers was 11.7 per cent higher than that of the unskilled in 2006, whereas 

this ratio for heads being professionals was 21.4 per cent in the same year. Hence these 

effects appear to increase by the level of qualification. 

 

Agricultural production is the main activity in rural areas. The results show that having 

land has a significant, positive impact on welfare. The small returns on land may reflect 

low agricultural productivity. The inclusion of the rice distribution dummy aims to take 

into consideration the impact of selling crops to state-owned food enterprises as an 

important distributional channel. This variable is nevertheless insignificant. In fact, 

most farmers were unable to sell crops directly to the state food firms, the legitimate 

rice exporters, which are expected to help farmers to receive more profits from their 

crops. The results of the housing features, such as total living areas, access to electricity, 

and safe drinking water (the proxies for household assets) also show important 

influences on rural welfare. Commune characteristics on the other hand play almost no 

role in explaining rural welfare, likely mirroring slow improvement in rural public 

infrastructure. In the results, location affects household welfare considerably. 

Households in remote areas and the North Central of Vietnam appear to be worse off 

than those in other regions. Households residing in the South East or the Mekong Delta 

River are much better off. 
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Table 7.3: Decomposition of growth of per capita expenditure, 20022006 

 

Independent variable 

2002 2006  

Return 

 

Characteristics Coefficient Mean Coefficient Mean 

Constant term 6.7946 - 7.7024 - 0.9079 0.0000 

Demographic total     -0.7280 0.0106 

Household  size -0.0777 4.6429 -0.0637 4.4491 0.0648 0.0151 

Heads’ ethnicity (Kinh) 0.1955 0.8111 0.2162 0.7828 0.0168 -0.0055 

Heads’ gender (male) 0.0089 0.8171 -0.0165 0.8298 -0.0207 0.0001 

Head age 0.0248 47.1439 0.0053 48.1090 -0.9191 0.0239 

Head age square -0.0002 2421.77 0.0000 2481.80 0.3439 -0.0108 

Heads with spouse -0.0412 0.8284 -0.1736 0.8451 -0.1097 -0.0007 

Proportion of children -0.0016 12.0315 -0.0051 23.5525 -0.0419 -0.0188 

Proportion of elderly -0.0012 11.2435 -0.0017 10.8681 -0.0062 0.0004 

Proportion of females 0.0009 43.0431 -0.0004 50.9906 -0.0560 0.0069 

Human capital total     0.1120 0.2007 

Heads’ years of school 0.0214 6.3946 0.0313 6.8070 0.0636 0.0088 

Head primary school 0.0257 0.2530 0.0483 0.2719 0.0057 0.0005 

Head lower secondary school 0.0084 0.2941 0.0108 0.3588 0.0007 0.0005 

Head upper secondary school 0.0363 0.0677 -0.0066 0.0933 -0.0029 0.0009 

Head university 0.1868 0.0128 0.0283 0.2660 -0.0020 0.0473 

Head technical school 0.1207 0.0427 0.0735 0.3244 -0.0020 0.0340 

Spouses’ years of school 0.0163 4.9810 0.0343 5.3691 0.0894 0.0063 

Spouse primary school -0.0224 0.2217 -0.0650 0.2443 -0.0094 -0.0005 

Spouse lower secondary school -0.0374 0.2346 -0.1285 0.2849 -0.0214 -0.0019 

Spouse upper secondary school -0.0193 0.0423 -0.1760 0.0552 -0.0066 -0.0002 

Spouse university 0.2716 0.0083 -0.1016 0.2543 -0.0031 0.0668 

Spouse technical school 0.1494 0.0255 0.1541 0.2808 0.0001 0.0381 

Occupation total       0.0013 0.0050 

Head leader 0.1691 0.0023 0.1615 0.0219 0.0000 0.0033 

Head professional 0.1755 0.0241 0.1942 0.0135 0.0005 -0.0019 

Head white collar 0.1309 0.0121 0.1589 0.0059 0.0003 -0.0008 

Head skilled work 0.1060 0.1141 0.1106 0.1551 0.0005 0.0043 

Agricultural production total     0.0210 -0.0006 

Total land area 0.0000 8471.08 0.0000 8169.04 0.0011 -0.0010 

Net rice producers -0.0147 0.4120 0.0328 0.3937 0.0196 0.0003 

Selling state firms crops -0.0182 0.0042 0.0501 0.0021 0.0003 0.0000 

House assets total     0.0335 0.0345 

Land-use rights -0.0004 0.9004 -0.0282 0.7240 -0.0251 0.0001 

Total living area 0.0016 55.1484 0.0039 59.4040 0.1261 0.0069 

Electricity access 0.1771 0.8129 0.0992 0.9437 -0.0634 0.0232 

Own drinking water tap 0.2327 0.0259 0.0714 0.0447 -0.0042 0.0044 

Community characteristics total     0.1074 -0.1567 

Proximity to paved roads -0.0034 0.6190 0.0012 0.5215 0.0028 0.0003 

Remote areas -0.0523 0.2070 -0.0918 0.1975 -0.0082 0.0005 

Primary school -0.1553 0.8337 -0.0357 0.9751 0.0997 -0.0220 

Lower secondary school -0.1369 0.0458 0.0050 0.9181 0.0065 -0.1194 

Upper secondary school -0.1383 0.0037 0.0233 0.1286 0.0006 -0.0173 

Post office -0.0095 0.3609 -0.0279 0.8791 -0.0066 -0.0049 

Daily market 0.0315 0.3489 -0.0091 0.6277 -0.0142 0.0088 

National electricity grid -0.0270 0.9129 -0.0448 0.9772 -0.0162 -0.0017 

Clinic -0.0572 0.9751 -0.0142 0.9920 0.0430 -0.0010 

Geography total     0.0152 -0.0247 

Red River Delta 0.0969 0.2426 0.1777 0.2858 0.0196 0.0042 

North East 0.1388 0.1737 0.1303 0.1975 -0.0015 0.0033 

North West 0.1181 0.0440 0.0480 0.0591 -0.0031 0.0018 

South Central Coast 0.1023 0.0829 0.1759 0.0972 0.0061 0.0015 

Central Highlands 0.1339 0.0690 0.2138 0.0427 0.0055 -0.0035 

South East 0.3719 0.0769 0.3568 0.0333 -0.0012 -0.0162 

Mekong River Delta 0.3950 0.1804 0.3381 0.1407 -0.0103 -0.0157 

Grand total     0.4702 0.0687 

Change in log expenditure     0.5389 0.5389 

Percentage change     0.8725 0.1275 

Source: The results of decomposition in this table are estimated using the results of Table 7.2.  
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The results of decomposition presented in Table 7.3 demonstrate that the changes in 

returns to demographic variables are negative, accounting for the largest share of the 

change in per capita expenditure over the period. The rise in dependent ratios and 

household size could be a reason for the fall in welfare. The decrease of the returns on 

head age suggests that households with younger heads fare better. Compared with other 

household characteristics, demographic characteristics contribute considerably to the 

drop in standards of living over the period. Among variables that raise welfare, 

education contributes the most. In particular, the returns to school years of both heads 

and spouses increase over time, and spouses’ education gains more returns than that of 

heads. In regard to occupation, the returns on employment change very little over the 

period. In particular, professional and skilled works contribute mostly to those returns 

on employment.   

 

Amongst agricultural variables, the returns on households being net rice producers 

increase over time. The returns on acquiring land and selling state food firms crops have 

become stable over the period. In reality, land is becoming less available for cultivation, 

to make room for inefficient industrial areas and apartments that are part of the growth 

of foreign investment. Added to this, many farmers withdraw from farming due to loss 

or unprofitability. These could be the reasons for the decrease in returns on owning the 

land-use-rights certificate, one of the most valuable household assets. As illustrated in 

Table 7.3, total living areas contribute significantly to the increase of welfare over time, 

compared with access to electricity and possession of a drinking water tap. 

 

The returns on commune schools as well as on health centres rise, while those on local 

market, post office, and power public services fall over the period. Primary schools in 

particular play an important role in welfare improvement. The results also suggest that 

households in the Red River Delta, South Central Coast, and Central Highlands are 

better off than those in the other regions. The decrease in the returns on living in the 

Mekong River Delta is worth noting, since this region produces the largest rice crops in 

Vietnam. Overall, changes in the returns on household characteristics are relatively 

small over the period, with education the most important determinant of household 

welfare. As analysed in the following sections, trade liberalisation is also an important 

determinant of rural welfare. 
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7.3.2 Model of Micro-determinants of Growth: A Wide Panel Analysis 

This section makes use of the micro-determinants of growth and the wide-form panel 

data between 2002 and 2006 to explain the change in household expenditure per head 

under the employment effects of trade liberalisation. Panel data can generate more 

precise estimates of the change in household expenditure than single cross-sectional 

data (Glewwe and Hall, 1998; Glewwe, et al., 2002; Baltagi, 2005). The regression of 

the change in per capita expenditure on household characteristics in 2002 operates as a 

base model, covering initial and pre-determined characteristics. More importantly, these 

characteristics are likely to be exogenous to the change in the dependent variable (log of 

RPCE). Compared with the models in the previous section, the base model has some 

changes. The set of dummy variables representing head and spouse education is 

replaced by the proportions of technical and postsecondary education in a household, 

due to the considerable reduction in the panel sample. A similar change is also made to 

the dummy variables of occupation. Additions to the model include some variables of 

agricultural production and other household incomes such as rice crops, rice 

productivity, and remittance, because they are exogenous to the change in per capita 

expenditure over the period. The base model is then added to, one at a time, with the 

change variables relating to trade and employment explained in the method section.    

 

In the base regression results (model 1, Table 7.4), the difference in location has a 

significant impact on rural welfare change. Households in remote areas and in North 

Central are consistently worse off, whereas those residing in the Red River Delta, 

Central Highlands, and Mekong River Delta are better off, as expected. Compared with 

the north central region, per capita expenditure in the above regions is higher on 

average: 10.7 per cent for the Red River Delta, 26 per cent for the Central Highlands, 

and 20.1 per cent for the Mekong River Delta, holding all other things constant. Spouse 

education also has a significant impact on welfare improvement: An additional school 

year of spouse’s education typically increased the change in per capita expenditure by 

1.7 per cent over the period. Other variables of education have no effect on welfare 

change. Concerning occupation, skilled heads have no impact on welfare change. As 

expected, the ratio of the unskilled to household adults decreases welfare improvement. 

With respect to household assets, only land-use rights significantly affect the change in 

per capita expenditure. For commune variables, only remote areas and upper secondary 
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schools have expected and significant effects on welfare change. Demographic 

characteristics either have no impact or have unexpected impacts on welfare change. 

Generally, not many household characteristics significantly affect rural welfare 

improvement over time, perhaps due to the somewhat small panel sample. 

 

Compared with the base regression, the regressions with the change variables are better 

in terms of the explanatory power of the model (R
2
). The impacts of other variables are 

almost the same as those in the base regression. For instance, the change in rice crops 

over the period is significant, but the impact of this variable is relatively small. Most 

importantly, the change in rice productivity has a significant impact on the change in 

per capita expenditure. On average and ceteris paribus, a one-unit change in rice 

productivity increased the change in per capita expenditure by 45.3 per cent, other 

things being unchanged. The inclusion of employment in the export and import sectors 

at the commune level aims to relate trade liberalisation to welfare. In these two trade 

employment variables, only employment in the import-competing sectors has a 

significant and expected impact.  

 

Rural household heads’ low education is actually a major hindrance to export or import 

employment. In fact, not many export or import firms build factories in rural areas 

because of poor infrastructure. The change in the ratio of commune industrial 

employment is significantly and positively associated with welfare change, as expected. 

Although the number of export or import firms is likely to be small in rural regions, 

other local manufacturing enterprises could help to improve rural welfare. In summary, 

the variables measuring the employment effects of trade liberalisation have a positive 

effect on welfare improvement in rural areas, suggesting a positive relationship between 

trade liberalisation and poverty. The role of trade and employment will be more 

important if they can help the poor to escape poverty. 
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Table 7.4: OLS estimates of trade liberalisation effect on changes in per capita 

expenditure 

[Wide-form panel VHLSS 20022006]  

[Dependent variable: change of log of RPCE] 
 

Independent variable 

Model 1 

(base) 

Model 2  Model 3 Model 4 Model 5  Model 6 

Constant term 0.1465 0.1238 -0.0136 0.1723 0.1530 0.1685 

 (0.580) (0.638) (0.959) (0.521) (0.557) (0.526) 

Demographic 

Log of household  size 0.1872*** 0.1858*** 0.1889*** 0.1884*** 0.1925*** 0.1969*** 

 (0.001) (0.001) (0.000) (0.001) (0.000) (0.000) 

Heads’ ethnicity (Kinh) -0.0454 -0.0441 -0.0724 -0.0447 -0.0433 -0.0356 

 (0.360) (0.364) (0.143) (0.367) (0.385) (0.475) 

Heads’ gender (male) -0.0107 -0.0029 -0.0006 -0.0065 -0.0049 0.0060 

 (0.892) (0.971) (0.994) (0.934) (0.950) (0.935) 

Head age 0.0097 0.0103 0.0117 0.0095 0.0092 0.0082 

 (0.243) (0.216) (0.161) (0.254) (0.266) (0.322) 

Head age square -0.0001 -0.0001 -0.0001 -0.0001 -0.0001 -0.0001 

 (0.319) (0.297) (0.202) (0.333) (0.341) (0.396) 

Heads with spouse -0.0943 -0.0956 -0.1158 -0.0960 -0.1017 -0.1113 

 (0.293) (0.281) (0.195) (0.280) (0.251) (0.195) 

Proportion of children 0.0028** 0.0027** 0.0026** 0.0028** 0.0029** 0.0028** 

 (0.026) (0.029) (0.035) (0.025) (0.018) (0.024) 

Proportion of elderly 0.0012 0.0011 0.0015 0.0012 0.0012 0.0013 

 (0.333) (0.363) (0.242) (0.343) (0.351) (0.319) 

Human capital  

Heads’ years of school 0.0055 0.0046 0.0044 0.0056 0.0050 0.0054 

 (0.354) (0.437) (0.461) (0.349) (0.403) (0.363) 

Spouses’ years of school 0.0166*** 0.0161*** 0.0166*** 0.0165*** 0.0173*** 0.0173*** 

 (0.005) (0.007) (0.005) (0.006) (0.004) (0.004) 

Technical diploma ratio 0.0017 0.0017 0.0018 0.0018 0.0021 0.0019 

 (0.693) (0.704) (0.693) (0.678) (0.633) (0.646) 

Postsecondary ratio -0.0030 -0.0028 -0.0028 -0.0030 -0.0032 -0.0032 

 (0.466) (0.489) (0.492) (0.456) (0.419) (0.399) 

Occupation    

Head skilled work -0.0557 -0.0461 -0.0426 -0.0513 -0.0452 -0.0481 

 (0.287) (0.367) (0.411) (0.329) (0.389) (0.360) 

Unskilled-to-adults ratio -0.0011*** 

(0.008) 

-0.0011** 

(0.011) 

-0.0011** 

(0.011) 

-0.0012*** 

(0.007) 

-0.0012*** 

(0.004) 

-0.0012*** 

(0.006) 

Agricultural production 

Total land area -0.0000*** -0.0000*** -0.0000*** -0.0000*** -0.0000*** -0.0000*** 

 (0.001) (0.001) (0.001) (0.000) (0.001) (0.001) 

Rice productivity -0.0708 -0.0518 0.2759* -0.0784 -0.0783 -0.0693 

 (0.516) (0.632) (0.078) (0.474) (0.474) (0.523) 

Rice crops 0.0000 0.0000** 0.0000 0.0000 0.0000 0.0000 

 (0.661) (0.014) (0.847) (0.674) (0.725) (0.729) 

Selling state firms crops  -0.1712 -0.1724 -0.1807 -0.1541 -0.1661 -0.1479 

 (0.537) (0.505) (0.518) (0.567) (0.542) (0.582) 

Net rice producers -0.0248 -0.0274 -0.0269 -0.0248 -0.0224 -0.0289 

 (0.427) (0.379) (0.388) (0.426) (0.476) (0.352) 

House assets and other incomes 

Land-use rights 0.0899* 0.0928* 0.0833* 0.0849* 0.0927* 0.0877* 

 (0.060) (0.056) (0.079) (0.077) (0.054) (0.066) 

Total living area -0.0002 -0.0002 -0.0001 -0.0002 -0.0002 -0.0002 

 (0.444) (0.531) (0.579) (0.436) (0.385) (0.498) 

Electricity access -0.0514 -0.0553 -0.0496 -0.0497 -0.0577 -0.0545 

 (0.295) (0.249) (0.311) (0.312) (0.236) (0.265) 

Remittance -0.0000*** -0.0000*** -0.0000*** -0.0000*** -0.0000*** -0.0000*** 

 (0.000) (0.000) (0.001) (0.000) (0.000) (0.000) 

       

      Contd. 
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Table 7.4: Continued 

Community characteristics 

Paved roads 0.0464 0.0433 0.0432 0.0439 0.0523 0.0480 

 (0.273) (0.303) (0.305) (0.300) (0.220) (0.258) 

Remote areas -0.1234*** -0.1331*** -0.1146*** -0.1214*** -0.1207*** -0.1154*** 

 (0.003) (0.001) (0.006) (0.004) (0.004) (0.006) 

Primary school 0.0773 0.0769 0.0610 0.0784 0.0735 0.0757 

 (0.177) (0.175) (0.280) (0.173) (0.204) (0.183) 

Lower secondary school 0.0696 0.0582 0.0397 0.0768 0.0726 0.0766 

 (0.389) (0.480) (0.625) (0.345) (0.368) (0.342) 

Upper secondary school 0.2707* 0.2634* 0.2851* 0.2866* 0.2202 0.2684* 

 (0.077) (0.083) (0.061) (0.065) (0.170) (0.081) 

Post office -0.0164 -0.0207 -0.0154 -0.0152 -0.0252 -0.0127 

 (0.617) (0.526) (0.640) (0.643) (0.440) (0.697) 

Daily market 0.0110 0.0037 0.0080 0.0090 0.0170 0.0075 

 (0.766) (0.921) (0.828) (0.806) (0.644) (0.836) 

National electricity grid  -0.0016 0.0003 0.0105 -0.0022 -0.0031 -0.0001 

 (0.981) (0.996) (0.879) (0.975) (0.964) (0.999) 

Clinic -0.1462 -0.1535 -0.1519 -0.1633 -0.1321 -0.1539 

 (0.203) (0.174) (0.160) (0.165) (0.222) (0.192) 

Geography (reference is North Central) 

Red River Delta 0.1021** 0.1047** 0.0877** 0.1018** 0.1034** 0.0946** 

 (0.020) (0.017) (0.047) (0.020) (0.017) (0.030) 

North East 0.0169 0.0215 0.0101 0.0215 0.0095 0.0213 

 (0.700) (0.623) (0.818) (0.625) (0.832) (0.630) 

North West 0.1149 0.1153 0.1116 0.1157 0.1104 0.1231 

 (0.124) (0.120) (0.126) (0.121) (0.140) (0.103) 

South Central Coast 0.0299 0.0288 0.0187 0.0346 0.0268 0.0328 

 (0.589) (0.603) (0.739) (0.533) (0.629) (0.557) 

Central Highlands 0.2311*** 0.2301*** 0.2270*** 0.2322*** 0.2260*** 0.2272*** 

 (0.002) (0.002) (0.002) (0.002) (0.003) (0.003) 

South East 0.1399* 0.1361 0.1602* 0.1393* 0.1255 0.1310 

 (0.092) (0.104) (0.063) (0.091) (0.137) (0.111) 

Mekong River Delta 0.1835*** 0.1386** 0.1797*** 0.1833*** 0.1860*** 0.1951*** 

 (0.002) (0.029) (0.003) (0.002) (0.002) (0.001) 

Change variables       

Rice output change  0.0000***     

  (0.006)     

Rice productivity change   0.4530***    

   (0.002)    

Change of commune ratio 

of export employment  

   0.0026 

(0.237) 

  

Change of commune ratio 

of import employment 

    0.0066* 

(0.066) 

 

Change of commune ratio of 

manufacturing employment  

    0.0034** 

(0.047) 

R2 0.120 0.130 0.130 0.122 0.126 0.127 

Number of observations 904 904 904 904 904 904 

Notes:  - *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

 - p-values are in parentheses. 

Source: Author estimates using the VHLSS data. 
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7.3.3 Fixed-Effects Analysis  

This analysis has used the wide panel data set over the period 2002 to 2006 to examine 

the impacts of trade liberalisation on rural welfare. The analysis goes a step further by 

exploring a long panel data set to test fixed effects. The fixed-effects analysis uses a 

panel data set of 823 rural households over three waves of the VHLSSs: 2002, 2004, 

and 2006. This section begins by comparing the pooled OLS model with the fixed-

effects model using dummy variables or the least square dummy variable (LSDV) 

model. The latter uses a set of time dummy variables, with 2002 as the reference. It then 

discusses the use of the fixed-effects model and the random-effects model in examining 

the impacts of trade liberalisation on welfare. 

7.3.3.1 Pooled OLS versus LSDV fixed-effects models 

The purpose of using the fixed-effects in the model of micro-determinants of 

growth to investigate the employment effects is to tackle the potential problem of 

observed and unobserved heterogeneity that may arise in the pooled OLS model.  The 

estimates of the determinants of rural household welfare using the pooled OLS model 

and the LSDV fixed-effects model are presented in Table 7.5. The explanatory variables 

are almost the same as those in the previous models. Each coefficient explains a 

percentage change in per capita expenditure associated with a household characteristic. 

These household characteristics on average accounted for about 56 per cent and 59 per 

cent of the change in per capita expenditure for the pooled OLS model and the LSDV 

fixed-effects model, respectively. Therefore the LSDV fixed-effects model is a little 

better than the pooled OLS model. The impacts of household demographic 

characteristics on welfare are almost the same in the two models. Household size and 

the dependent ratios have a negative impact on per capita expenditure, head age is 

positively associated with welfare, and head gender has again no impact. The effects of 

education on welfare in the LSDV fixed-effects model are similar to those in the pooled 

OLS model. The school years of heads and spouses and the proportion of technical or 

vocational training have a positive impact on welfare. However, the proportion of 

postsecondary education has a negative effect in the LSDV fixed-effects model, and no 

impact in the pooled OLS model. This suggests that technical training is more important 

than general education for welfare improvement in rural areas. 
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Table 7.5: Estimates of the pooled OLS and fixed-effects models for the impacts of 

trade liberalisation on per capita expenditure 

[Long-form panel 20022006]  

[Dependent variable: log of RPCE] 
 

Independent variable 

Pooled OLS Model LSDV Fixed-Effects Model 

Coefficient p-value Coefficient p-value 

Constant term 6.6723*** 0.000 6.9150*** 0.000 

Demographic characteristics 

Household  size -0.0883*** 0.000 -0.0804*** 0.000 

Heads’ ethnicity (Kinh) 0.1169*** 0.000 0.1450*** 0.000 

Heads’ gender (male) 0.0126 0.715 -0.0062 0.854 

Head age 0.0257*** 0.000 0.0193*** 0.000 

Head age square -0.0002*** 0.000 -0.0001*** 0.001 

Heads with spouse -0.0604 0.150 -0.0475 0.246 

Proportion of children -0.0021*** 0.000 -0.0027*** 0.000 

Proportion of elderly -0.0022*** 0.000 -0.0018*** 0.001 

Proportion of females 0.0005 0.315 0.0000 0.933 

Human capital  

Heads’ years of school 0.0190*** 0.000 0.0177*** 0.000 

Spouses’ years of school 0.0173*** 0.000 0.0163*** 0.000 

Technical diploma ratio 0.0021*** 0.004 0.0015** 0.034 

Postsecondary ratio  -0.0012 0.128 -0.0016** 0.050 

Occupation (reference is the unskilled )   

Head leader 0.2891*** 0.000 0.2406*** 0.000 

Head professional 0.2677*** 0.000 0.2810*** 0.000 

Head white collar 0.2032** 0.012 0.2057*** 0.010 

Head skilled work 0.0762*** 0.000 0.0761*** 0.000 

Head wage work -0.0213 0.258 -0.0287 0.108 

Head self-farmed business -0.0448 0.113 -0.0528* 0.057 

Head self-non farmed business 0.1234*** 0.000 0.1179*** 0.000 

Agricultural production 

Total land area 0.0000*** 0.000 0.0000*** 0.000 

Rice productivity 0.2826*** 0.000 0.1907*** 0.002 

Selling state firms crops 0.1241 0.489 0.1647 0.369 

Net rice producers  0.0039 0.810 0.0304* 0.057 

House assets and other incomes 

Land-use rights -0.0484** 0.020 -0.0062 0.757 

Total living area 0.0027*** 0.000 0.0027*** 0.000 

Access to electricity 0.1472*** 0.000 0.1200*** 0.000 

Remittance 0.0000*** 0.000 0.0000*** 0.000 

Community characteristics 

Paved roads -0.0026 0.913 0.0092 0.690 

Remote areas -0.0254 0.249 -0.0388* 0.072 

Primary school 0.0319 0.370 -0.0147 0.664 

Lower secondary school 0.1844*** 0.000 0.0505* 0.084 

Upper secondary school 0.0758*** 0.002 0.0566** 0.018 

Post office -0.0060 0.751 -0.0307 0.108 

Daily market 0.0501*** 0.001 0.0053 0.741 

National electricity network -0.0118 0.787 -0.0159 0.700 

Clinic -0.1795*** 0.004 -0.1684*** 0.010 

Geography (reference is North Central) 

Red River Delta 0.0948*** 0.000 0.1360*** 0.000 

North East 0.1324*** 0.000 0.1238*** 0.000 

North West 0.0810 0.102 0.0695 0.147 

South Central Coast 0.0968*** 0.002 0.1184*** 0.000 

Central Highlands 0.1410*** 0.000 0.1628*** 0.000 

South East 0.2380*** 0.000 0.2997*** 0.000 

Mekong River Delta 0.3335*** 0.000 0.3738*** 0.000 

     

     

     

     

    Contd. 
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Table 7.5: Continued     

Trade and employment     

Commune ratio of export employment 0.0011 0.358 0.0006 0.626 

Commune ratio of import employment 0.0047** 0.013 0.0054*** 0.002 

Commune ratio of industrial employment 0.0016* 0.065 0.0019** 0.022 

Province trade per capita 0.0348*** 0.000 0.0153*** 0.000 

Time dummy (reference is year 2002) 

Year 2004   0.1477*** 0.000 

Year 2006   0.3827*** 0.000 

Adjusted R2  0.556 0.588 

Number of observations 2,469 2,469 

Note: *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author estimates using the VHLSS data. 

 

In the LSDV fixed-effects model, the dummy variables used to explain the impacts of 

occupation are a little better than those in the pooled OLS model. Heads working as 

leaders, professionals, white collars, and skilled workers appear to improve welfare, 

compared with the unskilled. Heads doing self-business also fare better than the others. 

In terms of agricultural production, total land areas and rice productivity play an 

important role in welfare improvement. As with the previous models, selling crops to 

state food enterprises has no impact on per capita expenditure. In the results, the 

positive significant impact of household net rice producers who most likely had surplus 

in rice production and sold their crops makes the difference between the two models. 

The effect is more obvious in the LSDV fixed-effects model. These results also 

demonstrate that household assets and other incomes positively affect welfare, as 

expected. In the pooled OLS regression, having land-use-rights certification, although 

significant, has an unexpected sign. This variable is insignificant in the LSDV fixed-

effects model, however.  

 

The impacts of commune characteristics are in contrast to expectation: Communes with 

paved roads, grid electricity, clinic, and post office play no part in explaining welfare. 

However, commune secondary schools have a positive impact on welfare, and in the 

pooled OLS model, commune daily markets play an important role in improving 

welfare. As expected, households living in remote communes are worse off than those 

in other communes, as shown in the LSDV fixed-effects model. Residing in different 

regions also affects welfare. The results suggest that households in all regions except 

the North West are better off than those in the north central region. Hence the location 

effect in this regression is roughly similar to those in the previous regressions.  

 



219 

 

Of special interest in Table 7.5 are the impacts of the variables measuring trade and 

employment. Both results demonstrate that the commune ratios of employment in the 

import-competing sectors and the manufacturing sectors have a significant positive 

impact on welfare. These results are consistent with those in the regressions analysing 

the impacts of trade liberalisation on welfare growth using the wide panel data. In these 

results, using total sale value per capita to measure local trade transaction also shows a 

significant positive effect on welfare. Finally, the commune ratio of employment in the 

export sectors is insignificant. As noted, manufacturing export sectors need highly 

skilled workers, and farmers are unlikely to meet this labour demand. Generally, the 

results of the two models are roughly similar. However, if the fixed effects exist in the 

data, the fixed-effects model will be preferred. The F-test for fixed effects based on loss 

of goodness-of-fit for a significant group fixed effect can help to identify whether the 

fixed effects are present in the panel data or not (Greene, 2012). 

 

𝐹(𝑛 − 1, 𝑛𝑇 − 𝑛 − 𝑘) =

(𝑅𝐿𝑆𝐷𝑉
2 − 𝑅𝑃𝑜𝑜𝑙𝑒𝑑

2 )
𝑛 − 1

(1 − 𝑅𝐿𝑆𝐷𝑉
2 )

𝑛𝑇 − 𝑛 − 𝑘

 

 

(7.5) 

 

The F ratio is 98.2, which is large enough to reject the null hypothesis that all LSDV 

parameters equal zero, except the reference dummy; thus, the fixed-effects model 

significantly increases goodness-of-fit. Therefore, the LSDV fixed-effects model is 

preferred to the pooled OLS model in terms of explaining the impacts of trade and 

employment and of econometric criteria. The comparison is also extended to discuss the 

alternative selection between fixed-effects and random-effects models. 

7.3.3.2 Within-fixed- versus random-effects models 

The study also estimates the within-fixed-effects and random-effects models. 

Unlike the LSDV fixed-effects model, the within-fixed-effects model does not use 

dummy variables. Instead, it uses the deviations from the means of the group, or the 

time period. The fixed-effects model allows individual effects to be correlated with 

regressors, whereas the random-effects model assumes that individual effects are not 

correlated with any regressor. The fixed-effects model also cannot estimate the effects 

of the time-invariant variables (Baltagi, 2005); these are the variables, such as ethnicity, 
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gender, school years, and living areas, whose values unchanged over the period 

(20022006). The random-effects model can include these time-invariant variables. The 

Hausman test can determine which model is more appropriate. 

 

The analysis of fixed-effects and random-effects models firstly tests the poolability of 

panel data using the Chow test extension (Baltagi, 2008). The poolability test examines 

whether the panel data are poolable or not, so that the slopes of regressors are the same 

across the total data period from 2002 to 2006. The null hypothesis is that the slope of a 

regressor is the same regardless of individuals for all k regressors: Ho: βik = βk. Note that 

slopes are constant in fixed- and random-effects models, only intercepts and error 

variances change. 

𝐹[(𝑛 − 1)(𝑘 + 1), 𝑛(𝑇 − 𝑘 − 1)] =

(𝑒 ′𝑒 − ∑ 𝑒𝑖
′𝑒𝑖)

(𝑛 − 1)(𝑘 + 1)

∑ 𝑒𝑖
′𝑒𝑖

𝑛(𝑇 − 𝑘 − 1)

 

 

(7.6) 

 

where 𝑒′𝑒 is the sum of squared errors (SSE) of the pooled OLS, 𝑒𝑖
′𝑒𝑖 is the SSE of the 

pooled OLS for group i, n is the group sample (n = 823), and  T is the observed period 

(T = 3). If the null hypothesis is rejected, the panel data are not poolable. In this case, 

each wave of data in the panel may have its own slopes of regressors, and fixed or 

random effects are no longer appealing. The test is conducted by regressing OLS 

models for each wave of data in the panel. The null hypothesis is that all slopes of 

regressors are the same across the period, Ho: β2002 = β2004= β2006. The F-statistic is 

0.157, small enough not to reject the null hypothesis.
30

 The result of the test means that 

the panel data can be pooled to proceed with fixed- and random-effects models. 

 

The estimates of both the within-fixed-effects and random-effects models are presented 

in Table 7.6. Compared with the pooled OLS model, the random-effects model is 

preferable. This can be tested by the Breusch-Pagan LM test, which examines whether 

individual (or time) specific variance components are zero, Ho: 𝜎𝑢
2 = 0. The LM- 

                                                 
30

 The F-statistic is negative, because the time periods are rather smaller than the number of parameters.  
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statistic using the Chi-squared distribution (χ
2
) with one degree of freedom (Greene, 

2012) is: 

𝐿𝑀 =
𝑛𝑇

2(𝑇 − 1)
[

∑ (𝑇𝑒�̅�)
2𝑛

𝑖=1

∑ ∑ 𝑒𝑖𝑡
2𝑇

𝑡=1
𝑛
𝑖=1

− 1]

2

 

 

(7.7) 

 

The LM-statistic is 313.1 (Prob. > χ
2
 = 0.000). The result of the test rejects the null 

hypothesis in favour of the random-effects model.     

 

In the within-fixed-effects model, the time-invariant variables are wiped out, while the 

random-effects model allows for estimating the time-constant variables (Greene, 2012). 

The random-effects model is thereby usually preferred. Hence in the fixed-effects 

model, the time-constant variables such as gender, ethnicity, and regions are excluded. 

However, the Hausman test is used in this case to decide which effect is more 

significant, and which model is more suitable. The null hypothesis is that the individual 

effects are uncorrelated with other regressors in the model. The Hausman statistic is 

195.6, which is large enough to reject the null hypothesis. Therefore the Hausman test 

suggests that the fixed-effects model is favoured over the random-effects model, as it 

controls for unobservable individual specific effects which are correlated with per capita 

expenditure. Actually, the random-effects model assumes exogeneity of all the 

regressors with the random individual effects (Baltagi, 2005), which is not usually the 

case. 

 

In the random-effects model, internal trade and commune employment in the import-

competing sectors and in the manufacturing sectors are significantly and positively 

associated with per capita expenditure. Nevertheless, its results are less efficient than 

those of its fixed-effects counterpart. In the fixed-effects estimates, local trade and 

commune manufacturing employment have a significant and positive impact on per 

capita expenditure. These results are consistent with those in the pooled OLS and LSDV 

fixed-effects models. The commune manufacturing employment also has a positive 

effect on rural welfare, as found in the model using the wide panel data. Provincial trade 

and industrial employment are thus found to be crucial to rural household welfare. 
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Table 7.6: Estimates of fixed- and random-effects models for the impacts of trade 

liberalisation on per capita expenditure 

[Long-form panel 20022006] 

[Dependent variable: log of RPCE] 
 

Independent variable 

Within-Fixed-Effects Model Random-Effects Model  

Coefficient p-value Coefficient p-value 

Constant term 6.4670*** 0.000 6.3986*** 0.000 

Demographic characteristics 

Household  size -0.1076*** 0.000 -0.0955*** 0.000 

Heads’ ethnicity (Kinh) Omitted - 0.0850*** 0.006 

Heads’ gender (male) Omitted - 0.0499 0.209 

Head age 0.0468*** 0.000 0.0333*** 0.000 

Head age square -0.0004*** 0.000 -0.0003*** 0.000 

Heads with spouse -0.0539 0.240 -0.0921** 0.043 

Proportion of children -0.0011** 0.026 -0.0014*** 0.001 

Proportion of elderly -0.0007 0.393 -0.0018*** 0.003 

Proportion of females 0.0025*** 0.000 0.0011** 0.028 

Human capital  

Heads’ years of school Omitted - 0.0161*** 0.000 

Spouses’ years of school Omitted - 0.0169*** 0.000 

Technical diploma ratio 0.0020*** 0.004 0.0021*** 0.001 

Postsecondary ratio -0.0021*** 0.004 -0.0017** 0.012 

Occupation (reference is unskilled head)   

Head leader 0.1802** 0.012 0.2702*** 0.000 

Head professional 0.0492 0.612 0.2287*** 0.001 

Head white collar -0.1320 0.365 0.0735 0.584 

Head skilled work -0.0037 0.884 0.0443** 0.043 

Head wage work 0.0382* 0.082 -0.0004 0.982 

Head self-farmed business -0.0047 0.873 -0.0270 0.285 

Head self-nonfarmed business 0.0866*** 0.001 0.1181*** 0.000 

Agricultural production 

Total land area 0.0000*** 0.000 0.0000*** 0.000 

Rice productivity 0.2328*** 0.002 0.3016*** 0.000 

Net rice producers  0.0078 0.639 0.0044 0.771 

House assets and other incomes 

Total living area 0.0006** 0.029 0.0018*** 0.000 

Access to electricity 0.0971*** 0.002 0.1287*** 0.000 

Remittance 0.0000*** 0.000 0.0000*** 0.000 

Community characteristics 

Paved roads -0.0415 0.130 -0.0212 0.374 

Primary school 0.0811** 0.022 0.0715** 0.028 

Lower secondary school 0.1423*** 0.000 0.1736*** 0.000 

Upper secondary school 0.0340 0.242 0.0650*** 0.009 

Post office -0.0033 0.852 -0.0047 0.777 

Daily market 0.0617*** 0.000 0.0665*** 0.000 

Clinic -0.0476 0.643 -0.1250 0.197 

Geography(reference is North Central)    

Red River Delta Omitted - 0.0724** 0.020 

North East Omitted - 0.1353*** 0.000 

North West Omitted - 0.0698 0.202 

South Central Coast Omitted - 0.0781* 0.050 

Central Highlands Omitted - 0.1309** 0.010 

South East Omitted - 0.2038*** 0.001 

Mekong River Delta Omitted - 0.3071*** 0.000 

Trade and employment     

Commune ratio of export employment  -0.0001 0.948 0.0009 0.489 

Commune ratio of import employment 0.0027 0.223 0.0036* 0.064 

Commune ratio of industrial employment  0.0023** 0.037 0.0018** 0.044 

Province trade per capita 0.0832*** 0.000 0.0509*** 0.000 

R2  0.551 0.522 

Number of observations 2,469 2,469 

Note: *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author estimates using the VHLSS data. 
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In conclusion, the analysis of the determinants of rural household welfare carried out 

through some econometric specifications has demonstrated that, apart from 

conventional household characteristics relevant to demographics, human capital, 

employment, agricultural production, household assets, location, and commune 

infrastructure, it is evident that trade-related factors play an important role in explaining 

welfare change. The decomposition of the micro-determinants of growth shows that 

education is the most important determinant of welfare. The simulation of the impacts 

of trade liberalisation indicates that rice output, rice productivity, and commune 

employment in both import-competing sectors and manufacturing sectors improve rural 

welfare. The analysis of the fixed-effects and random-effects models using the long-

form panel data further suggests the significant role of commune employment and local 

trade in rural welfare improvement. 

 

7.3.4 Poverty Dynamics: An Analysis of a Multinomial Logit Model 

Understanding the change in poverty over time is very significant for policymakers to 

monitor progress in poverty reduction. This section examines the determinants of the 

movement of poverty. Households’ transitional states of poverty can be divided into 

four groups: households being poor in both years (chronic poverty); being poor in 2002 

but becoming not poor in 2006 (poverty escape); being not poor in 2002 but becoming 

poor in 2006 (falling into poverty); and being not poor in both years. Policymakers 

perhaps should pay more attention to the determinants of poverty escape. The poverty 

transition over the period 20022006 can be captured by a matrix of poverty transition 

using the panel data of 904 households (Table 7.7).  

 

For Vietnam as a whole, the share of households remaining poor in both years was 13.6 

per cent. Meanwhile, households who escaped poverty accounted for 23.1 per cent. The 

percentage of households falling into poverty over the period was rather small; only 3.2 

per cent of households were not poor in 2002 but poor in 2006. Furthermore, 60.1 per 

cent of households continued not to be poor in both years. These indicators reflect the 

achievements of Vietnam in the reduction of poverty in this period. The analysis of 

poverty dynamics can be broken into regions. The prosperous regions such as the Red 

River Delta, South East, and Mekong Delta River have the lowest percentage of 

households being poor in both years. Most successful poverty reduction belongs to the 
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Central Highlands (42.2 per cent of households escaping poverty), the North Central 

(30.6 per cent), and the North West (24.4 per cent). Note that the North Central is 

commonly considered as the poorest region in Vietnam. Although being a major rice 

production region, the Mekong Delta River has both the lowest percentage of poverty-

escaped households and the highest percentage of households remaining non-poor in 

both years. To some extent, this may suggest that poverty reduction programmes might 

not perform well in this region.  

 

Table 7.7: Poverty dynamics over 20022006: A matrix of transition (per cent) 

Vietnam and regions Poor 2006 Non-poor 2006 
Whole Vietnam   
   Poor 2002 13.61 23.12 
   Non-poor 2002 3.21 60.07 
Red River Delta   
   Poor 2002 4.00 21.78 
   Non-poor 2002 1.78 72.44 
North East   
   Poor 2002 23.20 23.20 
   Non-poor 2002 0.49 49.17 
North West   
   Poor 2002 48.78 24.39 
   Non-poor 2002 4.88 21.95 
North Central   
   Poor 2002 19.44 30.56 
   Non-poor 2002 3.47 46.53 
South Central Coast   
   Poor 2002 9.78 22.83 
   Non-poor 2002 3.26 64.13 
Central Highlands   
   Poor 2002 24.44 42.22 
   Non-poor 2002 2.22 31.11 
South East   
   Poor 2002 0.00 23.53 
   Non-poor 2002 8.82 67.65 
Mekong River Delta   
   Poor 2002 2.82 11.27 
   Non-poor 2002 2.11 83.80 
Source: Author estimates based on the data drawn from the VHLSSs. 

 

Neither the matrix of poverty movement nor the models of micro-determinants of 

growth using the continuous dependent variable is likely to answer two important 

questions: (i) what are the determinants of households’ escape from poverty? and (ii) 

does trade liberalisation play any part in poverty movements? The multinomial logit 
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(MNL) model is used to investigate the characteristics that enable households to escape 

poverty, paying particular attention to trade-related factors. The analysis of a 

multinomial logit model can provide important insights into these questions. The results 

of the estimates of the multinomial logit model are presented in Table 7.8. The base 

model (model 1) is almost the same as that in the previous section. Five trade-related 

variables are added to the base model: the changes in rice productivity measured at the 

household level; in the employment ratios of export, import, and manufacturing sectors; 

and in the trade per capita measured at the provincial level over the period. In the 

extended model, the changes in rice productivity and the export employment ratio are 

positively associated with the escape from poverty. The ratio of export employment and 

the provincial trade per capita also help households not to fall into poverty. None of the 

change variables makes households falling into poverty in 2006.  

 

The results of the multinomial logit regression can be explained through the impacts of 

the variables on the relative risk ratio (RRR), which is the ratio of the probability of a 

given outcome to the probability of a base outcome (here, households being poor in 

both years). The estimates of RRR are provided in Table 7.9, demonstrating the impact 

of each household characteristic on the RRR for the other states of poverty movement. 

According to Glewwe, et al. (2002), the impact of a variable being less than 1 means 

that the variable raises the relative probability of being in the base state (being poor in 

both years), whereas the impact greater than 1 implies that the variable decreases the 

relative probability of being in the base state, and increases the relative probability of 

being in the relevant state. 

 

In the extended model with the added change variables, the results of demographic 

variables show that the Kinh ethnicity increased the relative probability of escaping 

poverty by 114 per cent, and head age raised the relative probability by 19.2 per cent. 

For variables measuring education, the education of spouses and the proportion of 

household members with technical diploma increased the relative probability of lifting 

households out of poverty by about 10.4 per cent (at the 0.1 significance level) and by 

209 per cent, respectively. However, the proportion of postsecondary education reduced 

the relative probability by 12.4 per cent. Therefore, technical training once again proves 

to be more important than general education in rural regions.  
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Table 7.8: Estimates of multinomial logit model of poverty movement, 20022006 

 P  NP NP  P NP  NP 

Independent variable Model 1  Model 2  Model 1 Model 2 Model 1  Model 2 

Constant term -3.8752** -5.4204*** -4.0578 -4.4221 -7.4540 -8.2889*** 

 (0.035) (0.007) (0.235) (0.241) (0.000) (0.000) 

Demographic characteristics 

Household  size -0.0688 -0.0663 -0.7419*** -0.7449*** -0.5374*** -0.5500*** 

 (0.470) (0.500) (0.000) (0.000) (0.000) (0.000) 

Heads’ ethnicity (Kinh) 0.9746*** 0.7619** 1.2237* 1.0921 1.8532*** 1.6591*** 

 (0.005) (0.037) (0.084) (0.112) (0.000) (0.000) 

Heads’ gender (male) 0.7190 0.7413 1.1501 1.3310 0.3503 0.4417 

 (0.218) (0.267) (0.117) (0.148) (0.482) (0.449) 

Head age 0.1590** 0.1754** 0.1734 0.2096 0.2042*** 0.2140*** 

 (0.021) (0.015) (0.141) (0.128) (0.001) (0.001) 

Head age square -0.0016** -0.0018** -0.0013 -0.0016 -0.0016*** -0.0017*** 

 (0.021) (0.013) (0.282) (0.258) (0.008) (0.010) 

Heads with spouse -0.7240 -0.8995 -0.8348 -1.0380 -0.0650 -0.2575 

 (0.272) (0.234) (0.349) (0.303) (0.912) (0.704) 

Proportion of children 0.0228* 0.0199 -0.0359 -0.0429* 0.0354*** 0.0348*** 

 (0.076) (0.119) (0.120) (0.087) (0.005) (0.005) 

Proportion of elderly 0.0034 0.0047 -0.0234 -0.0247 -0.0163 -0.0168 

 (0.799) (0.719) (0.163) (0.194) (0.224) (0.198) 

Human capital  

Heads’ years of school -0.0048 -0.0015 -0.0338 -0.0523 0.0466 0.0649 

 (0.922) (0.977) (0.719) (0.585) (0.374) (0.226) 

Spouses’ years of school 0.0825 0.0990* 0.1723* 0.2153** 0.1390** 0.1589*** 

 (0.127) (0.082) (0.072) (0.030) (0.013) (0.007) 

Technical diploma ratio  1.1884*** 1.1295*** 1.1119*** 1.0554*** 0.2958*** 0.2292** 

 (0.000) (0.000) (0.000) (0.000) (0.007) (0.032) 

Postsecondary ratio -0.1431*** -0.1322*** -0.0388 -0.0336 0.8124*** 0.8311*** 

 (0.000) (0.007) (0.547) (0.612) (0.000) (0.000) 

Occupation  

Head skilled work 0.1685 0.3281 1.7620** 1.7314* 0.2382 0.4246 

 (0.795) (0.644) (0.046) (0.067) (0.706) (0.541) 

Unskilled-to-adult ratio -0.0036 

(0.341) 

-0.0021 

(0.587) 

0.0060 

(0.209) 

0.0068 

(0.187) 

-0.0068* 

(0.068) 

-0.0063* 

(0.096) 

Agricultural production 

Total land area -0.0000 -0.0000 0.0000 0.0000 0.0000** 0.0000** 

 (0.191) (0.262) (0.281) (0.313) (0.012) (0.011) 

Selling state firms crops  -1.2484** -1.1298 0.2038 0.4201 15.9963*** 16.0721*** 

 (0.037) (0.115) (0.843) (0.727) (0.000) (0.000) 

Net rice producers 0.5601* 

(0.057) 

0.4530 

(0.145) 

1.1597** 

(0.011) 

1.0113** 

(0.029) 

1.2392*** 

(0.000) 

1.1591*** 

(0.000) 

Rice productivity 0.0238 2.2250 -0.6953 -1.7061 0.2842 1.2356 

 (0.979) (0.103) (0.759) (0.535) (0.744) (0.377) 

House assets and other incomes 

Land-use rights -0.1611 -0.1683 -0.9553 -1.0868 0.3434 0.3216 

 (0.667) (0.676) (0.155) (0.108) (0.398) (0.456) 

Total living area 0.0074 0.0087 0.0067 0.0037 0.0152*** 0.0154** 

 (0.198) (0.163) (0.343) (0.636) (0.005) (0.010) 

Electricity access 0.2453 0.2921 0.4124 0.5839 0.6977* 0.7146* 

 (0.540) (0.480) (0.561) (0.450) (0.078) (0.080) 

Remittance 0.0003 0.0003* 0.0004*** 0.0005*** 0.0004*** 0.0004*** 

 (0.108) (0.096) (0.006) (0.005) (0.007) (0.008) 

Commune characteristics 

Paved roads 0.1574 0.1298 -0.0471 -0.0430 0.3144 0.2454 

 (0.667) (0.723) (0.949) (0.953) (0.411) (0.517) 

Remote areas -0.8463* -0.7681** -0.4992 -0.6444 -0.9906*** -1.0017*** 

 (0.010) (0.023) (0.376) (0.261) (0.002) (0.003) 

       

       

      Contd. 
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Table 7.8: Continued      

Primary school 0.0374 -0.2044 -1.7113** -1.8313** 0.2368 -0.0643 

 (0.931) (0.647) (0.037) (0.023) (0.682) (0.913) 

Lower secondary school 0.3403 0.0920 -1.8079 -1.7502 0.8964 0.7055 

 (0.703) (0.914) (0.212) (0.230) (0.328) (0.420) 

Upper secondary school 15.8143*** 15.4471*** -1.9532* -2.4901** 15.8245*** 15.1953*** 

 (0.000) (0.000) (0.066) (0.046) (0.000) (0.000) 

Post office -0.2916 -0.3370 -0.1372 -0.1912 -0.2334 -0.3095 

 (0.351) (0.304) (0.815) (0.761) (0.452) (0.342) 

Daily market -0.1770 -0.2495 0.5650 0.4908 0.2230 0.1176 

 (0.598) (0.477) (0.309) (0.382) (0.492) (0.727) 

National electricity grid 0.3332 0.2459 0.2040 0.0407 1.1703** 0.9751* 

 (0.468) (0.595) (0.811) (0.963) (0.022) (0.065) 

Geography 

North Central -0.9489** -0.6364* -0.8239 -1.1583* -2.0730*** -1.6483*** 

 (0.012) (0.099) (0.232) (0.099) (0.000) (0.000) 

Change variables in trade and employment 

Rice productivity  3.4511**  -2.1865  1.7331 

  (0.012)  (0.368)  (0.194) 

Province ratio of export employment 0.2631**  -0.0982  0.3404*** 

  (0.024)  (0.600)  (0.004) 

Province ratio of import employment  -0.2007  0.2730  -0.1134 

  (0.484)  (0.522)  (0.684) 

Province ratio of manufacturing   -0.0392  0.0508  0.0107 

employment (0.682)  (0.782)  (0.910) 

Province trade per capita  0.1878  0.2555  0.3026** 

  (0.160)  (0.194)  (0.018) 

Pseudo R2 0.270 0.288 0.270 0.288 0.270 0.288 

Number of observations 904 904 904 904 904 904 

Notes:  - *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

 - p-values are in parentheses. 
- Model 1 and model 2 are with and without trade-related variables, respectively. 

Source: Author estimates using the VHLSS data. 

 

In contrast to expectation, the variables measuring occupation, agricultural production, 

and assets play an insignificant role in poverty reduction. This could in part result from 

the relatively small panel data. In this period, remittance from both domestic and 

overseas contributes little, only 0.03 per cent, to raising the relative probability of 

escaping poverty. Regarding commune characteristics, commune high schools are very 

important for poor households to escape poverty, with a corresponding very high 

impact. In addition, residing in remote communes decreases the relative probability of 

escaping poverty. Other commune characteristics are insignificant. In terms of 

geography, the probability of lifting households out of poverty was 47.1 per cent lower 

in the North Central, compared with the other regions.  
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Table 7.9: Estimates of probability of poverty movement (odds ratios), 20022006 

 P  NP 

(RRR) 

NP  P 

(RRR) 

NP  NP 

(RRR) 

Independent variable Model 1  Model 2  Model 1 Model 2 Model 1  Model 2 

Demographic characteristics 

Household  size 0.9336 0.9359 0.4762*** 0.4748*** 0.5843*** 0.5770*** 

Heads’ ethnicity (Kinh) 2.6502*** 2.1424** 3.3997* 2.9805 6.3800*** 5.2548*** 

Heads’ gender (male) 2.0523 2.0987 3.1586 3.7849 1.4194 1.5554 

Head age 1.1723** 1.1917** 1.1893 1.2332 1.2265*** 1.2387*** 

Head age square 0.9984** 0.9982** 0.9987 0.9984 0.9984*** 0.9983*** 

Heads with spouse 0.4848 0.4068 0.4340 0.3542 0.9370 0.7729 

Proportion of children 1.0230* 1.0201 0.9647 0.9580* 1.0360*** 1.0354*** 

Proportion of elderly 1.0034 1.0048 0.9769 0.9756 0.9838 0.9833 

Human capital  

Heads’ years of school 0.9952 0.9985 0.9668 0.9490 1.0477 1.0671 

Spouses’ years of school 1.0860 1.1040* 1.1880* 1.2402** 1.1491** 1.1722*** 

Technical diploma ratio  3.2817*** 3.0942*** 3.0400*** 2.8732*** 1.3442*** 1.2576** 

Postsecondary diploma ratio 0.8667*** 0.8762*** 0.9619 0.9670 2.2532*** 2.2960*** 

Occupation  

Head skilled work 1.1836 1.3883 5.8241** 5.6488* 1.2690 1.5289 

Unskilled-to-adult ratio 0.9964 0.9979 1.0061 1.0068 0.9932* 0.9938* 

Agricultural production 

Total land area 1.0000 1.0000 1.0000 1.0000 1.0000** 1.0000** 

Selling state firms crops  0.2870** 0.3231 1.2261 1.5222 8853007*** 9550779*** 

Net rice producers 1.7508* 1.5730 3.1890** 2.7492** 3.4529*** 3.1869*** 

Rice productivity 1.0241 9.2532 0.4989 0.1816 1.3287 3.4404 

House assets and other incomes 

Land-use rights 0.8512 0.8451 0.3847 0.3373 1.4097 1.3794 

Total living area 1.0074 1.0087 1.0067 1.0037 1.0153*** 1.0156** 

Electricity access 1.2780 1.3392 1.5104 1.7931 2.0092* 2.0433* 

Remittance 1.0003 1.0003* 1.0004*** 1.0005*** 1.0004*** 1.0004*** 

Community characteristics 

Paved roads 1.1705 1.1386 0.9539 0.9579 1.3694 1.2781 

Remote areas 0.4290* 0.4639** 0.6070 0.5250 0.3714*** 0.3673*** 

Primary school 1.0381 0.8151 0.1806** 0.1602** 1.2672 0.9377 

Lower secondary school 1.4054 1.0964 0.1640 0.1737 2.4507 2.0248 

Upper secondary school 7380283*** 5111921*** 0.1418* 0.0829** 7456107*** 3974208*** 

Post office 0.7471 0.7139 0.8718 0.8260 0.7918 0.7338 

Daily market 0.8378 0.7792 1.7595 1.6336 1.2498 1.1248 

National electricity grid 1.3955 1.2788 1.2263 1.0415 3.2230** 2.6514* 

Geography 

North Central 0.3872** 0.5292* 0.4387 0.3140* 0.1258*** 0.1924*** 

Rice productivity  31.5344**  0.1123  5.6579 

Province ratio of export employment  1.3010**  0.9065  1.4055*** 

Province ratio of import employment 0.8181  1.3139  0.8928 

Province ratio of manufacturing employment  0.9615  1.0521  1.0108 

Province trade per capita   1.2066  1.2911  1.3534** 

Pseudo R2 0.270 0.288 0.270 0.288 0.270 0.288 

Number of observations 904 904 904 904 904 904 

Notes:  - *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

- Model 1 and model 2 are with and without trade-related variables, respectively. 

Source: Author estimates using the VHLSS data. 

   

Most importantly, amongst the change variables relating to local trade and employment, 

the very high impact of rice productivity demonstrates its importance to poverty 

reduction, given a small number of variables in the model that help to boost the relative 

probability of escaping poverty. Moreover, the employment ratio in the export sector 

increased the relative probability of moving out of poverty by 30.2 per cent. As can be 
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seen, not many household characteristics impact the poverty movements of households. 

However, many play a part in keeping households from falling into poverty, as shown 

in the last column of Table 7.9. Of particular interest once again are the changes in the 

employment ratio of the export sectors and in the internal trade per capita that raised the 

probability of not becoming poor by 40.6 and 35.3 per cent, respectively. Note that the 

provincial trade per capita is used to measure the level of local trade transaction, which 

is highly expected to help the poor to escape poverty. This variable also has a 

significant impact on rural welfare in the fixed-effects analysis. Therefore, amongst the 

factors that explain the transition of poverty, statistically significant impacts on the 

relative probability are evident for trade-related variables, especially employment and 

internal trade. 

 

7.4 CONCLUSIONS 

 

This chapter has examined the effects of trade liberalisation on rural household welfare 

and poverty dynamics in Vietnam. These impacts are analysed using both continuous 

and discrete empirical approaches. The models based on these approaches utilise both 

wide and long forms of the panel data over the period 20022006. Overall, the study 

has provided evidence of the impacts of trade liberalisation on rural household welfare, 

poverty, and poverty dynamics. The decomposition of the determinants of growth of 

household welfare shows that the returns on net rice producers increase over time. The 

variable of net rice producer is trade-related, as farm households having a surplus in rice 

production tend to engage more in trade activities for their crops. The continuous 

approach, based on the model of micro-determinants of growth using the wide form of 

panel data, indicates that working in the import-competing sector has a significant 

impact on the growth of household welfare. This finding is reasonable because rural 

households are generally low-skilled labourers. They may not be capable of working in 

the export sectors or in the economic sectors that require high skilled qualification. The 

fixed-effects model also demonstrates the significant impact of manufacturing 

employment and local trade transaction on rural welfare. Local trade also plays a role in 

keeping households from falling into poverty in the multinomial logit model. Also in 

this model, export employment helps the poor to escape poverty. These findings suggest 
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that trade liberalisation effect, especially job creation and internal trade development, is 

crucial to the improvement in rural standards of living and poverty reduction. 

 

Policies aiming to boost local employment in the import-competing and industrial 

sectors, and to develop local trade would help rural households to improve welfare and 

not to fall into poverty. The problems with trade liberalisation in Vietnam lie in both 

internal and external trade. On the external side, the market forecast and direction, 

especially for the world rice and coffee markets, are not efficient enough to help 

Vietnam to compete with numerous rice exporters in the world. On the internal side, the 

monopoly of the rice market by some big food state companies, along with the 

disorganised market distribution of rice and coffee, largely squeeze farmers’ agricultural 

profits. Thus farmers on the whole have very little profit and thereby no incentive to 

improve agricultural productivity. Consequently, the probability of remaining poor over 

a period is considerable. The reorganisation of agricultural production and trade can 

help, both to provide more local employment and to develop local trade. 
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Chapter 8 

URBAN POVERTY, EMPLOYMENT, AND TRADE 

LIBERALISATION: MICROECONOMIC EVIDENCE 

FROM URBAN HOUSEHOLDS 

  

 

8.1 INTRODUCTION 

 

 

The previous chapter has examined the effects of trade liberalisation on poverty in 

Vietnam, focusing on rural poverty. This chapter investigates urban poverty in relation 

to employment. As studies of the tradepoverty relationship tend to focus on rural 

poverty, considering that poverty is predominantly a rural phenomenon, urban poverty 

has not received much attention. In reality, urban poverty tends to be more and more 

severe as the economy is increasingly integrated into the world economy. Urban poverty 

is different from rural poverty in some respects. The primary concern of the urban poor 

usually relates to the living and working conditions in towns and cities, such as housing, 

occupation, income inequality, and pollution. Conversely, their rural counterparts worry 

mostly about income and starvation. Consequently, the measures of urban poverty based 

on the income- or expenditure-based approach may be inadequate. Macours and 

Swinnen (2008) observe that urban poverty is generally lower than rural poverty, and 

largely moves in the same direction with rural poverty. The difference between urban 

and rural poverty varies strongly across countries.  

 

The urban poor may also be the first victims of the economic slow-down, as 

unemployment is the primary cause of poverty, especially in urban areas. The 

immediate effect of unemployment on urban people could be more severe than that on 

rural counterparts, as the economic shocks often originate from the centres of business 

and commerce, which are largely located in urban areas. With an increasing rate of 

rural-to-urban migration in developing countries and in transitional economies, rural 

poverty is closely related to urban poverty. The World Bank (2011b) conjectures that 
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the growth and reduction in poverty of small towns will help Vietnam to reduce rural 

poverty. 

 

The evidence of the effects of trade and growth on urban poverty is sketchy and mixed. 

Goldberg and Pavcnik (2005) examine whether trade reforms in Colombia could 

account for the reduction in poverty between 1984 and 1995, using short- and medium-

run links through which trade reforms could impact poverty. Nonetheless, the study 

finds no evidence of the relationship between tariff reductions and poverty. Kabeer and 

Tran (2006) examine the impacts of globalisation on gender and poverty in Vietnam, 

based on a survey on workers in HCMC and Hanoi. The study finds that most workers 

in the garment industry were female. They primarily migrated from the countryside and 

worked in firms regardless of working conditions and wages. This finding may support 

the view that the effects of the reduction of urban poverty are transmitted to rural 

poverty. Dercon and Shapiro (2007) consider that location and access to particular types 

of jobs matter to the urban poor. Datt and Ravallion (2011) investigate the effect of 

economic growth on poverty in India, using a new series of consumption-based 

measures over 50 years. They reveal that urban economic growth in the post-reform 

period significantly benefited the rural poor as well as the urban poor. In terms of 

income inequality, Liu (2008) finds that urban inequality declined in the 1990s, and that 

the changing returns on regional factors and physical assets underpinned that decline in 

inequality. In developing countries and transitional economies, the impacts of trade 

liberalisation on urban poverty are therefore as important as those on rural poverty.  

 

The open policy and urbanisation of Vietnam, as well as the increasing rural-to-urban 

migration, may worsen poverty in urban areas. Although many studies of Vietnam focus 

on the impacts of trade liberalisation on rural poverty (Seshan, 2005; Niimi, et al., 2007; 

Justino, et al., 2008), little attention has been paid to the tradepoverty relationship in 

urban areas (Glewwe, et al., 2002). The main purpose of this study is to examine the 

effects of trade liberalisation on urban poverty through the creation of employment. It 

attempts to shed more light on this area in the case of Vietnamese urban regions. The 

analysis of urban poverty also employs a case study of poverty in HCMC and Hanoi, 

the two largest cities. The tradepoverty linkage is examined by analysing the effects of 

employment on urban welfare, based on a panel data set and the fixed-effects model. 
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This study assumes that the employment effect of trade liberalisation on urban welfare 

is transmitted to the urban poor, as the poor migrants from the countryside account for a 

considerable proportion of the urban population, as reported by Haughton, et al. (2010). 

The rest of the chapter is planned as follows. Section 8.2 provides an overview of urban 

poverty in Vietnam, as well as a case study of poverty in HCMC and Hanoi. This 

section also descriptively analyses the relationship between employment and poverty in 

Vietnam. Section 8.3 uses a panel data model to examine the employment effect on 

urban household welfare. Section 8.4 concludes the chapter by making some policy 

suggestions.  

 

8.2 URBAN POVERTY IN VIETNAM: AN OVERVIEW 

 

About one-third of the Vietnamese population lives in urban areas. The impacts of trade 

liberalisation may be more easily transmitted to households in urban areas than to those 

in rural areas, because, inter alia, urban areas have better infrastructure and more 

effective institutions than are available to rural areas. The urban poor are likely to 

benefit more rapidly from trade liberalisation than their rural counterparts, or at least 

they probably receive less negative effects of trade liberalisation than the rural poor. In 

urban regions, however, income disparity may be more severe than in rural regions. 

Assuming that a rise in inequality worsens poverty, the new trend of poverty in Vietnam 

is associated with the increase in inequality, especially in urban areas.   

      

8.2.1 Scale and Characteristics of Urban Poverty 

The transition of the Vietnamese economy into the outward- and market-oriented 

economy has been associated with the remarkable reduction in urban poverty in the 

1990s. As shown in Chapter 4, urban poverty was reduced by more than a half, with the 

urban poverty rate dropping from about 25 per cent to below 10 per cent, while rural 

poverty was halved in the same period (Table 4.1). While the incidence of poverty in 

urban regions was always lower than that in rural areas, the urban Gini coefficients, 

having increased over time, were invariably higher than those in rural regions in the 

2000s. 
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Since urban areas are presumably more commercial than rural areas, trade liberalisation 

could have more rapid and positive impacts on urban poverty than on rural poverty. 

According to the World Bank (2012a), the urban poor accounted for only 8.6 per cent of 

the poor in Vietnam. Moreover, the urban poverty rate is 6 per cent, whereas the rural 

poverty rate is 27 per cent. One of the reasons why urban poverty is becoming 

important is that the process of urbanisation in Vietnam is accelerating, and the urban 

infrastructure is not catching up with the increasing urban population. 

 

The cities in Vietnam are divided into five groups. In the World Bank’s classification in 

2009 (World Bank, 2011b, 2012a), the country had 2 special cities; 5 class-I cities, 12 

class-II cities, 40 class-III towns, 47 class-IV provincial towns, and 625 class-V small 

townships. Except for the special cities (HCMC and Hanoi) and the class-I cities, other 

smaller cities and towns are located in the rural-like urban areas. People in smaller cities 

and towns appear to have less access to basic urban services, such as electricity and 

water. The poverty rate in these cities and towns has recently shown a tendency to 

increase over time. In 1999, the poverty rate in the class-IV provincial towns was nearly 

three times that of the special cities.
31

 However, this gap was substantially narrowed in 

2009 (Table 8.1). Across the whole country, the poverty rate in the poorest regions in 

1999 was about seven times that in the richest regions. This gap appears to have become 

significantly wider in 2009. Poverty declined in both areas, but poverty in the richest 

regions fell more rapidly. As observed by the World Bank (2011b), the benefits of 

economic growth were evenly distributed across regions in the country. This probably 

suggests that, among other things, local trade openness in the richer regions widens the 

regional disparity in Vietnam.      

 

In 2010, urban poverty is seen to be negatively correlated with the city size: Smaller 

cities have a higher poverty rate. The largest cities had a poverty rate of 1.9 per cent 

whereas the poverty rate in the smallest cities was 11.2 per cent (Table 8.2). The depth 

and severity of poverty also decreased in bigger cities. Thus small cities and towns are 

likely to harbour most of the urban poor. They accounted for only 43 per cent of the 

urban population but coved over 70 per cent of the urban poor. HCMC and Hanoi, the 

                                                 
31

 See the World Bank (2011b) for details of the classification of cities in Vietnam. 
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two big special cities, making up 32 per cent of the urban population had a poverty rate 

of 11 per cent (World Bank, 2012a). These cities are in fact the most commercial and 

industrial cities in Vietnam.  

 

Table 8.1: Poverty incidence and poverty distribution (per cent), 19992009 

Poverty indicator 1999 2009 19992009 
Poverty incidence/distribution by region P1 Pd P1 Pd P1 Pd 
   Northern Midlands 58.1 20.9 26.2 25.2 -31.9 4.3 
   Red River Delta 33.0 21.1 8.5 14.5 -24.5 -6.6 
   North Central/Central Coast 43.1 28.0 18.8 30.8 -24.3 2.8 
   Central Highlands 43.8 6.4 21.3 9.5 -22.5 3.1 
   Southeast 8.3 3.0 2.4 3.0 -5.9 -0.1 
   Mekong River Delta 35.8 20.7 11.4 17.1 -24.4 -3.6 
(Pmax-Pmin)/Pmin 600.0 824.0 991.7 938.3 391.7 114.4 
Poverty incidence/distribution by city class        
   Special cites 15.9 23.5 3.3 17.5 -12.6 -6.0 
   Class I cities 29.9 19.6 7.9 16.3 -22.0 -3.4 
   Class II cities 31.6 12.4 12.5 17.3 -19.1 4.9 
   Class III towns 38.9 24.7 13.6 28.5 -25.3 3.8 
   Class IV provincial towns 39.4 19.7 15.7 20.4 -23.7 0.7 
(Pmax-Pmin)/Pmin 147.8 99.1 375.8 75.0 228.0 -24.1 
Notes: P1 is poverty incidence, measured by poverty headcount ratio; Pd is poverty distribution, the 

national share of poor people in an area; P is either poverty incidence or poverty distribution.  

Source: Author’s synthesis based on the data from the World Bank (2011b). 

 

Table 8.2: Poverty by city size, 2010 

 Special city Class I Class II Class III Class IV,V Rural 

Indicator Extra large Large Medium Small Extra small  
Number of cities in category 2 7 14 45 634  
Average population (1000) 4,075 467 225 86 11 .. 
Per cent of total population 9.5 3.8 3.7 4.5 8.1 70.4 
Per cent of urban population 32.1 12.9 12.4 15.3 27.3 .. 
Poverty rate (per cent) 1.9 3.8 4.2 5.8 11.2 25.6 
Poverty gap (per cent) 0.4 0.6 0.7 1.1 2.4 6.8 
Share of urban poor 11.0 8.8 9.2 5.9 55.0 .. 
Source: Author’s synthesis based on the data from the World Bank (2012a). 

 

The International Monetary Fund (2004) reported some differences between urban 

poverty and rural poverty in Vietnam. The inflow of unregistered migrants from rural 

regions increased as a result of the process of industrialisation and urbanisation. These 

migrants had difficulty in securing the permanent registration for residence, so were 

unable to have stable jobs and income. Adding to this, the changing of the economic 

and ownership structure in the state sector led to labour shedding, resulting in labour 

redundancy in the urban areas. The urban poor were also more vulnerable since they 
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relied primarily on a cash income. Most of them worked in the informal sector, which 

had unstable jobs and low and unstable incomes. In such plights, they mostly lived in 

the urban areas with poor infrastructure and had poor access to basic services.  

 

These characteristics of urban poverty have shown little change over time. More recent 

studies show that, similar to the rural poor and the general poor, the urban poor had 

many children (Table 8.3). They were also often unemployed, probably because of low 

education. The ethnic poor did not even understand the general language. The urban 

poor typically had few assets or no valuable assets. They also had poor access to 

information, and weak social relationships. Beyond the characteristics common to both 

poor areas are further traits found only in the urban poor areas. Most importantly, urban 

poor households were likely to have more access to information on prices and markets, 

compared with the rural poor. The urban poor were found to have more sick dependants 

than their rural counterparts had. They were unable to work or were outside the working 

age. 

 

With respect to human capital, the urban poor’s education was below the secondary 

level. They did informal jobs, for example as street vendors and construction assistants. 

Although the poor in urban areas tended to abstain from social activities, unlike the 

rural poor, they did not usually engage in social problems, such as alcoholism or 

gambling (Vietnam Academy of Social Sciences, 2011). The main reason why they did 

not participate in social activities is that, according to a survey of urban poverty on 

households in Ho Chi Minh City and Hanoi reported by Haughton et al. (2010), urban 

poor people had neither much time nor interest in doing so. This suggests that either 

social organisations do not fulfill their role in supporting poor households in urban 

areas, or the urban poor are unlikely to think highly of their role due mainly to their low 

education, or both. The low level of education and the limited access to information are 

likely to be the main causes of urban poverty. 
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Table 8.3: The rural versus the urban poor: A comparison 

Characteristics The rural poor The urban poor 
Demography  They had many children, especially 

babies. 
 They had many children 

and/or sick household 

members as dependants.  
Employment  They lacked household labourers.  

 They had no jobs.  
 They lacked opportunities for non-

agricultural employment. 
 Agriculture-based livelihoods 
 They were self-subsistence farmers or 

worked for other farmers. 
 They worked for others in mountainous 

fields. 
 Major livelihoods depended on paddy 

fields. 

 They worked as informal 

labourers or street vendors 

with low and uncertain 

income. 
 They were often out of 

working ages or unable to 

work. 

Assets  They lacked productive assets. 
 They maintained no livestock 

husbandry or kept only one animal. 
 They had limited investment in forestry. 
 They had low quality land, including 

fields and one-crop terraces. They used 

land inefficiently. Their land had low 

productivity. They lacked efforts to 

reclaim state-provided land. 

 They largely had both one 

bicycle and one television. 
 Few of them had 

motorbikes, except those in 

big cities. 
 They had corrugated-metal 

roofed, one-storey house. 
 They had a strong demand 

for borrowing from the 

Bank for Social Policy. Not 

many had actual access to 

subsidised credit.  
Education  The ethnic poor had limited 

understanding of the Vietnamese. 
 They were unable to absorb technical 

knowledge or even made efforts to 

learn. 
 They had no interest in utilisation of 

technical advancements or if yes, they 

were slow to use and apply them 

inefficiently. 

 Their education was lower 

than the secondary level. 

Connectivity  They lived in isolated, remote areas. 
 They had poor access to information. 
 They lacked information on prices and 

markets. 

 

Institutional 

capital 
 They were controlled by brokers who 

bought products at low prices and then 

sold them at considerably higher prices. 

 

Social 

inclusion 
 They had a weak social relationship and 

involved in several social problems, 

such as alcoholism, gambling. 

 They seldom participated in 

social activities.  

Source: Author’s synthesis based on the Oxfam UK and ActionAid (2010) and the Vietnam Academy of 

Social Sciences (2011). 
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Studies by the World Bank (2012a) and Haughton et al. (2010) suggest that the rapid 

urbanisation in Vietnam is likely to increase urban poverty, based on the dimensions of 

poverty beyond income. In the process of urbanisation, rural-to-urban immigration puts 

pressure on urban infrastructure, which is slowly improved, to provide basic services. In 

addition to poor urban basic services, low education and low access to information are 

the primary causes of urban poverty. More significantly, the analysis reveals that, 

because the urban poor apparently had more access to information on prices and 

markets than their rural counterparts had, they did not have problems with the system of 

market distribution. This suggests that they should benefit more from trade 

liberalisation. Since remittance from working in urban areas constitutes a considerable 

part of household incomes, urban poverty in one way or another affects rural poverty. 

The issues of urban poverty will be better understood by looking closely at the case of 

HCMC and Hanoi.  

 

8.2.2 Urban Poverty: The Case of HCMC and Hanoi 

Most urban households live in rural-like or semi-urban areas, and urban poverty is 

largely found in the more rural-like regions of urban areas. Urban households in smaller 

towns or cities are therefore not much different from rural households. However, urban 

households in large cities, like HCMC and Hanoi, are quite different from rural 

households. The analysis of poverty in HCMC and Hanoi should provide more insight 

into the issues of urban poverty, as HCMC is the largest city and Hanoi is the second 

largest city in Vietnam. For most of the dimensions of poverty, urban poverty is 

generally less extreme than rural poverty. Using the Urban Poverty Survey (UPS-2009), 

a more recent survey of poor households in HCMC and Hanoi in 2009, Haughton et al. 

(2010) reported that poor households in HCMC were better off than those in Hanoi in 

terms of income. Conversely, they were worse off than those in Hanoi with respect to 

the other dimensions of poverty, according to the MPI. 
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Figure 8.1: Income poverty ratios by poverty line and region, UPS-2009 

[HCMC and Hanoi] 

 

Source: Author draws using the UPS-2009 data. 

 

Poverty in the two cities can be compared through different income poverty lines 

(Figure 8.1). Five income poverty lines are used in this analysis: the 2009 national 

poverty line, the Hanoi poverty line, the HCMC poverty line, and the two international 

poverty lines, US$1.25, and US$2.
32

 Hanoi is a little poorer than HCMC by the 

headcount method. The difference in the incidence of poverty between urban and 

suburban areas within cities is considerable; the suburban poverty rates are more than 

twice the urban poverty rates, suggesting significant income inequality within cities. In 

the multidimensional approach to measuring poverty, the poverty rates for all the social 

poverty dimensions of HCMC were higher than those of Hanoi (Figure 8.2). According 

to Haughton et al. (2010), although being better off than Hanoi by the traditional 

headcount method, HCMC was poorer than Hanoi in the multidimensional indexes. The 

results seem altogether reasonable, because HCMC is believed to be more open and 

dynamic than Hanoi, and its economic performance is better than that of Hanoi. 

                                                 
32

 The national poverty line was issued in 2006 and converted to the 2009 values using consumption price 

indexes, which was equivalent to VND4.778 million per person per year; the Hanoi poverty line was 

VND6 million for urban areas, applied for the period 20092013; the HCMC poverty line was VND12 

million, applied for the period 20092015; and the two international poverty lines, US$1.25 and US$2 

per day per head, were equivalent to VND4.135 million and VND6.612 million per person per year, 

respectively. 
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However, as a consequence of rapid development and urbanisation, the quality of its 

living conditions is thereby worse than that of Hanoi. This finding also implies that 

openness to trade and investment helps to improve welfare in urban areas, based on the 

monetary approach. 

 

Figure 8.2: Poverty headcount by deprivation and area in 2009  

[HCMC and Hanoi] 
HCMC Hanoi 

  

Source: Author draws using the data from Haughton et al. (2010).  

 

In addition to the difference in the headcount poverty rates, the data also show that 

income inequality appears to increase in the two cities. The difference in poverty 

between urban and suburban areas is very significant (Figure 8.1), suggesting that there 

is a major difference in the standards of living between the central districts and the 

outskirts. Compared to Vietnam as a whole, although the Gini coefficients of the two 

cities are lower than the national Gini coefficients in the 2000s, the Gini coefficients of 

the cities in 2009 are, on average, higher than those in the previous years (Table 8.4). 

Increasing income inequality in urban areas probably offsets the advantage that urban 

people have over their rural counterparts.  
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Table 8.4: Gini coefficients by income for Vietnam and major cities, 20022010 

 VHLSS UPS-09 

Country/city 2002 2004 2006 2008 2010 2009 
Vietnam 0.418 0.420 0.424 0.434 0.433 .. 
HCMC 0.360 0.382 0.376 0.338 .. 0.372 
Hanoi 0.365 0.367 0.345 0.352 .. 0.370 
Source: Author’s synthesis based on the data from the General Statistics Office (2012) and Haughton et 

al. (2010). 

 

Urban poverty is primarily derived from the degree of access people have to some basic 

living conditions, such as total living areas, drinking water source, type of toilet, and 

power connection, which reflect the standards of living in urban areas. The living area 

per head of the richest quintile (quintile 5) nearly doubled that of the poorest quintile 

(quintile 1) (Table 8.5). The poorest, who may have the larger household size, lived in 

smaller areas, and vice versa. Living area per capita of the households in HCMC was 

larger than that of the Hanoi households. This indicates that the HCMC households 

were wealthier than the Hanoi Households. Just more than half the sample had private 

access to safe drinking water and this proportion increased as incomes rose. Besides 

living area and safe drinking water, more than 80 per cent of the households had a direct 

connection with the national electric grid. The percentage of households having private 

access to safe drinking water and electricity was lower in HCMC. Generally, compared 

with the rural poor, the urban poor have better living conditions, which can help them to 

maintain health and work more productively. These data also suggest the discernible 

inequality in having access to basic urban services. 

 

Table 8.5: Some main housing characteristics, UPS-2009 

City and income 

quintile 
Average living area per 

person(square metre) 

Private tap 

water  
(per cent)  

Private direct connection 

with national electric grid 

(per cent) 
Average two cities  17.0  58.3 81.2 

   HCMC  17.7  52.5 77.0 

   Hanoi  15.7  70.6 90.1 

Income quintile      
   Quintile 1 (poorest)  13.3  43.3 82.8 

   Quintile 2  13.0  54.3 81.9 

   Quintile 3  12.7  54.7 79.1 

   Quintile 4  18.1  59.3 76.8 

   Quintile 5 (richest)  25.5  75.0 85.4 
Source: Author synthesises using the data from Haughton et al. (2010).  
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Urban education also reflects a tendency of inequality. The proportion of people who 

are illiterate or have no degree appears to be lower as income rises, and vice versa 

(Figure 8.3). The poor are unable to afford the higher levels of education, such as 

university and postgraduate education. Most households in the sample attained primary 

and secondary levels. Hence, the poor’s ability to earn a living is low, because they are 

generally low educated. The difference between income groups is also reflected in the 

occupations in which people engage. People in lower income quintiles had jobs that 

required lower qualification, whereas those in higher income groups had jobs requiring 

higher education levels. The percentage of the unskilled in the poorest was very high, 

and vice versa. Analogously, the proportion of professionals with high qualifications 

amongst the richest was very high. These figures suggest that education and occupation 

are closely correlated in urban areas.  

 

Low educated people are unlikely to find a good job or even a job. The results further 

indicate that the percentage of people who are business owners or leaders was very low 

in the poorest quintile (0.4 per cent), compared with that in the richest quintile (7.6 per 

cent) (Figure 8.4). As widely believed, the development of private household micro 

enterprises is the most effective way to reduce poverty. Low education, however, could 

limit the entrepreneurial ability to start up a business. Their low education also implies 

that the development of private household enterprises is difficult in Vietnam. 

Consequently, the poor’s capability of escaping poverty is expected to be low. Thus, the 

development of the private sector, which is promising to be an effective way to reduce 

poverty, is likely to depend on a small group of richer and/or educated people.  

 

In conclusion, in accordance with the overall trend in the reduction in poverty, urban 

poverty appears to decline in Vietnam, based on the monetary approach. The increasing 

income inequality, however, indicates that the reduction in poverty in urban areas is 

unsustainable. The descriptive analysis of the main characteristics of urban households 

reveals that human capital, occupation, and living conditions significantly varied across 

income groups. The urban poor is expected to benefit more from trade liberalisation 

than the rural poor, especially from employment, because trade is mostly centred on 

urban areas with better infrastructure and higher density of population. The analysis 

suggests that they had no problem with price transmission as well as market 
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distribution. Thus the effects of price and market distribution are likely to be less 

meaningful to urban households than to their rural counterparts, and so too probably is 

the revenue effect of trade liberalisation. Urban households generally enjoy 

considerable advantages in terms of better infrastructure and institutions. Overall, 

amongst the effects of trade liberalisation, employment greatly affects urban welfare. 

Access to particular types of jobs also matters to the urban poor, as noted by Dercon and 

Shapiro (2007).  

 

Figure 8.3: Education of the urban poor (per cent) by quintile, UPS-2009 

 

Source: Author draws using the data from Haughton et al. (2010).  

 

 Figure 8.4: Main occupations of urban individuals (per cent), UPS-2009 

 

Source: Author draws using the data from Haughton et al. (2010).  
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8.2.3 Employment Effects of Trade Liberalisation in Urban Areas 

Unlike rural poor households, the urban poor have more opportunities to have jobs and 

to benefits from price changes, economic growth, and institutional reforms. Urban areas 

with more openness to trade and investment, better infrastructure and communication 

are highly attracted to industrial factories, which can provide better chances of finding 

good jobs. The employment structure varies according to the level of urbanisation and 

trade (Table 8.6). Nationally, the sector of agriculture, forestry, and fishery accounted 

for 54 per cent of employment. The high ratios of agricultural employment are found in 

the Northern Midlands, the Mekong River Delta, and the Red River Delta. It should be 

noted that the Northern Midlands is not the central of agricultural production, but it is a 

region of low population density, where most people engage in agriculture. The growth 

of employment in agriculture (including forestry and fishery) in Vietnam is lowest 

compared with other sectors over a decade (4.2 per cent). Two main reasons can be 

taken into account. Firstly, cultivable land is becoming scarce, and the number of 

landless people is increasing. Secondly, agricultural production has been modernised to 

allow for the use of more machinery and less labour. The south-eastern region of the 

country absorbs most of the labour in industry, manufacturing, and services. In fact, it is 

the most urbanised and commercial region in Vietnam. In this region, manufacturing 

demonstrates the highest rate of growth of employment over a decade (119 per cent), 

compared with other sectors. Trade, urbanisation, industry, and employment therefore 

provide urban people an advantage over their rural counterparts.  

 

A similar trend is also found for the structure of employment in cities. The ratio of 

employment in the sector of agriculture, forestry, and fishery was lowest in special 

cities (17.2 per cent) and highest in the class-IV cities (61.7 per cent) (Table 8.7). 

Conversely, the proportion of employment in the sectors of industry, manufacturing, 

and services was highest in special cities and lowest in the class-IV cities. Nevertheless, 

the same does not hold true for the growth of employment. The growth rates of 

employment in industry, manufacturing and services were found to be highest in the 

class-II and III cities. This suggests that workers in these cities, be it residents or 

migrants, have low levels of qualification and/or training. They are, for the most part, 

unable to meet the larger cities’ demand for high qualification workers. Generally, the 

larger cities are likely to absorb most of the labour in the industrial and service sectors, 
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whereas smaller cities appear to direct labour into agriculture, forestry, and fishery 

sectors. 

 

Table 8.6: Employment by sector and region (per cent) 

 Region 

 

 

Sector 

Northern 

Midlands 

Red 

River 

Delta 

North 

Central

/ 

Central 

Coast 

Central 

Highlands 

South

- east 

Mekong 

River 

Delta Total 

Employment share, percentage of total for each region, 2009 

1.Agriculture, forestry, fishery 76.2 48.8 6.9 74.1 19.4 58.2 54.0 

2.Industries,  construction 9.3 24.8 16.2 7.6 40.2 15.2 20.3 

3.Mining, quarrying 0.6 1.1 0.8 0.2 0.3 0.2 0.6 

4.Manufacturing 4.8 16.0 8.9 4.1 32.6 10.2 13.7 

5.Construction 3.5 7.1 6.0 2.9 6.5 4.5 5.5 

6.Commerce/services 14.5 26.4 22.9 18.3 40.4 26.6 25.8 

Employment growth, 19992009 (per cent) 

1.Agriculture, forestry, fishery 22.1 -14.8 4.1 36.5 4.5 3.1 4.2 

2.Industries construction 161.0 155.1 107.4 106.6 117.1 106.5 125.0 

3.Mining, quarrying 136.9 27.9 76.9 323.4 79.9 117.2 60.5 

4.Manufacturing 151.1 155.5 72.0 72.9 119.0 79.0 110.7 

5.Construction 297.7 216.6 205.7 170.1 114.3 209.0 190.7 

6.Commerce/services 70.4 97.7 68.6 89.4 84.1 69.5 79.7 

Source: Author’s synthesis based on the data from the World Bank (2011b). 

 

Table 8.7: Employment structure by sector and city class (per cent) 

 City class 

Sector 
Special 

cities 
Class I 

cites 
Class II 

cites 
Class 

III cites 
Class 

IV cites 
Total 

Employment share by sector for each class (per cent), 2009 
1. Agriculture, forestry, fishery 17.2 41.4 54.7 57.0 61.7 54.0 
2. Industries, construction 35.5 23.6 21.4 19.3 15.5 20.3 
3. Mining, quarrying 0.2 0.3 1.6 1.1 0.7 0.6 
4. Manufacturing 27.4 15.5 13.9 12.6 10.0 13.7 
5. Construction 7.1 7.0 5.4 5.2 4.3 5.5 
6. Commerce/services 47.3 35.0 23.9 23.7 22.8 25.8 

Employment growth 19992009 (per cent) 
1. Agriculture, forestry, fishery -19.9 2.3 27.8 17.9 0.2 4.2 
2. Industries, construction 90.1 94.5 148.8 164.1 81.8 125.0 
3. Mining, quarrying 113.6 38.5 63.0 80.0 51.1 60.5 
4. Manufacturing 87.4 80.6 142.0 151.9 66.0 110.7 
5. Construction 104.7 137.4 224.4 242.6 144.3 190.7 
6. Commerce/services 89.4 70.7 98.7 96.2 48.4 79.7 
Source: Author’s synthesis based on the data from the World Bank (2011b). 

 

The structure of urban employment shows the impact of the level of commercialisation 

and urbanisation on employment. Larger cities with high levels of commercialisation 

and urbanisation absorb more labour in the sectors of manufacturing and services. These 
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sectors typically provide higher levels of wages. Middle cities appear to open more 

opportunities of jobs for workers with low qualification and/or training. Middle and 

smaller cities are thereby more likely to help the urban poor, who are generally low 

educated and primarily live in smaller cities. The employment effects of trade 

liberalisation on urban welfare and poverty are further examined using regression 

analysis. 

 

8.3 EMPLOYMENT AND URBAN WELFARE: A FIXED-EFFECTS ANALYSIS 

 

The above analysis of employment in the urban areas indicates that the trade, industry, 

and employment are closely related. The presence of industry and commerce in urban 

regions provides urban people with legions of opportunities for employment and 

education, and thereby for income earnings. The effects of trade liberalisation on urban 

poverty through the generation of employment are further examined by using a fixed-

effects analysis in the model of micro-determinants of the growth of household 

expenditure.  

 

8.3.1 Background of the Model  

The model of micro-determinants of growth is used to analyse the impacts of trade 

liberalisation on urban poverty. The model specification used here is the same as that in 

Chapter 7. The real consumption expenditure per capita is used as a proxy for welfare. 

The independent variables are the conventional characteristics of individuals, 

households, communities, and regions. These independent variables also encompass 

two groups: non-trade- and trade-related variables. The non-trade-related variables 

consist of demographic characteristics, education, employment, and geography. 

 

The trade-related variables include employment in the export sectors, the import-

competing sectors, the manufacturing sectors, and provincial trade per capita or total 

retail sales per capita. Similar to Chapter 7, the commune employment in the export 

sectors is defined as the ratio of labour working in the export sectors, including seafood, 

food processing, garment, shoes, rubber, and plastic products; the commune 

employment in the import-competing sectors as the ratio of labour working in textiles, 

leather, chemical, metals, and machinery; and the commune employment in industry as 



247 

 

the ratio of labour working in the manufacturing sector. Provincial trade per capita 

measures local trade transactions, which are expected to be the key to improving 

welfare and reducing poverty. Although these proxies are still indirect for investigating 

the impacts of trade liberalisation on welfare and poverty, they are expected to throw 

more light on the effects of employment on urban welfare and poverty.  

 

The fixed-effects model is estimated using a panel data set of urban households 

constructed from the VHLSS 2002, 2004, and 2006. The panel data cover 1,122 panel 

households for three waves, each with 374 observations. Unlike rural data, urban data 

do not include information on agricultural production and communes. This data set 

includes both poor and non-poor households. As noted in Chapter 3, studies of the 

tradepoverty link, following the levels regression approach and using rural household 

data, usually assume that these effects on welfare will discernibly affect poverty, as 

most rural households are poor. In the case of a study of this relationship for Vietnam 

using urban household data, this assumption is still valid for two main reasons. Firstly, 

most cities and towns in Vietnam are more rural-like regions where most poor 

households reside (World Bank, 2012a). Secondly, a considerable proportion of urban 

poor households migrate from rural areas. This study therefore assumes that the effects 

of urban employment on urban household welfare are transmitted from urban 

households to the urban poor.   

 

8.3.2 Analysis of Results  

8.3.2.1 Pooled OLS versus LSDV fixed-effects models 

The study first estimates a simple pooled OLS model, and then the LSDV fixed-

effects model. The LSDV fixed-effects model is actually the OLS model with a set of 

dummies generated for the waves of the panel data. Both regressions, based on equation 

(7.1), provide almost similar results in terms of values and expected signs of the 

coefficients (Table 8.8). In particular, the results of demographic traits, occupation, and 

geography are consistent across the two regressions. The pooled OLS results for 

education appear to be better than those of the LSDV fixed-effects regression. The 

LSDV fixed-effects regression, however, provides better results overall than those of 

the pooled OLS regression, in terms of the explanatory power (adjusted R
2
) of the 

regression and the level of significance of the coefficients. More importantly, the LSDV 
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fixed-effects results for the trade-related impacts appear to be better than those in the 

pooled OLS regression. The analysis is therefore based on the results of the LSDV 

fixed-effects model.  

 

Table 8.8: Estimates of pooled OLS and fixed-effects models for the impacts of 

trade liberalisation on per capita expenditure in urban areas, 20022006 

[Dependent variable: log of RPCE] 

Independent variable Expected sign 

Pooled OLS Model LSDV Fixed-Effects Model 

Coefficient p-value Coefficient p-value 

Constant term 7.6666*** 0.000 7.7974*** 0.000 

Demographic characteristics 

Household  size - -0.1048*** 0.000 -0.0961*** 0.000 

Heads’ ethnicity (Kinh) + 0.0917 0.142 0.0788 0.195 

Heads’ gender (male) + -0.0896*** 0.008 -0.0851*** 0.009 

Head age + 0.0125 0.142 0.0073 0.380 

Head age square + -0.0000 0.714 -0.0000 0.954 

Heads with spouse + -0.1533*** 0.009 -0.1785*** 0.002 

Proportion of children - -0.0024*** 0.009 -0.0035*** 0.000 

Proportion of elderly - -0.0034*** 0.001 -0.0030*** 0.002 

Proportion of females - 0.0003 0.738 0.0001 0.907 

Human capital  

Heads’ years of school + 0.0471*** 0.000 0.0451*** 0.000 

Spouses’ years of school + 0.0352*** 0.000 0.0358*** 0.000 

Parents’ years of school + 0.0251*** 0.000 0.0193** 0.020 

Technical diploma ratio + 0.0001 0.813 -0.0013** 0.048 

Postsecondary diploma ratio + 0.0021*** 0.001 -0.0020*** 0.001 

Occupation (reference is the unskilled )   

Head leader + 0.5648*** 0.000 0.5094*** 0.000 

Head professional + 0.1942*** 0.000 0.2246*** 0.000 

Head white collar + 0.1065 0.115 0.1098* 0.096 

Head skilled work + 0.0701** 0.049 0.0484 0.171 

Head wage work + -0.0411 0.313 -0.0433 0.283 

Head self-farmed business + -0.1156*** 0.001 -0.1314*** 0.000 

Head self-non-farmed business + 0.0464 0.219 0.0412 0.263 

Geography(reference is North Central) 

Red River Delta + 0.0081 0.889 0.0484 0.381 

North East + 0.0163 0.779 0.0239 0.661 

North West + 0.0389 0.693 0.0216 0.820 

South Central Coast + 0.0605 0.300 0.0837 0.127 

Central Highlands + -0.0325 0.662 -0.0450 0.523 

South East + 0.1143* 0.054 0.1721*** 0.003 

Mekong River Delta + 0.0418 0.463 0.0586 0.278 

Trade and employment     

Commune ratio of export labour + 0.0012 0.538 0.0016 0.386 

Commune ratio of import labour + 0.0055* 0.053 0.0055** 0.043 

Commune ratio of industrial labour + -0.0017 0.275 -0.0018 0.247 

Province trade per capita + 0.0524*** 0.000 0.0421*** 0.000 

Time dummy(reference year: 2002) 

Year 2004 +   0.1483*** 0.000 

Year 2006 +   0.2800*** 0.000 

Adjusted R
2
  0.533 0.553 

Number of observations 1,122 1,122 

Note: *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author’s estimates using the VHLSS data. 
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Most household demographic characteristics, such as household size, gender, spouse, 

and dependent ratios, have significant and expected impacts on welfare. Ethnicity no 

longer affects welfare, however, probably because other ethnic groups in Vietnam live 

mainly in rural areas. The negative significant effect of the gender variable suggests 

that, holding other things constant, urban women now play a more important role in 

society than do their rural counterparts. Age also has no impact on welfare, as urban 

areas may have more demand for younger labourers, while older people may be more 

appropriate to work in rural areas. The results also show that there is in general no 

improvement in welfare with household heads having spouses, signifying that jobs are 

relatively scarce in urban areas, as a result of the increasing rural-to-urban migration; 

therefore, spouses may largely become dependent in households. As expected, 

household size and dependent ratios, such as the ratios of children and elderly, decrease 

welfare.  

 

The results suggest that education is a significant determinant of urban welfare. The 

number of school years helps urban people to improve their earnings. The ratios of 

household members with a technical diploma and postsecondary diploma are 

significant, but have unexpected signs, such as reflecting the surplus of labourers with 

diplomas in urban areas. A technical diploma is more useful for welfare improvement in 

rural areas than in urban regions, as shown in Chapter 7. In contrast, urban areas need 

real abilities and experience to work, rather than just qualifications. In addition to 

human capital, occupation also demonstrates an important role in improving urban 

welfare. Household heads who are leaders, professional labours, or white collar workers 

are better off than the unskilled. However, skilled workers have no significant 

difference from those unskilled. Compared with other types of occupation, wage labour 

is insignificant, which appears somewhat odd. In practice, the general wage level in 

Vietnam is rather low compared to other neighbour countries. Meanwhile, living in 

urban areas with much higher living costs than rural areas is still difficult for wage 

workers. 

 

In addition to wage employment, self-farmed business has a significant negative impact 

on urban welfare. This is reasonable, because farming may not be very suitable for 

urban areas. Self-non-farmed business also has no influence on urban welfare. Self-
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businesses are often in the form of micro or household enterprises that generally face 

severe competition in urban areas. Amongst the regional effects taken into account, only 

the south-east is significantly different from the north central region (the reference 

region). This finding is also rational, as the south-east region is generally more dynamic 

than other regions in Vietnam. The results in general suggest that the regional effects 

are not significant in urban areas. 

 

With respect to the impacts of trade liberalisation, amongst the trade-related variables, 

the commune ratio of employment in the import sectors and provincial trade per capita 

stand out as consistently significant in both pooled OLS and LSDV fixed-effects 

regressions. This implies that the import-competing sectors in urban areas are growing 

up as a consequence of trade liberalisation, and have an increasing demand for labour. 

In addition, the level of trade in provinces consistently shows an important role in 

welfare improvement. Theoretically, trade liberalisation could have either external 

impacts, such as export earnings, or internal impacts, such as local trade development, 

or both. In reality, local trade is probably more important than exports for three main 

reasons. Firstly, exports largely depend on the world market, which potentially has 

numerous risks and shocks that are possibly harmful to the poor. Secondly, the poor 

may not benefit from exports due to the inadequate trade policy, such as the high costs 

of imported products as a consequence of non-tariff barriers. Thirdly, the development 

of local trade leads to the improvement in local infrastructure, which shortens the 

distances to remote areas where most poor households live. In summary, there is 

evidence for the favourable effects of trade liberalisation on welfare in urban areas, but 

these effects appear not to be as strong as expected. The expectation that the effects of 

trade liberalisation in urban areas are higher than in rural areas may be unreasonable, 

because urban areas already have a higher level of trade liberalisation and welfare. The 

improvement of welfare under the impacts of trade liberalisation may thereby lessen. 

8.3.2.2 Within-fixed- versus random-effects models 

The results from the fixed-effects model can be compared to those of the 

random-effects model. The results of the two models show that the effects of the trade-

related variables are consistent with those of the pooled OLS and LSDV fixed-effects 

models (Table 8.9). The results of the random-effects regression appear to be better, in 

terms of the significance of the coefficients. The Hausman test, however, lends support 
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to the within-fixed-effects model, compared to its random-effects counterpart; the 

Hausman statistic is 86.6, which is large enough to reject the null hypothesis that the 

individual effects are not correlated with other regressors in the model.  

 

Table 8.9: Estimates of fixed- and random-effects models of the impacts of trade 

liberalisation on per capita expenditure in urban areas, 20022006 

[Dependent variable: log of RPCE] 

Independent variable Expected sign 

Within-Fixed-Effects Model  Random-Effects Model 

Coefficient p-value Coefficient p-value 

Constant term 7.4167*** 0.000 7.3325*** 0.000 

Demographic characteristics 

Household  size - -0.1042*** 0.000 -0.1103*** 0.000 

Heads’ ethnicity (Kinh) + Omitted - 0.1213* 0.098 

Heads’ gender (male) + Omitted - -0.0867* 0.054 

Head age + 0.0445** 0.013 0.0233** 0.016 

Head age square + -0.0004** 0.029 -0.0001 0.191 

Heads with spouse + -0.0940 0.176 -0.1706** 0.015 

Proportion of children - -0.0002 0.828 -0.0011 0.204 

Proportion of elderly - -0.0008 0.529 -0.0031*** 0.001 

Proportion of females - 0.0000 0.985 -0.0002 0.830 

Human capital  

Heads’ years of school + Omitted - 0.0465*** 0.000 

Spouses’ years of school + Omitted - 0.0336*** 0.000 

Parents’ years of school + Omitted - 0.0272** 0.009 

Technical diploma ratio + 0.0024*** 0.001 0.0009 0.127 

Postsecondary ratio + 0.0005 0.477 0.0017*** 0.006 

Occupation (reference is the unskilled) 

Head leader + 0.1225 0.221 0.3992*** 0.000 

Head professional + -0.0563 0.462 0.1138** 0.046 

Head white collar + -0.0345 0.693 0.0291 0.704 

Head skilled work + 0.0622 0.181 0.0624 0.108 

Head wage work + 0.0743 0.140 0.0194 0.638 

Head self-farmed business + 0.0360 0.464 -0.0664* 0.070 

Head self-non-farmed business + 0.0445 0.355 0.0509 0.182 

Geography(reference is North Central) 

Red River Delta + Omitted - 0.0097 0.899 

North East + Omitted - 0.0185 0.811 

North West + Omitted - 0.0597 0.614 

South Central Coast + Omitted - 0.0656 0.401 

Central Highlands + Omitted - -0.0312 0.739 

South East + Omitted - 0.1108 0.157 

Mekong River Delta + Omitted - 0.0475 0.523 

Trade and employment     

Commune ratio of export labour + 0.0009 0.742 0.0010 0.596 

Commune ratio of import labour + 0.0096*** 0.006 0.0071** 0.011 

Commune ratio of industrial labour + -0.0012 0.564 -0.0015 0.309 

Province trade per capita + 0.0559*** 0.000 0.0536*** 0.000 

Adjusted R
2
 0.315 0.294 

Number of observations 1,122 1,122 

Note: *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author’s estimates using the VHLSS data. 
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The within-fixed-effects model is thus preferred to use to explain the impacts of trade 

liberalisation. Although the results from the within-fixed-effects model appear less 

effective than those of the LSDV fixed-effects model, the estimates of the impacts of 

trade liberalisation in both are consistent. The results of the trade-related variables from 

the LSDV fixed-effects model also appear to be better than those of the pooled OLS 

model and of the random-effects model. These results show that both employment in 

the import-competing sectors and local trade per capita helped urban households to 

improve welfare. This finding is consistent across the models. More importantly, local 

trade in provinces demonstrates a consistent and significant impact on urban welfare. 

Contrary to expectation, employment in both export and industrial sectors is 

insignificant. The results from the models, whether it be the pooled OLS, LSDV fixed-

effects, within-fixed-effects, or random-effects, have suggested evidence for the effects 

of employment on urban welfare. 

 

8.4 CONCLUSIONS 

 

This chapter has examined the impacts of trade liberalisation on urban poverty in 

Vietnam, using the UPS-2009 data and the VHLSS panel data from 2002 to 2006. 

Urban poverty increasingly matters to Vietnam’s economic development because of the 

rapid growth of urban population and the rising income inequality. The surge in urban 

population exceeds the provision of urban essential services and infrastructure. The 

large cities, such as HCMC and Hanoi, have witnessed the rapid growth of urban 

population in the past few years, as a result of the open door policy and the 

liberalisation of trade. The analysis of a case study of urban poverty in Ho Chi Minh 

City and Hanoi reveals that the demographic characteristics, human capital, occupation, 

and living conditions change across income groups. These cases of HCMC and Hanoi 

also suggest the increasing inequality amongst different income groups. Compared with 

rural households, the urban households benefit more from economic growth and 

development, in terms of education, health care, living standards, institutional reforms, 

and employment. More importantly, urban households tend to be affected less by the 

adverse effects of trade liberalisation, such as the uneven price transmission or the 

revenue effect.  
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Amongst the effects of trade liberalisation, trade-induced employment in urban areas 

matters greatly to urban households. The analysis of the panel data of urban households 

from 2002 to 2006 has shown that the local trade and employment in the import-

competing sectors improved urban welfare. Local trade per capita has a consistent 

impact on welfare in urban areas. By and large, the study provides evidence of the 

effects of trade liberalisation on urban welfare, especially the employment effects. 

These effects are, however, less strong than expected. It should to be noted that most of 

the urban households in Vietnam are located in the rural-like urban areas. A 

considerable number of them, those who are poor, migrate from the really rural areas. 

The impacts of trade liberalisation on urban welfare are therefore significant for the 

reduction of urban poverty. The study suggests that the development of local markets 

and local production, especially small and medium private enterprises, will be the key to 

improving urban standards of living and reducing urban poverty. The reduction of urban 

poverty, by developing small and medium private enterprises to absorb the employment 

surplus from agriculture, is a very strategic policy for addressing poverty in the long run 

in Vietnam.   
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Chapter 9 

INSTITUTIONAL REFORMS AND POVERTY: 

MICROECONOMIC EVIDENCE FROM RURAL 

HOUSEHOLDS 

 

 

9.1 INTRODUCTION 

 

 

This chapter explores the effect of institutional reforms on welfare of rural households. 

Institutions play an important role in Winters’ framework, as trade liberalisation is 

closely related to institutional reforms (Rodrik, 2002). As reviewed in the literature, 

institutions are the rules that shape the interaction between citizens, firms, and the state 

(World Bank, 2010a). The literature on the tradepoverty relationship shows that 

institutions are crucial to the impacts of trade liberalisation on poverty. Acemoglu and 

Robinson (2012) conflate experiences of the development of nations, suggesting that a 

country’s own institutions determine its success or failure. Institutions become an 

important dimension of poverty (World Bank, 2001b), underpinning the tradepoverty 

linkage, as discussed in Chapter 2 and shown in Figure 2.2.    

 

As discussed in Chapter 4, Vietnam transitioned into the market economy from the CPE 

with an underdeveloped institutional system. Its weak institutional framework renders 

resource allocation inefficient and dampens business incentives. The establishment of a 

business took 11 administrative procedures and 45 days in 2006. The number of 

procedures and the length of time to start up a business in 2010 were 11 and 39, 

respectively. In 2014, it took on average 34 days and 10 procedures to start up a 

business in Vietnam, compared with an average of 37.8 days and 7 procedures, 

respectively, in East Asia and the Pacific.
33

 Although having made considerable 

progress in institutional reforms, Vietnam has been somewhat less attractive to foreign 

                                                 
33

 The data are taken from The World Bank’s Doing Business in Vietnam, available at: 

 http://www.doingbusiness.org/data/exploreeconomies/vietnam/   

http://www.doingbusiness.org/data/exploreeconomies/vietnam/
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investors. Inadequate institutions make business costly, dampening the business 

environment and thereby employment. Consequently, the poor are likely to benefit only 

modestly from trade liberalisation and economic growth.  

 

Many studies of the tradepoverty link for Vietnam have yet to address the institutional 

effects on welfare. Generally, although institutions have been an important dimension of 

poverty, few studies of the relationship take into consideration the effects of 

institutional reforms on household welfare and poverty (see, for example, Dollar and 

Kraay, 2003). This study attempts to demystify the impacts of trade liberalisation and 

institutions on welfare in Vietnam through examining the determinants of rural 

household welfare. It focuses on rural areas because of the high incidence of poverty 

often found in these areas. The study differs from previous similar studies in several 

respects. Firstly, it draws from the contention of Abbott, et al. (2009) that those models 

using cross-country data or focusing more on tariff changes as a key element of reforms 

may be flawed and may have failed to incorporate the influence of institutional reforms. 

Secondly, this study uses internal trade transaction and indices of institutional reforms 

to capture straightforwardly the effects of institutional reforms on welfare that appear to 

have been ignored by those previous studies in the field. Both institutional reforms and 

local trade openness are discernibly important to rural household welfare. This study 

sheds more light on the institutional effects of trade liberalisation on welfare in 

Vietnam. Its primary purpose was to analyse the impacts of local trade openness and 

institutional reforms on rural welfare at the provincial level, using the model of micro-

determinants of growth. The model is based on the household survey data over the 

period 2006 to 2010. The rest of the chapter is organised as follows. Section 9.2 

explains the methodology used in the study. Section 9.3 analyses the results of the 

model. Section 9.4 concludes the chapter and makes some policy implications.   

 

9.2 METHODS AND DATA 

 

This chapter reuses the model of micro-determinants of growth in Chapter 7. In this 

study, the model employs the cross-sectional VHLSS data of 2006 and 2010. As 

overviewed in Chapter 3, the Vietnam Provincial Competitiveness Index (PCI) is used 

as a proxy for institutional reforms. Since the study combines the cross-sectional 
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VHLSSs with the PCI, the setting of the model is somewhat different from that of those 

models in Chapter 7, and therefore needs to be explained in details. 

     

9.2.1 Methods 

Similar to the models of micro-determinant of growth used in Chapter 7 and Chapter 8, 

the model specification used in this study draws on Glewwe, et al. (2000) and Justino, 

et al. (2008). Both these studies are based on the model of micro-determinants of 

growth, using a panel data set over the period 1993 to 1998. They attempt for the most 

part to capture the determinants of household welfare and the dynamics of poverty 

under the impact of a wide range of variables in order to assess progress of poverty 

reduction in Vietnam during the 1990s. These studies, however, neither focus on nor 

capture institutional effects, because this kind of data contains no information about 

institutions. This study prefers the continuous approach to avoid losing information. 

Since the study focuses on rural households that are primarily the poor in Vietnam, it 

has no concern with distinguishing between poor and non-poor households. This study 

differs from other similar studies in that it focuses on the impacts of institutional 

reforms and local trade openness on rural household welfare at the provincial level and 

that it uses more recent data.  

 

The dependent variable in the model used in this study is per capita income, measured 

in logarithm (log of per capita income). The study follows the monetary approach to 

measuring welfare and poverty.
34

 Income per capita is used as a proxy for welfare, 

because income may better reflect potential household wealth. According to Deaton and 

Zaidi (2002) and Haughton and Khandker (2009), both income and consumption are in 

fact the main alternatives for measuring welfare. The independent variables are the 

conventional characteristics of individuals, households, communities, and regions. The 

study also organises the independent variables into two broad groups: The non-trade-

related variables measure household and regional characteristics; the trade-related 

variables measure local trade liberalisation and institutional reforms. The former group 

covers the sub-groups of variables measuring the characteristics of households and 

                                                 
34

 See the UNDP (2005), Ravallion (1992), and Deaton and Zaidi (2002) for more discussion about the 

approaches to measuring poverty. 
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household heads, such as demographic traits, education, occupation, household 

agricultural production, and regional difference. 

 

For the non-trade-related variables, drawn on Glewwe and Hall (1998), Glewwe, et al. 

(2002), and Niimi, et al. (2007), the pre-determined variables are chosen to avoid the 

possible problem of endogeneity. These variables are not likely to be determined by the 

current level of incomes (Glewwe, et al., 2002; Niimi, et al., 2007). According to 

Glewwe and Hall (1998), the characteristics of household heads that are determined by 

the age of adulthood, such as age, education, and occupation, are assumed to be 

exogenous. The variables that measure agricultural production, such as rice 

productivity, net rice producers and fertiliser used in agricultural production, are 

assumed to be exogenous, because they depend primarily on farm technology, land 

quality, and weather. Household assets, such as durable goods, savings, and houses, are 

considered to be endogenous. The study chooses access to electricity and safe drinking 

water as the proxies for household assets. These variables are assumed to be exogenous, 

as they depend largely on regional characteristics, rather than on household incomes. 

Regardless of income levels, people tend to acquire electricity and safe water for the 

sake of health, if these basic needs are available in the region where they live.  

 

The first group of independent variables, used to measure demographic traits of 

households and household heads, includes household size, ethnicity, gender, age, 

marital status, and household composition. The second group, employed to quantify the 

impact of human capital, comprises the school years of household heads, spouses, and 

their parents, as well as the proportion of household members with a technical diploma 

and postsecondary diploma. All educational variables are expected to have a positive 

impact on welfare. The third group, which measures the impact of occupation by 

household heads, includes four kinds of dummy variables (leader or business owner, 

professional, white collar, and skilled worker) with the reference category of the 

unskilled. Employment is expected to have a positive effect on welfare. The fourth 

group, used to measure agricultural production, encompasses rice productivity, the net 

rice producer, and the total quantity of fertiliser. Net rice producers are farm households 
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that have a surplus in rice production in a year. These agricultural variables should be 

positively associated with rural income. 

 

The fifth group is used to measure household assets. This study uses some housing 

characteristics, such as access to electricity and safe drinking water, to explain rural 

welfare, instead of using the variables of household assets such as house, remittance, 

and savings, which are obviously endogenous. These variables, relevant to essential 

living conditions, should have a positive impact on welfare. As pointed out by Perkins, 

et al. (2006), access to safe water is vital for rural households to meet nutritional needs. 

The sixth group of non-trade-related variables is used to measure the difference in 

household location. These geographical dummies are used to indicate whether a 

particular household is located in an urban or a rural region, and in the north central 

region or the other regions.
35

 The north central region is widely considered to be the 

poorest region in Vietnam. Households in rural regions and in the north central region 

are expected to be worse off than those in the other regions.  

   

As discussed in Chapter 7, the construction of the trade-related variables is the key to 

investigating the impacts of trade liberalisation on household welfare and poverty. The 

various methods used to measure trade openness in the cross-country studies include 

tariff and non-tariff barriers, as well as the ratios of exports to GDP, and of trade 

volume (exports plus imports) to GDP (see Singh, 2010). The literature shows that none 

of these is optimal, however, as these measures of trade openness may not link up with 

welfare and poverty at the household level. To evaluate the impacts of trade 

liberalisation on household welfare and poverty, according to Justino, et al. (2008), 

some specific household characteristics can be linked to trade reforms. These linkages 

can be based on the Winters pathways, as explained in the review of literature.  

 

In this study, the trade-related variables include commune employment, provincial 

trade, and institutional reforms. Employment can reflect a regional level of trade and 

industrial activities, as well as its level of development of the labour market. The use of 

employment as a measure of trade openness should be interpreted with caution, as a 

                                                 
35

 The north central region includes the provinces: Thanh Hoa, Nghe An, Ha Tinh, Quang Binh, Quang 

Tri, and Thua Thien Hue. It is located in the area with poorest resources in Vietnam (see Table 9.2). 
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high level of employment could also result from factors other than trade. Another 

measure of trade openness used in this study is the provincial or local trade. Although 

trade openness includes both external trade and internal trade, the study focuses on 

internal trade, measured by total retail sales per capita, or trade transaction. Local trade 

transactions can reflect the level of internal trade and production activities.  

 

Table 9.1: Descriptive statistics of the model variables 

 

 Variable 

type 

Descriptive statistics 

 2006 2010 

Variable Unit Mean Std.Dev. Mean Std.Dev. 

Per capita income ‘000 VND Cont. 6087.740 4932.347 12422.60 12121.77 

Household  size Person Cont. 4.445 1.629 4.199 1.504 

Heads’ ethnicity (Kinh) - Binary 0.785 0.411 0.731 0.443 

Heads’ gender (male) - Binary 0.824 0.381 0.847 0.360 

Heads’ age Year Cont. 48.207 12.966 47.249 13.015 

Heads with spouse - Binary 0.843 0.366 0.856 0.352 

Proportion of children Per cent Cont. 23.517 21.127 22.510 21.148 

Proportion of elderly Per cent Cont. 10.900 22.689 9.337 20.672 

Heads’ years of school Year Cont. 6.804 3.406 6.833 3.462 

Spouses’ years of school Year Cont. 5.364 3.910 5.445 3.955 

Parent’s years of school Year Cont. 0.248 1.288 0.299 1.504 

Technical diploma ratio Per cent Cont. 37.385 29.588 16.304 21.531 

Postsecondary diploma ratio Per cent Cont. 33.444 29.724 12.882 19.593 

Head business owner/leader - Binary 0.021 0.142 0.016 0.125 

Head professional - Binary 0.014 0.117 0.012 0.109 

Head white collar - Binary 0.006 0.078 0.002 0.049 

Head skilled worker  - Binary 0.158 0.364 0.324 0.468 

Rice productivity Kg/m2 Cont. 0.486 0.116 0.485 0.120 

Household net rice producers Kg Cont. 3590.665 6967.646 1302.439 1010.484 

Total used fertiliser quantity Kg Cont. 527.275 827.461 522.182 872.149 

Access to electricity - Binary 0.946 0.227 0.960 0.196 

Access to safe drinking water - Binary 0.052 0.222 0.079 0.269 

North central region - Binary 0.138 0.345 0.137 0.344 

Urban areas - Binary 0.060 0.238 0.079 0.270 

Commune industry labour ratio Per cent Cont. 6.747 10.707 10.008 15.726 

Commune wage labour ratio Per cent Cont. 21.926 14.501 15.890 14.143 

Provincial total sales per capita  mVND Cont. 4.711 2.652 12.121 6.862 

Provincial competitiveness index Per cent Cont. 51.710 6.502 57.317 4.561 

Market entry costs Per cent Cont. 7.359 0.774 6.585 0.644 

Land access  Per cent Cont. 5.898 0.767 5.843 1.189 

Transparency Per cent Cont. 5.302 1.145 5.675 0.696 

Time costs Per cent Cont. 4.472 0.755 6.272 0.950 

Informal charges Per cent Cont. 6.263 0.711 6.216 0.745 

Provincial leadership pro-activity Per cent Cont. 4.881 1.312 5.064 1.266 

Business support services Per cent Cont. 5.000 1.220 5.802 0.898 

Labour training Per cent Cont. 5.102 1.262 5.253 0.585 

Legal institutions Per cent Cont. 3.692 0.773 4.729 0.959 

Source: Author’s estimates based on the VHLSS 2006 and 2010. 

 

Studies by Dollar and Kraay (2003), Levchenko (2004), Gaiha and Imai (2005), and 

Kandil (2009) have attempted to measure institutions. Levchenko (2004) uses the 

Herfindahl index as a proxy for institutional dependence. Kandil (2009) measures 

institutional quality using six separate indicators of governance: voice and 
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accountability, political stability, government effectiveness, regulatory quality, rule of 

law, and control of corruption. This study uses the PCI to measure institutional reforms. 

This index was constructed in 2005 to assess the business environment and the policies 

to develop the private sector in provinces, covering nine or ten component indices. It 

has been used in the studies by Tran et al. (2008), Dang (2010), and Dang (2013). These 

studies, however, do not focus on the impacts of institutions and trade openness on 

welfare. By virtue of its aims and components, the PCI is most appropriate for 

measuring the quality of institutions and institutional reforms in the provinces. In terms 

of the empirical strategy, drawn on Justino, et al. (2008), this study measures trade-

related variables at the commune or provincial level; therefore, these variables are likely 

to be exogenous to household income, which is measured at the household level. Details 

of measurement and the main descriptive statistics of the model variables are provided 

in Table 9.1. 

 

9.2.2 Data 

Vietnam Household Living Standards Surveys (VHLSSs) 

The study utilises the VHLSS 2006 and 2010 to estimate the model: their sample sizes 

of about 45,945 households, over 3,063 communes/wards (VHLSS 2006) and about 

69,360, over 3,133 communes/wards (VHLSS 2010), are representative of regions, 

urban areas, rural areas, and provinces in Vietnam. The surveys consist of two types of 

data: households and communes. The data in the VHLSSs are organised into many 

sections, with each containing a certain subject, such as demographic traits, income and 

expenditure, education, health, employment, agricultural production, and communes. As 

the data on communes are not yet available in the VHLSS 2010, the effects of commune 

characteristics cannot be observed. The data from different sets of questionnaires are 

compiled to gather relevant variables. The samples used in the analysis for the study 

comprised 4,680 households for the VHLSS 2006 and 4,221 households for the VHLSS 

2010. 

 

Data for trade-related variables 

The data collected from the VHLSSs are supplemented with the data drawn from other 

sources to generate some important proxies for local trade openness and institutional 

reforms. These variables are the ratios of industrial employment and wage employment 
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at the commune level, the provincial total retail sales per capita, and the PCI. Firstly, 

industrial employment is the proportion of labour in communes working in the 

industrial sector, such as seafood, food processing, garment and shoes, and rubber and 

plastic products, measured at the commune level (Niimi, et al., 2007). Wage 

employment is the ratio of labour in communes receiving wages as working. These 

ratios are calculated from the VHLSS data.  

 

Secondly, the provincial total retail sales per capita are the total value of retail sales that 

a province attains over a year, divided by its population (Table 9.2). As explained in 

Chapter 7, this variable measures the level of trade transactions in provinces, and 

thereby their level of openness to trade and investment. The data for the variable are 

taken from various annual issues of the Statistical Yearbooks of Vietnam, published by 

the GSO.  

 

Thirdly, the PCI, developed in 2005 by the VCCI and the project for the VNCI was 

constructed to assess and rank the business environment and the policies towards the 

private sector development across provinces in Vietnam. The PCI rates provinces on a 

100-point scale, using the survey data on the enterprise perceptions of the local business 

environment. It also employs credible and comparable data from officials and other 

sources of data relevant to local conditions (USAID and Vietnam Chamber of 

Commerce and Industry, 2006, 2010). The PCI 2006 was established using ten sub-

indices that capture the key dimensions of the local business environment: market entry 

costs, land access and security of tenure, transparency and access to information, time 

costs of regulatory compliance, informal charges, SOE-biased competition environment, 

pro-activity of provincial leadership, private sector development services, labour 

training, and legal institutions (Table A9.1). The PCI 2010, composed of nine sub-

indices, is the same as the PCI 2006, except for the absence of the component index of 

SOE-based competition environment. For ease of comparison, that 2006 sub-index is 

excluded. The classification of provinces based on the PCI 2006 and PCI 2010 is shown 

in Figure 9.1.  
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Figure 9.1: The Vietnam PCI, 2006 and 2010 

  

Source: Author draws using the data collected from the USAIDVietnam Chamber of Commerce and Industry (VCCI) (2006, 2010).
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Table 9.2: Provincial per capita income, headcount poverty rate, trade and the PCI 

 

Province 

Poverty rate 

(Per cent) 

Mean per capita 

income (1,000VND) 

Sales per capita 

(million VND) PCI 

2006 2010 2006 2010 2006 2010 2006 2010 

 Ha Noi 1 2 14047.00 31339.60 17.526 34.756 50.34 55.73 

 Hai Phong 2 3 10257.55 21906.52 7.679 18.572 49.98 54.64 

 Vinh Phuc 3 5 7925.83 16462.49 4.215 16.355 61.27 61.73 

 Ha Tay 6 - 8039.00 - 6.874 - 40.73 - 

 Bac Ninh 4 1 8417.83 20808.44 5.051 16.650 54.79 64.48 

 Hai Dương 3 5 8415.75 16763.15 3.179 7.205 52.70 57.51 

 Hung Yen 4 4 8817.36 19753.39 3.786 8.710 55.97 49.77 

 Ha Nam 5 2 6369.22 15961.27 4.018 9.087 47.27 52.18 

 Nam Đinh 4 5 8105.59 15892.80 2.746 6.460 48.89 55.63 

 Thai Binh 9 7 6710.29 17633.71 2.986 8.027 50.54 60.04 

 Ninh Binh 4 7 6860.91 15839.26 3.957 11.825 55.82 62.85 

 Ha Giang 31 47 4668.38 8524.91 1.572 3.448 48.49 53.94 

 Cao Bang 21 40 7090.00 10075.18 2.892 7.240 46.63 53.55 

 Lao Cai 22 25 6472.80 13171.88 3.488 8.975 64.11 67.95 

 Bac Kan 11 18 5642.71 12012.71 2.587 5.955 48.73 51.49 

 Lang Son 2 24 6396.22 11673.00 4.366 12.605 49.64 50.20 

 Tuyen Quang 16 30 6014.05 11393.47 3.481 8.007 47.21 57.90 

 Yen Bai 16 21 6314.42 12211.37 2.552 7.113 56.85 60.16 

 Thai  Nguyen 8 12 7596.58 15203.02 3.597 7.850 52.71 56.54 

 Phu Tho 4 6 7159.85 13988.69 2.919 7.507 54.42 52.47 

 Bac Giang 4 9 7038.21 14455.93 2.070 4.788 55.99 58.02 

 Quang Ninh 5 5 11486.58 21776.41 10.622 21.757 53.25 64.41 

 Lai Chau 36 50 3801.65 8887.31 1.336 3.582 36.76 51.77 

 Đien Bien 35 48 4435.64 10648.24 2.514 6.634 42.28 55.12 

 Son La 17 25 6313.47 13699.52 2.576 7.355 45.22 49.26 

 Hoa Binh 16 22 6073.16 11744.11 1.943 6.133 50.17 49.89 

 Thanh Hoa 14 17 5918.14 11462.78 2.589 6.998 45.30 55.68 

 Nghe An 15 17 5880.92 13434.93 3.179 9.451 54.43 52.38 

 Ha Tinh 20 15 5743.26 13381.28 3.733 11.919 42.35 57.22 

 Quang Binh 12 15 5772.29 13771.90 4.274 11.269 47.90 55.22 

 Quang Tri 20 16 5828.82 13390.82 6.090 15.778 52.18 61.61 

 Thua Thien-Hue 12 5 7424.09 12583.91 6.268 13.369 50.53 61.31 

 Đa Nang  0 2 14377.68 28622.44 13.355 36.797 75.39 69.77 

 Quang  Nam 11 11 6404.67 13165.81 3.348 9.936 56.42 59.34 

 Quang  Ngãi 7 12 6333.68 12325.31 5.385 14.139 44.20 52.21 

 Binh Đinh 5 1 7834.86 18018.52 6.513 15.097 66.49 60.37 

 Phu Yen 4 7 7671.90 13779.02 4.476 10.796 54.93 58.18 

 Khanh  Hoa 5 11 9003.13 14797.83 10.810 24.943 55.33 56.75 

 Kon Tum 7 15 6358.83 16496.47 3.158 8.325 41.38 57.01 

 Gia Lai 20 14 6678.00 15471.57 3.883 10.069 53.06 53.65 

 Đak Lak 9 9 7201.06 16211.93 4.001 14.897 51.65 57.20 

 Đak Nong 6 9 8505.33 14081.88 4.079 10.319 38.91 48.91 

 Lam Đong 13 9 8311.73 17990.47 6.337 16.831 52.25 58.26 

 HCMC 0 0 19660.48 40682.26 21.056 50.579 63.39 59.67 

 Ninh  Thuan 12 7 6671.20 16114.47 4.809 11.292 45.82 56.61 

 Binh Phuoc 4 2 9931.37 20684.90 5.580 13.765 46.29 57.24 

 Binh  Duong 1 1 10046.55 16737.24 11.441 28.162 76.23 57.93 

 Đong Nai 0 2 15818.11 48728.61 9.140 28.090 64.64 65.72 

 Binh Thuan 0 1 11645.48 22956.87 7.269 22.221 52.66 59.49 

        Contd. 
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 Table 9.2: Continued        

 BaRia-Vung Tau 2 4 8089.27 16986.76 9.169 14.029 55.95 58.45 

 Long An 0 4 12603.30 22974.36 5.078 23.079 50.40 60.55 

 Đong Thap 5 4 9158.46 18638.85 5.621 12.432 58.13 62.74 

 An Giang 1 7 8486.57 16946.50 9.045 16.019 60.45 67.22 

 Tien Giang 2 3 8831.19 18812.84 6.347 22.838 52.18 61.94 

 Vinh Long 3 4 8823.03 17751.44 6.735 12.812 64.67 59.63 

 Ben Tre 3 7 8246.96 18764.00 5.089 16.589 53.11 63.40 

 Kien  Giang 3 8 8611.77 16418.59 7.536 12.372 51.27 63.11 

 Can Tho 3 10 9337.77 16417.26 11.105 17.574 58.30 58.90 

 Hau Giang 0 0 11982.47 19897.83 5.239 27.196 52.61 62.46 

 Tra Vinh 10 5 8563.27 15351.68 4.982 15.870 56.83 63.91 

 Soc Trang 4 16 8092.55 13549.49 5.545 8.517 55.34 65.80 

 Bac Lieu 5 7 6685.22 16811.92 7.436 16.751 42.89 61.49 

 Ca Mau 2 7 7698.84 18711.47 8.101 13.732 43.99 58.20 

Source: Author synthesises using the data from the VHLSS 2006 and 2010, the GSO, and the VCCI. 

 

This PCI, by virtue of its components of assessment, can capture institutional reforms and 

thus trade reforms. As previously discussed, it is the most appropriate index to represent the 

provincial level of trade openness and institutional reforms. Some studies of Vietnam have 

used this index to compare economic reforms and performance across provinces, but this 

study uses it in conjunction with the household data to study the provincial welfare and 

poverty. Based on the PCI, provinces are classified as excellent, high, mid-high, average, 

mid-low, and low performing. The index helps provinces to identify their competitive 

strengths and weaknesses, and accordingly formulate strategies to enhance their level of 

competitiveness in nurturing trade and private business. The improvements in provincial 

competitiveness are expected to increase the level of trade liberalisation and the quality of 

institutions, which would eventually help to raise the standards of living for local 

households. 

 

9.3 ANALYSIS OF RESULTS 

 

The model (7.1), as specified in Chapter 7, is estimated in this chapter using the data 

collected from the VHLSS 2006 and VHLSS 2010 to analyse the changes in the impacts of 

local trade openness and institutional reforms on welfare of rural households over the two 

points in time (2006 and 2010). In terms of institutional reforms, the model uses both the 

overall PCI and the PCI components. As shown in the results from the estimates of the 
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model (7.1), most of the coefficients are statistically significant and have the expected signs 

(Table 9.3 and Table 9.4). The model has the minor issue of multicollinearity, with the 

mean of the variance inflation factor (VIF) being around 2 for the 2006 regression and 1.7 

for the 2010 regression. The robust standard errors are used to eliminate the possible 

problem of heteroskedasticity. The following analysis shows the impacts of each group of 

the variables on rural welfare. The non-trade-related variables provide a general picture of 

the determinants of rural welfare. The trade-related variables focus on the impacts of trade 

openness and institutional reforms on household welfare. The coefficients explain the 

percentage changes in per capita income associated with household characteristics. The 

analysis begins with the regression results based on the overall PCI, and then follows with 

the results based on the PCI by component.  

 

9.3.1 Regression Results Using the Overall PCI 

Although the impacts of household demographic characteristics on welfare have been 

analysed in Chapter 7 and Chapter 8, they need to be explained more in these results as the 

data were updated and included the variables of institutional reforms. These results show 

that only gender and household heads having spouses do not affect welfare; the other 

variables do have an impact on welfare to varying degrees (Table 9.3). The insignificance 

of the gender of head is also found in other similar studies, for instance, Glewwe, et al. 

(2002), Niimi, et al. (2007), and Justino, et al. (2008). This result reinforces the finding 

obtained in Chapter 7. Theoretically, Haughton and Khandker (2009) assert that households 

headed by men are better off than those headed by women. The World Bank (2012a), 

however, observes that the female headship has become less correlated with poverty in 

Vietnam. Although this finding is somewhat counter to expectation, it suggests that the 

issue of gender inequality appears to be minor in Vietnam: In reality, women are 

increasingly important in Vietnamese society. The results also show that the variable of 

household heads living with spouses has no impact on household welfare. Household heads 

may be the primary source of income, and spouses may largely become dependent in 

households. As expected, the household size and the dependency ratios appear to diminish 

welfare significantly. An additional member in a household on average decreased the 
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household per capita income by 5.8 per cent in 2006, holding other things constant. This 

percentage increased to 6.6 per cent in 2010, probably a sign of the economic slowdown, as 

a consequence of the 2008 financial crisis. The effects of dependency show a decline over 

time. A one-percentage rise in the proportion of children reduced per capita income by 0.5 

per cent in 2006 and 0.4 per cent in 2010.  

 

The dummy variable indicating whether a household head belongs to the Kinh, the major 

ethnicity in Vietnam, has a considerable effect on rural welfare. The coefficient of 0.1177 

attached to the variable “Heads’ ethnicity (Kinh)” means that, holding other factors 

unchanged, the per capita income of Kinh households was typically 12.5 per cent higher 

than that of other households.
36

 Notably, the effect of this variable doubled in 2010, 

suggesting the widening income inequality amongst ethnicities in favour of the Kinh. In the 

results, the age of household heads has a positive and significant impact on welfare. A one-

year increase in the age of household heads raised the per capita income by 0.3 per cent in 

2006 and 0.5 per cent in 2010. These results suggest that household demographic 

characteristics are the important determinants of rural welfare.   

 

Education consistently has a significant impact on rural welfare over the period. One year 

added to household heads’ school years typically increased the income per head by more 

than 2 per cent. This effect is greater than that in rural areas but smaller than that in urban 

areas (see Chapter 7 and Chapter 8). The effect of school years is smaller for the spouses 

and parents of household heads. The proportion of household members having a technical 

diploma is positively associated with a rise in per capita income; accordingly, per capita 

income on average rose about 0.3 per cent for a one-percentage increase in the share of 

members with a technical diploma. The ratio of postsecondary qualifications of general 

education shows the opposite, suggesting that technical training plays a more important role 

in welfare improvement than general training, which is inefficient and lags behind. 

Education is thus crucial to the improvements in rural welfare. The results are consistent 

                                                 
36

 As noted, the percentage increase is given by e
0.1177

1, which is about 0.1249. 
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with other similar studies (see, for example, Ravallion, 2013; Nguyen, 2004), suggesting 

that education is the key to alleviating poverty. 

 

Table 9.3: Cross-sectional OLS estimates of overall impact of institutional reforms 

and local trade on per capita income, 2006 and 2010 

[Dependent variable: log of per capita income] 

Independent variable 

Expected sign 2006 2010 Coef. 

Change Coefficient p-value Coefficient p-value 
(1) (2) (3) (4) (5) (6) (7)=(5)-(3) 

Constant term  7.8723*** 0.000 8.1939*** 0.000  0.3216 

Household and individual characteristics 

Household  size - -0.0575*** 0.000 -0.0655*** 0.000 -0.0080 

Heads’ ethnicity (Kinh) +  0.1177*** 0.000  0.2402*** 0.000 0.1225 

Heads’ gender (male) + -0.0177 0.558 -0.0096 0.786 - 

Heads’ age +/-  0.0026*** 0.002  0.0046*** 0.000  0.0020 

Heads with spouse +/- -0.0570 0.128 -0.0479 0.265 - 

Proportion of children - -0.0046*** 0.000 -0.0044*** 0.000  0.0002 

Proportion of elderly - -0.0024*** 0.000 -0.0030*** 0.000 -0.0006 

Human capital       

Heads’ years of school +  0.0225*** 0.000  0.0224*** 0.000  -0.0001 

Spouses’ years of school +  0.0087*** 0.003  0.0153*** 0.000 0.0066 

Parent’s years of school + 0.0191*** 0.003 0.0133** 0.010 -0.0058 

Technical diploma ratio +  0.0040*** 0.000  0.0025*** 0.000 -0.0015 

Postsecondary diploma ratio + -0.0043*** 0.000 -0.0022*** 0.003  0.0021 

Occupation (reference category is the unskilled) 

Head business owner/leader + 0.2102*** 0.000 0.2632*** 0.000 0.0529 

Head professional + 0.2958*** 0.000 0.3701*** 0.000 0.0743 

Head white collar + 0.2578*** 0.001 0.0497 0.703 -0.2081 

Head skilled worker  + 0.1066*** 0.000 0.1493*** 0.000 0.0427 

Agricultural production 

Rice productivity + 0.2207*** 0.000 0.4214*** 0.000 0.2007 

Household net rice producers + 0.0000*** 0.000 0.0001*** 0.000 0.0000 

Total used fertiliser quantity + 0.0001*** 0.000 0.0001*** 0.001 0.0000 

House characteristics 

Access to electricity + 0.0564** 0.038 0.0454 0.266 -0.0111 

Access to safe drinking water + 0.0771** 0.015 0.1369*** 0.000 0.0598 

Geography 

North central region - -0.1863*** 0.000 -0.2613*** 0.000  -0.0750 

Urban areas + 0.1157*** 0.000 0.1543*** 0.000 0.0386 

Provincial/commune trade and  institutional reforms  

Commune ratio of industrial labour + 0.0058*** 0.000  0.0013** 0.021 -0.0045 

Commune ratio of wage labour + 0.0011** 0.041  0.0063*** 0.000   0.0052 

Provincial total sales per capita  + 0.0216*** 0.000 0.0064*** 0.000 -0.0152 

Provincial competitiveness index + 0.0046*** 0.000 -0.0031 0.131 -0.0016 

Adjusted R
2
    0.38  0.41  

Number of observations   4,680  4,221  

Notes:  *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author estimates using the VHLSS data. 
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As predicted, employment of household heads has a significant impact on rural welfare. On 

average and other things being constant, the per capita income of household heads who 

were business owners or leaders was 23.4 per cent in 2006 and 30.1 per cent in 2010, both 

of which are higher than that of the unskilled (the reference category of the dummies in the 

model). For professionals, these impacts, which were even higher, rose from 34.4 per cent 

in 2006 to 44.8 per cent in 2010. The effect of skilled labourers on welfare was smaller, but 

appeared to increase over time. The impact of white-collar employment was not significant 

in 2010, probably mirroring the rise in unemployment from 2010 onwards in Vietnam. The 

results further indicate that the jobs requiring higher qualifications were associated with 

higher income, and the effect of qualification on income apparently increased over the 

period. Employment, which is closely related to education, is increasingly important for the 

improvement in rural welfare.  

       

Agricultural production continues to be the main activity in rural areas. The results show 

that some main agricultural factors, such as rice productivity, surplus in rice production, 

and total quantity of fertiliser used in agricultural production, have a significant impact on 

rural welfare. The net rice production, as well as total quantity of fertiliser, appears to be 

relatively less important for welfare improvement than rice productivity. A one-unit 

increase in rice productivity on average raised income per head by 22.1 per cent in 2006, 

holding other things constant. The effect of rice productivity nearly doubled in 2010, 

probably reflecting the increasing level of technology in agricultural production. The 

improvement in rice productivity helps farm households to increase their incomes.  

 

The above results have demonstrated the important role of the non-trade-related variables in 

improving rural welfare. The core interest of the study is the effects of the trade-related and 

institutional variables. The results indicate that the provincial trade openness and 

institutional reforms had a significant impact on rural welfare, especially in 2006. As 

expected, the proportion of industrial employment helped to improve rural incomes. On 

average and ceteris paribus, a one-percentage rise in the ratio of commune industrial 

employment increased the per capita income by 0.6 per cent in 2006 and 0.1 per cent in 
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2010. This sharp decline in the impact possibly reflects the economic slowdown in the late 

2000s, as previously discussed. The effect of commune wage labour appeared to increase 

over time. In a time of economic recession, people are likely to diversify jobs, as industrial 

employment is declining.  

 

For local trade, total retail sales per head are significantly and consistently associated with 

welfare improvement, although this impact falls over time. Per capita income increased by 

2.2 per cent for a one-million-VND increase in total sales per capita. The impact of 

provincial trade declined sharply in 2010, presumably because of the economic downturn. 

In addition to these effects of employment and local trade per capita, the PCI had a positive 

and significant impact on rural welfare in 2006. It should be noted that this time was just 

before Vietnam joined the WTO.
37

 On average and other things being equal, the per capita 

income rose by 0.5 per cent for one percentage point increase in the PCI. The results may 

clearly reflect the efforts to reform institutions towards membership of the WTO. These 

institutional reforms discernibly helped provinces to improve welfare. The effect of 

institutional reforms became insignificant in 2010, possibly suggesting that institutional 

reforms progressed slowly after Vietnam entered the WTO. The slow pace of institutional 

reforms may be a cause of the economic recession since 2010.  

 

9.3.2 Regression Results Using the PCI Components 

The above analysis is based on the regression model estimated using the overall PCI. The 

model is also estimated using the PCI by component to provide more insight into the effects 

of institutional reforms. In this regression model using the PCI components, the results of 

the non-trade-related variables and the other trade-related variables, except for the variables 

of institutional reforms, are almost the same as those in the former regression using the 

overall PCI (Table 9.4). Market entry costs have no impact on welfare, suggesting that 

firms’ entry into or withdrawal from a market is no longer an important issue. More 

importantly, the results show that access to land has a consistent and significant effect on 

                                                 
37

 Vietnam became an official member of the WTO in January 2007, after more than 10 years’ preparation 

and negotiation.  
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welfare over time. Having access to land is very important for a farm household to cultivate 

and for an entrepreneur to establish or expand a business. In the components of the PCI, the 

informal charges also demonstrate a positive and significant impact on household welfare. 

In the weak institutional system, informal costs, such as unofficial customs fees and 

charges, are a big burden, deterring enterprises from starting up or expanding their 

business.  

 

Business support services and legal institutions are found significant only in the results for 

2006. This seems to arise from the difference in the speed and efficiency of institutional 

reforms before 2006 and after 2006 to 2010, which is similar to the results using the overall 

PCI. Other components of the PCI, such as transparency, time costs, and provincial 

leadership’s pro-activity, have either no impact or unexpected impacts. Amongst the PCI 

components, access to land and informal costs are the important determinants of rural 

welfare over the period.  

 

In summary, analysis of the results shows that, in addition to the effects of conventional 

household characteristics, such as demographic traits, education, employment, agricultural 

production, household assets, and geography, there is evidence that the provincial trade 

openness and institutional reforms have a positive impact on rural welfare. The significant 

impacts of internal trade openness and institutional reforms make the study more useful and 

straightforward in explaining institutional effects on welfare. The results also demonstrate 

an insignificant impact of institutional reforms in 2010, which suggests sluggish progress in 

institutional reforms in the period from joining the WTO to the late 2000s.  

 

 

 

 

 

 

 



271 

 

Table 9.4: Cross-sectional OLS estimates of specific impacts of institutional reforms 

on per capita income, 2006 and 2010 

[Dependent variable: log of per capita income] 

Independent variable 

 Expected 

sign 

2006 2010 Coef. 

Change Coefficient p-value Coefficient p-value 
(1) (2) (3) (4) (5) (6) (7)=(5)-(3) 

Constant term  7.6113*** 0.000 8.3762*** 0.000  0.7649 

Household and individual characteristics 

Household  size - -0.0576*** 0.000 -0.0670*** 0.000 -0.0094 

Heads’ ethnicity (Kinh) +  0.1122*** 0.000  0.2270*** 0.000 0.1147 

Heads’ gender (male) + -0.0132 0.663 -0.0069 0.845 - 

Heads’ age +/-  0.0026*** 0.001  0.0046*** 0.000  0.0020 

Heads with spouse +/- -0.0768** 0.041 -0.0730* 0.083 0.0038 

Proportion of children - -0.0046*** 0.000 -0.0044*** 0.000  0.0002 

Proportion of elderly - -0.0022*** 0.000 -0.0028*** 0.000 -0.0006 

Human capital       

Heads’ years of school +  0.0237*** 0.000  0.0242*** 0.000  -0.0005 

Spouses’ years of school +  0.0110*** 0.000  0.0183*** 0.000 0.0074 

Parent’s years of school + 0.0188*** 0.003 0.0130** 0.012 -0.0057 

Technical diploma ratio +  0.0041*** 0.000  0.0026*** 0.000 -0.0016 

Postsecondary diploma ratio + -0.0045*** 0.000 -0.0023*** 0.002  0.0023 

Occupation (reference category is the unskilled) 

Head business owner/leader + 0.2078*** 0.000 0.2617*** 0.000 0.0539 

Head professional + 0.2855*** 0.000 0.3594*** 0.000 0.0739 

Head white collar + 0.2354*** 0.004 0.0619 0.645 - 

Head skilled worker  + 0.1187*** 0.000 0.1516*** 0.000 0.0329 

Agricultural production 

Rice productivity + 0.2914*** 0.000 0.4184*** 0.000 0.1270 

Household net rice producers + 0.0000*** 0.001 0.0001*** 0.000 0.0000 

Total used fertiliser quantity + 0.0001*** 0.000 0.0001*** 0.002 0.0000 

House characteristics 

Access to electricity + 0.0434 0.119 0.0363 0.370 - 

Access to safe drinking water + 0.0688** 0.031 0.1249*** 0.000 0.0561 

Geography 

North central region - -0.1778*** 0.000 -0.2227*** 0.000  -0.0449 

Urban areas + 0.1052*** 0.000 0.1533*** 0.000 0.0480 

Provincial/commune trade and  institutional reforms  

Commune industry labour ratio + 0.0063*** 0.000  0.0020*** 0.001 -0.0042 

Commune wage labour ratio + 0.0007 0.199  0.0062*** 0.000   0.0055 

Provincial total sales per capita  + 0.0269*** 0.000 0.0110*** 0.000 -0.0159 

Market entry costs + 0.0092 0.367 -0.0006 0.969 - 

Land access  + 0.0342*** 0.003 0.0183* 0.063 -0.0159 

Transparency + -0.0168** 0.049 -0.0194 0.170 - 

Time costs + -0.0383*** 0.000 -0.0111 0.345 - 

Informal charges + 0.0495*** 0.000 0.0386** 0.022 -0.0110 

Provincial leadership pro-activity + -0.0096 0.212 0.0146 0.144 - 

Business support services + 0.0154* 0.094 -0.0070 0.634 - 

Labour training + 0.0078 0.284 -0.0501** 0.038 - 

Legal institutions + 0.0191* 0.058 0.0020 0.841 - 

Adjusted R
2
    0.38  0.41  

Number of observations   4,680  4,221  

Note:  *** Significant at 1% level, ** Significant at 5% level, * Significant at 10% level. 

Source: Author’s estimates using the VHLSS data. 
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9.4 CONCLUSIONS 

 

The chapter has combined the VHLSS data with the Vietnam Provincial Competitiveness 

Index in a model of micro-determinants of growth of household income to examine the 

effects of local trade and institutional reforms on rural welfare. It provides evidence that 

local trade and institutional reforms improved rural welfare and thereby, contributed to the 

reduction of poverty in Vietnam, because most rural households are poor. Notably, several 

proxies for institutional reforms have a significant impact on per capita income, making the 

study a direct explanation for the institutional effects on household welfare. The changing 

impacts, especially of provincial trade openness and institutional reforms from 2006 to 

2010, reflect the pace and efficiency of institutional reforms in Vietnam, which are useful 

for policymakers. Institutional reforms and local trade openness are proved to be 

appropriate for improving rural household welfare and reducing poverty.  

 

Institutional reforms in Vietnam have progressed slowly since its accession to the WTO, as 

suggested by the results. The sluggish process of institutional reforms is likely to impede 

the pathways through which trade liberalisation affects welfare, given that trade policy 

reforms accompany institutional reforms. Consequently, poor households are unlikely to 

benefit from trade liberalisation, if it is unaccompanied by adequate institutional reforms. 

Stagnant trade reforms and institutional reforms dampen business incentives, bringing 

about unemployment. In fact, the economy has not taken advantage of having WTO 

membership, primarily because of the slow pace of reforms.  

 

The study suggests the crucial role of local trade and institutional reforms in welfare 

improvement and poverty reduction. It anticipates that the slow progress of institutional 

reforms will curb the development of enterprises, and thereby preclude farm households 

from benefiting from employment. Although considered to be a successful case of 

economic development, in terms of high economic growth and steady poverty reduction in 

the 1990s, Vietnam is unlikely to sustain its previous success in the future, unless there are 

accelerating reforms of trade policy and institutions. The acceleration of institutional 
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reforms in rural areas is thus the most effective way to maintain Vietnam’s economic 

development and to help the poor to escape poverty. 
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APPENDIX 

Table A9.1: Vietnam PCI 2006 

Province 
Market 

entry costs 
Land 

access Transparency 
Time 

cost 
Informal 

cost 
Leadership’s 

pro-activity 
Firm support 

services 
Labour 

training 
Legal 

institutions 

          
Ha Noi 5.73 4.19 5.60 5.25 5.21 4.23 6.12 5.24 3.39 
Hai Phong 7.38 4.48 6.07 4.41 5.54 3.76 4.98 5.83 2.98 
Vinh Phuc 7.31 6.30 6.27 3.25 6.13 7.74 6.31 6.98 4.03 
Ha Tay 6.12 4.92 5.56 4.28 5.07 2.53 3.60 2.92 3.13 
Bac Ninh 7.25 6.06 6.09 3.04 6.24 5.75 4.60 6.53 4.14 
Hai Duong 6.19 6.15 5.81 4.23 5.70 5.84 5.09 4.52 3.91 
Hung Yen 6.65 6.91 6.49 5.36 7.64 5.82 5.53 3.89 3.52 
Ha Nam 6.58 5.58 6.48 3.90 6.51 4.79 4.39 2.87 3.09 
Nam Đinh 7.40 5.71 3.63 4.84 6.65 5.16 4.75 4.48 3.37 
Thai Binh 6.89 5.46 5.27 6.13 6.62 4.81 3.73 5.13 2.92 
Ninh Binh 7.87 5.92 5.11 5.87 6.29 5.64 4.78 6.60 3.63 
Ha Giang 7.39 6.19 5.03 3.44 6.01 4.92 4.87 4.52 3.04 
Cao Bang 7.65 4.83 4.62 4.70 6.30 4.38 3.07 5.10 3.07 
Lao Cai 7.78 5.93 7.80 4.33 6.78 6.59 7.01 6.46 3.52 
Bac Kan 7.21 4.34 3.18 4.60 6.47 4.02 3.28 6.21 6.55 
Lang Son 6.87 4.39 5.65 5.17 6.21 3.30 5.20 5.07 3.65 
Tuyen Quang 8.59 5.13 4.04 4.09 6.47 4.57 5.30 3.43 3.50 
Yen Bai 7.20 6.32 5.99 5.70 6.90 6.38 4.49 5.12 3.81 
Thai  Nguyen 7.02 5.66 6.08 3.66 6.18 3.53 5.25 6.64 4.05 
Phu Tho 8.32 6.50 5.35 4.73 6.61 4.59 5.70 5.56 3.70 
Bac Giang 8.18 6.01 5.81 4.78 6.32 4.89 5.31 6.41 4.00 
Quang Ninh 6.81 6.31 4.77 4.74 6.47 6.03 5.25 4.74 4.30 
Lai Chau 7.99 3.84 2.46 3.06 5.20 4.32 2.96 1.99 4.05 
Đien Bien 8.82 5.72 4.38 4.19 6.45 3.24 3.42 3.50 2.99 
Son La 7.78 5.94 3.95 3.50 5.82 4.37 4.65 3.44 3.63 
Hoa Binh 6.62 6.57 5.13 5.02 7.39 4.61 3.51 5.16 3.62 
          

         Contd. 
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Table A9.1: Continued         

          
Thanh Hoa 7.83 5.95 4.63 4.73 5.24 3.11 4.61 3.73 3.53 
Nghe An 7.85 5.56 5.78 5.06 6.29 4.69 4.28 6.53 4.53 
Ha Tinh 7.36 5.93 2.86 4.93 5.05 3.09 3.99 5.10 2.59 
Quang Binh 8.02 6.07 5.46 4.05 7.22 3.55 3.84 4.92 3.46 
Quang Tri 8.83 5.67 4.93 4.79 6.52 4.26 4.12 6.78 3.32 
Thua Thien-Hue 7.52 4.99 5.43 4.40 5.98 4.63 4.68 5.79 2.98 
Đa Nang  9.17 4.70 7.68 5.83 6.18 6.38 9.62 9.60 6.38 
Quang  Nam 7.76 5.55 4.44 4.32 5.27 6.61 5.26 5.70 6.31 
Quang  Ngai 6.73 5.99 5.24 4.42 5.44 2.36 4.57 4.94 2.13 
Binh Đinh 7.16 6.86 7.97 4.93 6.88 6.64 8.15 6.18 3.95 
Phu Yen 8.83 7.03 6.09 2.64 5.35 5.09 6.49 5.44 3.73 
Khanh  Hoa 8.23 5.30 6.02 5.37 6.51 5.11 6.12 5.08 3.27 
Kon Tum 8.73 4.95 4.28 3.22 5.17 3.43 3.33 3.60 3.74 
Gia Lai 7.08 6.16 6.03 3.26 7.32 4.91 5.77 5.06 3.68 
Đak Lak 6.48 5.95 4.99 4.83 6.03 5.87 5.27 4.19 3.74 
Đak Nong 5.56 4.82 2.15 3.81 6.66 4.15 2.40 4.11 4.83 
Lam Đong 7.20 6.97 5.54 4.83 6.56 3.82 6.39 4.19 3.93 
HCMC 7.07 5.07 6.97 5.12 6.02 6.18 7.63 7.35 3.81 
Ninh  Thuan 7.50 6.66 5.39 3.48 6.08 2.60 3.84 5.50 3.47 
Binh Phuoc 4.96 6.82 4.36 5.28 6.12 4.72 4.36 4.13 2.52 
Tay Ninh 8.49 6.26 4.56 3.70 6.12 4.11 4.42 4.30 5.09 
Binh  Duong 8.49 6.21 8.50 7.12 6.46 9.08 8.86 6.52 5.46 
Dong Nai 7.02 6.27 6.18 4.95 6.99 6.00 7.76 8.45 3.79 
Binh Thuan 6.39 5.92 6.71 4.22 7.27 4.47 4.58 5.64 3.02 
Ba Ria - Vung Tau 7.49 5.38 5.43 5.59 5.85 5.46 5.82 5.56 4.73 
Long An 7.88 7.07 3.62 3.88 5.68 5.59 5.63 4.85 3.16 
Dong Thap 7.92 6.38 5.81 3.87 7.44 6.06 6.30 6.14 3.20 
An Giang 7.64 6.37 6.64 4.57 7.00 7.59 7.06 4.55 3.38 
Tien Giang 5.85 6.43 4.48 4.59 7.25 5.31 5.76 5.05 3.60 
Vinh Long 8.44 6.80 6.25 4.91 6.80 5.10 7.50 7.96 4.86 
Ben Tre 7.65 6.20 4.90 3.73 8.35 6.38 4.42 5.47 3.54 
Kien  Giang 7.87 7.72 4.86 4.42 6.63 5.60 4.88 3.89 3.89 
         Contd. 
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Table A9.1: Continued         

          
Can Tho 6.55 6.70 6.83 4.87 5.70 3.52 8.68 5.56 3.80 
Hau Giang 7.67 6.01 5.12 3.97 7.74 6.79 3.98 4.67 4.06 
Tra Vinh 6.85 6.35 5.79 3.81 6.86 6.31 6.14 5.85 3.63 
Soc Trang 7.82 7.98 5.78 4.00 6.30 7.31 4.50 4.16 4.06 
Bac Lieu 5.67 6.91 2.53 4.24 6.34 4.17 4.32 4.30 3.41 
Ca Mau 5.99 5.74 5.07 4.33 6.97 4.10 3.47 3.65 3.00 
Source: Author synthesises using the data drawn from the USAIDVietnam Chamber of Commerce and Industry (VCCI) (2006, 2010). 

 

Table A9.2: Vietnam PCI 2010 

Province 
Market 

entry costs 
Land 

access Transparency 
Time 

cost 
Informal 

cost 
Leadership’s 

pro-activity 
Firm support 

services 
Labour 

training 
Legal 

institutions 

          
Ha Noi 6.08 3.04 5.62 5.46 5.70 3.20 7.60 6.72 5.10 
Hai Phong 6.38 3.83 6.23 5.62 6.08 2.66 6.96 5.47 4.60 
Vinh Phuc 6.60 6.02 5.61 6.91 5.84 8.08 5.17 5.69 5.29 
Ha Tay - - - - - - - - - 
Bac Ninh 7.29 5.42 6.37 7.68 5.88 7.09 5.81 5.76 5.64 
Hai Duong 6.51 5.94 5.37 6.68 6.24 5.06 6.22 5.27 4.62 
Hung Yen 5.81 6.14 5.42 7.47 5.30 3.27 4.66 2.96 4.09 
Ha Nam 5.98 5.37 5.56 4.81 5.55 4.08 5.26 5.35 4.42 
Nam Đinh 5.66 6.31 5.28 6.88 6.75 4.14 5.99 5.30 2.92 
Thai Binh 6.54 6.08 5.88 7.43 6.09 5.01 6.92 5.35 4.61 
Ninh Binh 6.77 5.57 5.61 8.31 6.20 5.49 6.98 5.79 5.66 
Ha Giang 7.04 5.50 5.06 4.54 5.19 6.79 6.12 5.14 3.79 
Cao Bang 7.47 4.51 5.17 5.53 5.83 4.66 4.62 5.51 2.71 
Lao Cai 7.71 7.46 7.39 7.27 7.16 6.94 6.32 5.71 4.29 
Bac Kan 6.28 6.33 5.27 5.61 4.86 4.55 5.23 4.65 3.51 
Lang Son 6.22 4.20 5.41 4.69 5.99 3.62 6.84 4.86 2.54 
Tuyen Quang 5.22 5.19 6.86 5.82 6.04 5.98 5.36 5.48 3.96 
          

          

         Contd. 
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Table A9.2: Continued         

          
Yen Bai 6.47 6.61 6.01 7.06 6.52 5.50 6.54 4.97 5.07 
Thai  Nguyen 5.98 6.25 5.43 6.75 6.65 4.78 5.19 5.13 4.38 
Phu Tho 6.54 4.34 5.49 5.74 6.64 3.96 5.21 4.32 4.66 
Bac Giang 6.44 4.80 6.11 5.83 6.43 5.50 6.30 5.36 4.85 
Quang Ninh 7.28 5.19 6.48 7.42 6.66 6.42 5.76 5.94 5.23 
Lai Chau 6.88 4.15 5.02 5.90 6.47 5.70 4.65 4.05 2.66 
Đien Bien 6.43 6.73 5.77 4.65 5.65 5.48 5.60 5.49 3.76 
Son La 5.67 6.65 3.37 5.43 5.61 3.92 6.38 5.01 5.29 
Hoa Binh 5.33 7.22 3.32 5.85 4.57 4.39 7.19 5.29 4.82 
Thanh Hoa 6.55 6.34 5.48 6.59 5.64 4.42 6.08 4.96 4.20 
Nghe An 6.29 4.46 5.23 4.79 5.47 4.16 6.57 5.35 5.20 
Ha Tinh 5.82 6.66 6.02 6.34 4.86 5.42 5.77 5.48 4.79 
Quang Binh 6.58 5.62 5.83 5.57 6.11 4.31 5.68 5.17 4.43 
Quang Tri 8.11 6.40 6.03 6.62 6.15 4.56 6.50 5.87 5.22 
Thua Thien-Hue 7.22 4.33 6.30 6.43 7.43 5.23 5.96 5.55 5.87 
Đa Nang  7.65 5.07 6.86 7.43 6.00 7.42 6.60 7.43 6.27 
Quang  Nam 7.19 5.38 6.35 6.50 6.31 5.17 5.45 4.87 6.16 
Quang  Ngai 6.65 4.62 5.15 6.01 6.24 3.05 5.63 4.66 4.99 
Binh Đinh 7.77 6.26 6.18 6.42 6.36 5.32 5.54 5.29 4.90 
Phu Yen 7.27 6.20 5.65 5.49 6.17 5.42 6.55 5.83 3.50 
Khanh  Hoa 6.71 5.03 5.12 7.08 6.49 3.37 6.09 5.46 5.65 
Kon Tum 7.51 7.51 5.21 5.96 7.03 3.44 6.10 5.16 5.08 
Gia Lai 7.97 6.96 5.62 4.47 6.01 3.12 4.51 4.79 6.59 
Đak Lak 6.58 6.50 5.62 5.54 6.11 4.93 7.01 5.50 4.57 
Đak Nong 5.07 5.71 2.76 5.77 6.87 5.38 4.14 4.72 6.06 
Lam Đong 5.66 7.08 6.30 6.17 7.01 4.24 5.48 5.18 5.70 
HCMC 5.95 4.04 6.48 5.59 6.25 4.43 8.75 6.28 5.48 
Ninh  Thuan 6.85 5.80 6.12 6.10 5.68 4.24 5.76 5.32 4.06 
Binh Phuoc 5.23 6.85 6.08 6.51 5.00 5.89 5.67 5.09 5.48 
          

         Contd. 
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Table A9.2: Continued         

          
Tay Ninh 7.58 7.82 5.68 5.42 6.66 5.39 4.15 5.14 5.08 
Binh  Duong 6.34 7.16 6.57 6.99 7.05 7.69 5.60 5.91 5.61 
Dong Nai 6.64 5.66 6.26 6.27 5.76 5.26 5.87 5.66 5.63 
Binh Thuan 5.81 6.11 6.08 6.45 6.75 5.05 5.35 5.37 5.06 
Ba Ria - Vung Tau 6.35 5.52 5.24 6.97 6.17 6.03 6.48 5.73 7.17 
Long An 7.19 6.98 6.50 7.07 6.98 5.55 4.90 5.58 4.59 
Dong Thap 7.09 7.37 6.26 8.08 7.57 7.38 6.03 5.13 7.17 
An Giang 6.92 7.64 6.34 6.33 6.24 6.99 5.14 5.49 4.48 
Tien Giang 6.92 7.48 6.19 5.38 7.04 6.27 4.53 5.37 4.40 
Vinh Long 7.04 6.62 6.65 7.08 7.53 6.00 4.19 5.40 5.43 
Ben Tre 7.59 7.30 5.84 7.18 8.22 6.68 3.88 4.90 5.55 
Kien  Giang 6.76 7.24 5.74 5.50 7.04 5.86 5.06 4.94 6.98 
Can Tho 7.31 5.53 5.98 7.65 6.26 5.18 6.06 5.66 6.33 
Hau Giang 7.58 8.35 5.96 7.43 8.08 6.74 3.46 5.04 4.96 
Tra Vinh 7.37 8.65 6.07 7.04 8.53 7.75 3.58 5.36 5.19 
Soc Trang 6.07 6.91 5.66 8.38 7.02 6.91 4.54 4.41 6.12 
Bac Lieu 6.27 7.63 4.87 6.29 7.72 6.10 5.19 5.00 5.01 
Ca Mau 6.67 6.05 6.10 5.02 6.37 3.99 4.85 4.84 3.39 
Source: Author synthesises using the data drawn from the USAIDVietnam Chamber of Commerce and Industry (VCCI) (2006, 2010).
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Chapter 10 

SUMMARY OF FINDINGS AND CONCLUSIONS 
  

 

10.1 INTRODUCTION 

 

 

The study has examined the effects of trade liberalisation on poverty in Vietnam through all 

four channels in Winters’ framework. Its principal purposes are to answer the research 

questions raised in Chapter 3. These research questions centre on two general issues. 

Firstly, the study has attempted to answer the question of whether trade liberalisation 

impacts welfare and poverty in Vietnam. Secondly, based on the analysis of the relationship 

between trade and poverty, it has evaluated the effects of trade liberalisation on poverty in 

many facets, especially in the perception of farm households who are most poor. This 

chapter synthesises the findings from the core chapters of the study.  

 

As stressed in the chapters on literature review and research methodology, the history or 

context of economic development plays a crucial role in understanding the effects of trade 

liberalisation on households and poverty. Chapter 4 has fulfiled its role by providing the 

analytical review of Vietnam’s economy, the process of poverty reduction and trade 

liberalisation, and the impacts of trade liberalisation on poverty. This chapter has sketched 

out a broad picture of the tradepoverty relationship in Vietnam and laid the historical 

foundation for other core chapters to investigate the specific effects of trade liberalisation.  

 

The study thereafter has examined the growth effect of trade liberalisation on poverty in 

Chapter 5 as the first channel through which trade liberalisation affects poverty. For the 

market effect, Chapter 6 has analysed the case study based on the trade-focused primary 

survey of agricultural business on farm households in An Giang, Dong Nai, and Daklak. It 

has provided a better understanding of the marketing system in agricultural production and 

trade. For the employment effect of trade liberalisation, Chapter 7 has estimated the 



280 

 

impacts on rural household welfare and poverty of commune and/or provincial employment 

in the sectors of manufacturing, exports, and imports. For the relationship between urban 

poverty and employment, Chapter 8 has examined the employment effect on urban poverty, 

and thereby completed the picture of the effect of employment on welfare and poverty in 

Vietnam. For a more comprehensive picture of the tradepoverty nexus, this study has also 

taken into consideration the institutional effects of trade liberalisation in Chapter 9. This 

chapter concludes the study by summarising the findings and drawing policy implications. 

The rest of this chapter has four sections. Section 10.2 summarises the findings following 

Winters’ channels. Section 10.3 discusses policy implications. Section 10.4 identifies the 

study’s scope and limitations for future research. Section 10.5 provides the overall 

conclusions.   

 

10.2 MAIN FINDINGS AND CONCLUSIONS 

 

The study has employed various methods, including analytical review and synthesis, 

before-after analysis, partial equilibrium analysis, and survey-based case study, to achieve 

the objectives. The methods used for analysing the impacts are justified and are 

complementary, demystifying different angles of the relationship. The findings from the 

investigation of Winters’ channels through which trade liberalisation affects poverty are 

thus consistent and help to elucidate many aspects of the link. The main findings centre on 

the trade-related variables in relation to trade-led growth, external trade, local trade, 

employment, agricultural production, geography, market distribution, and institutions.   

 

The important and overall finding is that trade liberalisation has a positive impact on 

welfare and poverty. The descriptive analytical review of the process of trade liberalisation 

and poverty reduction in Chapter 4 demonstrates that trade liberalisation is the main drive 

for economic growth, employment creation, agricultural exports, and government revenue. 

The openness of the economy from the late 1980s led to the boom in exports, a hike in 

economic growth, the halving of employment and poverty, the expansion of agricultural 

production, and the enrichment of government revenue through export earnings. In terms of 
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the revenue effect of trade liberalisation, no significant links between trade taxes and tax 

revenue or between tax revenue and social expenditure are identified. This finding supports 

the study’s hypothesis of the minor relationship between government revenue and poverty 

under the impacts of trade policy reforms. The trade-induced achievements also continued 

throughout the 2000s. The trends identified in this study are consistent with other studies 

and reports on the impacts of trade liberalisation on poverty in Vietnam. The findings from 

the analysis of the specific channels further support the overall trend. 

  

10.2.1 Economic Growth and Poverty 

As pointed out in the literature, trade liberalisation affects poverty through economic 

growth. This study has examined both the direct effect of trade on poverty and the indirect 

effect of trade on poverty through growth. Firstly, as described in Chapter 4, growth peaked 

in the export boom-time in the 1990s. Growth in turn contributed to the reduction in 

poverty. The overall estimates of the growth elasticity of poverty in Chapter 5 reveal an 

approximately one-to-one relationship between growth and poverty reduction, consistent 

with other studies of a similar vein. Income growth also contributes to reducing the 

incidence, the depth, and the severity of poverty over the two decades of development. 

Growth is therefore pro-poor in Vietnam. However, the declining impact of growth on 

poverty over the 2000s indicates an unsustainable development of the economy, as 

previously suggested in Chapter 4. The benefits of growth to the poor are likely to be 

eroded by increasing inflation and inequality. 

 

Secondly, the extended estimates of the growth elasticity of poverty using the provincial 

panel data and the poverty regression provide an even higher impact of growth on poverty. 

The results also disclose that rural households benefit more from growth than their urban 

counterparts. This suggests that growth is crucial to poverty reduction. In addition to the 

growth effect, internal trade also shows the pro-poor effect. These results of local trade are 

also found in Chapter 7, where provincial total sales per capita kept rural households from 

falling into poverty over the period 2002 to 2006. Although other studies of the 

tradepoverty nexus usually refer to the impacts of international trade on poverty, this 
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study indicates that internal trade development is important for poverty reduction in rural 

areas. Therefore, the study provides evidence that growth and internal trade contribute to 

the reduction of poverty in Vietnam.  

 

10.2.2 Market Distribution and Poverty 

Agricultural production underpins poverty reduction in Vietnam. The analysis of 

agricultural trade has revealed several aspects of the effects of trade liberalisation. First, as 

discussed in Chapter 4, the agriculture-based economy plays a central part in the smooth 

transition from the CPE to a market economy, without much turbulence. Second, in the 

aggregate analysis in Chapter 5, agricultural production helps to reduce inequality, but does 

not help to alleviate the incidence of poverty. Third, the decomposition of the impacts of 

household characteristics on welfare in Chapter 7 shows that households who are net rice 

producers had increasing returns over the period 2002 to 2006. Fourth, this chapter also 

indicates that rice productivity is important for improving rural welfare and helping the 

poor to escape poverty. It is worthwhile noting that rice productivity probably reflects the 

level of trade liberalisation in rice exports.  

 

Fifth, the analysis of the primary survey results in Chapter 6 has demonstrated that 

agricultural production continues to be farm households’ main source of income, and the 

hierarchical marketing distribution of rice and coffee production explains the reason why 

farm households remain poor despite intensive agricultural production and exports. State 

food companies may be implicitly in collusion with intermediate rice traders to squeeze 

farmers’ profits. The linkage between farm production and exports is disturbed by the 

chaotic intermediate distribution. Consequently, farm households benefit little from their 

production. Sixth, the survey results suggest that farmers who are more receptive to trade 

policy are better off than those who have less knowledge of trade policy. Their knowledge 

of trade policy includes prices of input and output, distributional channels, trade 

opportunities, exports, agricultural supports and services from local authorities or 

agricultural associations, and the cooperation between farmers, enterprises, banks, 

scientists, and the government. Better knowledge of networking, marketing and distributing 
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their products helps them to earn more and predict possible risks relevant to production and 

distribution. However, the survey results suggest that most of the farm households surveyed 

are not provided with enough information, since their knowledge of trade policy is vague.  

 

Seventh, crucial to farm households are prices of output and input, as well as of consumer 

goods and services. The survey results show that sugar prices fluctuated highly in the 

2000s, and so too did the prices of fertilisers. The protection of the sugar industry is a 

typical deficiency of Vietnam’s trade policy. Consequently, the sugar industry continues to 

fall behind that of Thailand, with Vietnamese consumers bearing the high prices of 

domestic-produced sugar. In addition, the results suggest that high and fluctuating prices 

are a major hindrance to farm households’ access to fertilisers. The mismanagement of 

fertiliser exports and imports is another deficiency of Vietnam’s trade policy. These trade-

related inadequacies are all impoverishing farm households.  

        

10.2.3 Employment and Poverty 

Export development in Vietnam, as a result of trade policy reforms, has contributed much 

to the increase in demand for labour. It also stimulates high economic growth that helps to 

boost job creation, as analysed in Chapter 4. The analysis in Chapter 4 has also revealed 

that the private sector, predominantly including private small and medium enterprises, is 

crucial to job creation. This sector should sustain employment and reduce poverty both in 

the short run and the long run. This sector, however, is established and developed only 

under certain conditions, such as an equal playing field and a sound institutional 

framework. For the effects of employment on poverty, Chapter 7 has provided evidence 

that employment in the trade and manufacturing sectors improves rural welfare and helps 

the poor to escape poverty. Employment is important not only for rural poverty, but also for 

urban poverty. The analysis of the effects of employment on urban welfare in Chapter 8 has 

indicated that both local trade and employment in the import-competing sectors help to 

improve urban welfare. These effects on urban welfare are assumed to be transmitted to the 

urban poor. The results in Chapter 7 and Chapter 8 have also shown that local trade per 

capita has a consistent impact on welfare and poverty in both rural and urban areas. These 
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results once again suggest the important role of internal trade in poverty reduction. In 

conclusion, this study provides evidence of the employment effect on poverty, which is 

important for poverty reduction in Vietnam. 

 

10.2.4 Geography, Institutions, and Poverty 

In addition to the effects of growth, employment, market, and public expenditure, weak 

institutions accompanied by inadequate trade policies may drag agricultural production 

down and impoverish farm households. As discussed in Chapter 4, Vietnam pursues an 

export-led growth strategy while maintaining SOE monopolies of some key commodities, 

such as rice exports. As a consequence, faster trade reforms are unable to reconcile SOEs’ 

interest with other interest groups in the economy. At the microeconomic level, the survey 

results indicate that farmers desire the input market, technical support, rice procurement 

system, bank loans, and customs procedures to be reformed. These results suggest that 

farmers lack essential support from authorities and agricultural associations. Although the 

farmers surveyed think highly of the logical cooperation between enterprises, banks, 

scientists, and local authorities for supporting them, they doubt their role in supporting 

farmers in reality. These findings imply the important role of institutional reforms, 

especially in agricultural trade and production. This implication is also based on evidence 

provided by Chapter 9 that institutional reforms and local trade played an important role in 

rural welfare improvement over the period 2006 to 2010. These findings further suggest 

that although institutional reforms are important for rural poverty, such reforms do not 

efficiently support farm households. 

 

Geography has emerged in this study as an important determinant of poverty. Although 

rural households appear to benefit more than their urban counterparts from economic 

growth, households in remote or disadvantaged areas are much worse off, compared to 

those in urban areas. The analysis in Chapter 4 has shown that the new trend of poverty in 

Vietnam is geographical differences. The increasing regional disparity with respect to 

infrastructure, education, and health care contributes to persistent poverty. Added to this, 

the results in Chapter 7 suggest that rural households in the North Central are consistently 
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worse off as compared to those in other regions: Rural households in the Red River Delta, 

the Central Highlands, and the Mekong River Delta are better off and escape poverty faster. 

In fact, these regions are at the heart of agricultural production and trade activities. This 

study therefore adds more evidence of regional disparity in Vietnam to the literature on 

poverty.   

 

10.3 DISCUSSIONS OF POLICY IMPLICATIONS 

          

Reforming trade policy to be pro-poor has been one of the aims of studies of the 

tradepoverty relationship. Many studies suggest that trade policy reforms should be 

combined with other reforms. Harrison, et al. (2003a, 2003b) suggest that trade policy 

reforms should be in conjunction with reforms of the labour market, institutions, and 

enterprise environment. According to Ravallion (2006), trade policy reforms should 

accompany other effective social protection policies. The findings from this study suggest 

some policy implications. Firstly, the finding that economic growth in Vietnam is pro-poor 

implies that this country should maintain high economic growth to provide the prerequisite 

for poverty reduction. Although increasing inequality, usually along with high growth, can 

dampen the benefits of growth, the report by the World Bank (2012a) suggests that 

inequality has not yet been a primary concern. Lower growth will actually frustrate the 

targets of poverty reduction to be fulfilled. Another reason for pursuing high economic 

growth is that it will help to reduce poverty efficiently, as growth affects rural welfare more 

than urban welfare, as suggested in this study. 

 

Secondly, employment in the import-competing sectors, export sectors, and manufacturing 

sectors is important for poverty reduction. The analysis in Chapter 4 suggests that the small 

and medium private enterprises and micro household enterprises are likely to be the crucial 

sources of employment and the optimal solution for poverty. However, they receive little 

support from the government. Meanwhile, SOEs squander enormous resources of the 

economy but generate modest outcomes in terms of growth and job creation. The efforts to 

reform the state enterprise sector are daunting because the government continues to 
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maintain the leading role of SOEs in the economy. This study suggests that the government 

needs really effective policies to develop private enterprises, if it devises to sustain 

employment in the long run.  

 

Thirdly, the study suggests that agricultural development continues to underpin and sustain 

economic development. Faster development of the industrial sector, especially the FDI 

sector, as a consequence of economic reforms and openness makes Vietnam appear to 

ignore the role of the agricultural sector. Consequently, the country’s basic comparative 

advantage has not been appropriately developed, and the economy has been mired in its 

longest economic recession since joining the WTO. In reality, agricultural production has 

been underdeveloped. The chaotic market distribution in agriculture, with numerous private 

traders, squeezes farmers’ profits. Farm households typically remain poor in one of the 

leading rice production countries in the world. The analysis also indicates the increasing 

number of landless people in rural areas, resulting in high stakes, because unemployment 

will consequently increase, and so will the political and economic instability. The 

development of the agricultural sector would be the key to sustaining economic 

development and poverty reduction. 

 

Fourthly, accelerating institutional reforms, especially in rural areas and in agricultural 

trade, will be by far the most effective way to reduce poverty. In fact, reforms of 

agricultural trade are institutional reforms. They include the re-organisation of the 

marketing system; the abolition of the state monopoly on rice; the control of the input 

market, especially fertiliser; and the establishment and co-ordination of the cooperation 

between farmers, firms, bankers, scientists, and authorities. The key of the reforms is to 

make farmers engaged in the reform process and to benefit from it.  

   

10.4 LIMITATIONS, SCOPE, AND FUTURE RESEARCH 

 

This study has provided evidence of the impacts of trade liberalisation on poverty in 

Vietnam following the Winters framework. As pointed out in the literature review, the 
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effects of trade liberalisation on poverty are multidimensional and almost indirect. The 

study has thrown light on many angles of the impacts. However, it has some additional 

drawbacks, apart from those that are addressed in the introductory chapter. The overall 

limitation of the study is that the proxies for the effects of trade liberalisation are still 

indirect, both because they are outcome-based measures and because data are limited. The 

study has yet to capture the impacts of the trade policy changes on poverty. The second 

shortcoming is that, as the study confines attention to the impacts of trade liberalisation, it 

bypasses the detailed analysis of trade reforms. The study, however, has provided an 

overview of the trade reform process, which is also helpful to understand the impacts of 

trade liberalisation. The third limitation is that the low education of farm households 

surveyed does not allow the survey to capture the more complicated facets of trade policy, 

such as the difference between farm gate prices and export prices, impacts of backward 

regulations on trade and rice production, and other macroeconomic effects on rice 

production and exports. Acknowledging these shortcomings, the study indeed provides a 

better understanding of the tradepoverty link and adds more evidence on the impacts of 

trade liberalisation on poverty in Vietnam.    

 

The shortcomings of the study suggest some new directions to investigate trade 

liberalisation and its impacts on poverty in Vietnam. Firstly, the study points out that the 

main deficiency of Vietnam’s trade policy is the marketing system in agriculture. Rice 

exports rely on external conditions of the world market that are beyond Vietnam’s control. 

However, Vietnam is more than capable of establishing an effective marketing system for 

agricultural production and exports that sustains agricultural development and benefits 

farmers and the poor. A study can investigate the market distribution channels of the rice 

and/or coffee market to provide more insight into the inadequate marketing system. 

Secondly, Vietnam’s trade policy is best described as protected but export-oriented. In 

reality, this country has failed to reconcile trade protection with its export-oriented strategy. 

A study can examine the dilemma of trade policy and how it impacts the economy or 

poverty. These research directions of trade policy and agricultural trade would be expected 
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to provide a more comprehensive story of trade policy in Vietnam. More importantly, such 

research can help to better understand why the economy has been getting off track. 

          

10.5 OVERALL CONCLUSIONS 

 

The combination of the country-specific approach using Vietnam as a case study and the 

holistic approach employing the Winters channels is the main contribution of this study to 

the literature on the tradepoverty nexus and to the argument for the positive effects of 

trade liberalisation on poverty in Vietnam. Perhaps the benefits of trade liberalisation to 

Vietnam’s economic development are no longer questionable. Vietnam used to succeed in 

trade liberalisation: the question now is why Vietnam is unable to sustain the benefits of 

trade liberalisation and, more importantly, make farm households benefit from trade 

liberalisation. The economy is struggling to stay on track. Not only is Vietnam a country on 

which trade liberalisation strongly impacts; but the case is also that this country is unable to 

protract the benefits of trade liberalisation. The analysis of the relationship between trade 

liberalisation and poverty suggests that the positive effects of trade liberalisation on poverty 

are not sustainable, primarily because Vietnam has not laid the foundation for taking 

advantage of openness. For instance, the underdeveloped institutional framework and the 

chaotic marketing distribution drag agricultural production down, and so does the economy. 

This is also the reason why farm households remain poor in one of the influential rice 

export countries in the world. In the future, when the time for low-hanging fruit is over and 

the competition in rice exports becomes sharper, this country will have difficulty obtaining 

better economic outcomes. This prediction becomes true for its present economy. The 

profoundly institutional reforms, particularly in agriculture, would be the ultimate in the 

economic reforms for Vietnam to continue to develop and reduce poverty.    
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