
i

Provincial Output Disparities and 

Government Responses: Vietnam, 1990-2008

Xuan-Binh VU

B.Eco, M.Eco

Griffith Business School

Department of Accounting, Finance and Economics

GRIFFITH UNIVERSITY

Submitted in fulfilment of the requirements of the degree of

Doctor of Philosophy

January 2013



ii

TABLE OF CONTENTS

LIST OF ABBREVIATIONS....................................................................................vii

LIST OF TABLES ..................................................................................................... ix

LIST OF FIGURES.................................................................................................... xi

LIST OF MAPS .......................................................................................................xiii

LIST OF DIAGRAM ............................................................................................... xiv

ABSTRACT.............................................................................................................. xv

STATEMENT OF ORIGINALITY ......................................................................... xvii

ACKNOWLEDGMENTS ......................................................................................xviii

CHAPTER 1: INTRODUCTION ...............................................................................1

1.1. THE RESEARCH PROBLEM AND SIGNIFICANCE OF THE RESEARCH AREA........................... 1

1.2. RESEARCH OBJECTIVES ....................................................................................................... 3

1.3. SCOPE OF THE RESEARCH................................................................................................... 4

1.4. RESEARCH METHODS ......................................................................................................... 4

1.5. STRUCTURE OF THESIS ....................................................................................................... 6

1.6. CHAPTER SUMMARY .......................................................................................................... 8

CHAPTER 2: BACKGROUND AND PREVIOUS RESEARCH .............................9

2.1. OVERVIEW OF ECONOMIC DEVELOPMENT AND REGIONAL DISPARITIES IN VIETNAM..... 9

2.1.1. Overview of economic development in Vietnam ..........................................9

2.1.2. Overview of regional disparities in Vietnam...............................................14



iii

2.2. LITERATURE ON REGIONAL INCOME DISPARITIES ........................................................... 17

2.2.1. Concepts and measures of regional disparity ..............................................17

2.2.2. Empirical review of regional income disparities .........................................19

2.3. LITERATURE ON GOVERNMENT RESPONSES TO REGIONAL DISPARITIES ........................ 41

2.3.1. International context ..................................................................................43

2.3.2. Vietnamese context ....................................................................................53

2.4. KEY GAPS IN THE LITERATURE .......................................................................................... 56

2.5. CHAPTER SUMMARY ........................................................................................................ 57

CHAPTER 3: RESEARCH METHODOLOGY......................................................58

3.1. RESEARCH QUESTIONS ..................................................................................................... 58

3.2. OVERVIEW OF RESEARCH METHODS ............................................................................... 59

3.2.1. Research methods for RQ1A:.....................................................................60

3.2.2. Research methods for RQ1B: .....................................................................69

3.2.3. Research methods for RQ1C: .....................................................................71

3.2.4. Research methods for RQ2A:.....................................................................72

3.2.5. Research methods for RQ2B: .....................................................................72

3.2.6. Research methods for RQ3:........................................................................75

3.3. DATA SOURCES ................................................................................................................. 76

3.4. ETHICS ISSUES................................................................................................................... 78

3.5. INTERVIEWS...................................................................................................................... 79

3.6. CHAPTER SUMMARY ........................................................................................................ 81

CHAPTER 4: PROVINCIAL OUTPUT DISPARITIES IN VIETNAM................82



iv

4.1. FINDINGS: OVERALL DIVERGENCE/CONVERGENCE TRENDS............................................ 82

4.1.1. The Phillips-Sul log-t tests .........................................................................82

4.1.2. The Pesaran pair-wise test ..........................................................................83

4.1.3. Sigma-convergence, Theil coefficient and Gini coefficient.........................85

4.1.4. Beta-convergence.......................................................................................87

4.2. FINDINGS: CONVERGENCE CLUBS .................................................................................... 88

4.3. FINDINGS: RELATIVE GROWTH PERFORMANCES ............................................................. 94

4.3.1. General Trends and Patterns.......................................................................95

4.3.2. Individual Clubs and Provinces ................................................................103

4.4. FINDINGS: KEY FACTORS BEHIND THE SWITCH FROM DIVERGENCE TO CONVERGENCE120

4.4.1. Foreign Direct Investment (FDI) ..............................................................120

4.4.2. Public Investment.....................................................................................121

4.4.3. Central-Provincial Transfers ....................................................................122

4.4.4. Private investment (excluding FDI)..........................................................123

4.5. CHAPTER SUMMARY ...................................................................................................... 124

CHAPTER 5: VIETNAM’S RESPONSES TO PROVINCIAL ECONOMIC 

DISPARITIES THROUGH CENTRAL-PROVINCIAL GOVERNMENT 

FINANCIAL RELATIONS .................................................................................... 126

5.1. MAIN FEATURES OF CENTRAL-PROVINCIAL GOVERNMENT FINANCIAL ARRANGEMENTS 

IN VIETNAM ........................................................................................................................... 127

5.1.1. Before 2004 .............................................................................................127

5.1.2. After 2004................................................................................................133



v

5.2. ECONOMETRIC ANALYSIS OF TRENDS UNDERLYING TRANSFER FROM THE CENTRAL TO 

PROVINCIAL GOVERNMENTS ................................................................................................ 154

5.3. THE ROLE OF TRANSFERS FROM THE CENTRAL TO PROVINCIAL GOVERNMENTS......... 163

5.3.1. Officials’ assessment of effectiveness of transfers from the central 

government to poorer provinces in reducing poverty and provincial output 

disparities ..........................................................................................................163

5.2.2. Officials’ assessment of the importance of subsidies from the central 

government to provinces....................................................................................166

5.2.3. Officials’ assessment of the importance of other resources (apart from 

budget collection) which provinces could collect for additional resources to meet 

their needs. ........................................................................................................170

5.4. CHAPTER SUMMARY ...................................................................................................... 173

CHAPTER 6: SIGNIFICANT ISSUES IN IMPLEMENTING CENTRAL-

PROVINCIAL GOVERNMENT FINANCIAL RELATIONS IN VIETNAM ....174

6.1. CENTRAL GOVERNMENT’S DIFFICULTIES IN SECURING RESOURCES FOR REDISTRIBUTION 

TO POORER PROVINCES ........................................................................................................ 175

6.2. POSSIBLE OVER-RELIANCE OF SOME PROVINCES ON SUBSIDIES FROM THE CENTRAL 

AUTHORITIES ......................................................................................................................... 182

6.3. SUGGESTIONS RECEIVED FROM OFFICIALS INTERVIEWED REGARDING SPECIFIC ASPECTS 

OF CENTRAL-PROVINCIAL GOVERNMENT BUDGETARY ARRANGEMENTS ........................... 185

6.3.1. Budget revenue arrangements ..................................................................185

6.3.2. Budget over-collection reward mechanism ...............................................194

6.3.3. Budget expenditure arrangements ............................................................196

6.3.4. Budget stability period .............................................................................202

6.3.5. Transfers from the central to provincial governments ...............................205



vi

6.3.6. Borrowing of provincial governments ......................................................208

6.4. CHAPTER SUMMARY ...................................................................................................... 214

CHAPTER 7: CONCLUSION................................................................................216

7.1. MAIN CONTRIBUTIONS................................................................................................... 216

7.2. MAIN FINDINGS AND POLICY IMPLICATIONS ................................................................. 217

7.3. LIMITATIONS OF THE STUDY AND FUTURE RESEARCH DIRECTIONS.............................. 221

APPENDICES .........................................................................................................224

BIBLIOGRAPHY ...................................................................................................254

LIST OF OFFICIAL VIETNAMESE DOCUMENTS ..........................................275



vii

LIST OF ABBREVIATIONS

BMR Bangkok Metropolitan Region

BOT Build-Operate-Transfer

BT Build-Operate

CH the Central Highlands region

CIT Corporate Income Tax

CV Coefficient of variation

CV
U

Unweighted Coefficient of Variation

CV
W

Weighted Coefficient of Variation

DOF Department of Finance

FDI Foreign Direct Investment

GDP Gross Domestic Product

GIS Geographical Information System

GRDP Gross Regional Domestic Product

GRP Gross Regional Product

GSO The General Statistics Office of Vietnam

GSP Gross State Product

IMF International Monetary Fund

MOF Ministry of Finance

MoLISA Ministry of Labour, War Invalids, and Social Affairs

MPI Ministry of Planning and Investment

MRD the Mekong River Delta region



viii

NCC the North Central Coast region

NE the North East region

NW the North West region

OECD Organisation for Economic Co-operation and Development

OLS Ordinary Least Squares

PCI Provincial Competitiveness Index

PI Personal Income

RRD the Red River Delta region

SCC the South Central Coast region

SE the South East region

SOE

US

USD                       

State Owned Enterprises

the United States

United States Dollar

VAT Value Added Tax

VBSP Vietnam Bank for Social Policies

VCCI Vietnam Chamber of Commerce and Industry 

VDAF Vietnam Development Assistance Fund

VDB

VHLSS                    

Vietnam Development Bank

Vietnam Household Living Standards Survey

VLSS Vietnam Living Standards Survey

VND Vietnam Dong

VSB Vietnam State Bank



ix

LIST OF TABLES

Table 2.1: Vietnam’s economic performance, 1986-2011 .......................................... 13

Table 2.2: Percentage of households living under the poverty line in rural and urban areas, 

in eight regions, and in ethnic groups, 1993-2010 ......................................................... 16

Table 2.3: Empirical studies on regional income disparities at the international context

.................................................................................................................................. 21

Table 2.4: Empirical studies on regional income disparities at Vietnamese context .... 34

Table 3.1: List of central and provincial officials interviewed .................................... 81

Table 4.1:  Proportion of output gap pairs for which the stationarity hypothesis is 

accepted by using ADF tests...................................................................................... 84

Table 4.2: Proportion of output gap pairs for which the stationarity hypothesis is 

rejected by using KPSS test ....................................................................................... 85

Table 4.3: Phillips-Sul tests of overall and club convergence, 1990-2008 .................. 89

Table 4.4: A set of economic indicators of seven clubs in 2008 ................................. 93

Table 4.5: A set of economic indicators of provinces of augmented club 1 and Ba Ria-

Vung Tau in 2008...................................................................................................... 99

Table 5.1: Shared taxes between central and provincial governments ...................... 141

Table 5.2: Estimated relationships between the ratios of net transfer per capita of 

provinces to the national GDP per capita and the ratios of GDP per capita of provinces 

to the national GDP per capita ................................................................................. 156

Table 5.3: The results of Chow breakpoint tests for the weighted coefficient of 

variation (CVw) of provincial transfer per capita from 2000 to 2008 ........................ 157

Table 5.4: Panel data estimations (fixed effects) ...................................................... 159



x

Table 5.5: Panel data estimations (random effects) .................................................. 162

Table 5.6: Ratings of interviewees regarding the effectiveness of transfers in helping to 

reduce poverty and provincial output disparities ...................................................... 166

Table 5.7: List of provinces in receipt of net transfers from the central budget and the 

ratios of the transfers to provincial budget expenditures in 2008 .............................. 169

Table 6.1: List of provinces and cities transferred their revenues to the central budget 

in 2003 and 2008..................................................................................................... 177



xi

LIST OF FIGURES

Figure 4.1: Disparity in GDP per capita across provinces from 1990 to 2008 (CV
W

) . 86

Figure 4.2: Disparity in GDP per capita across provinces from 1990 to 2008 (Theil 

coefficient) ................................................................................................................ 86

Figure 4.3: Disparity in GDP per capita across provinces from 1990 to 2008 (Gini 

coefficient) ................................................................................................................ 87

Figure 4.4: Average growth of GDP per capita relative to GDP per capita in 1990 at 

1994 prices................................................................................................................ 88

Figure 4.5: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of average clubs ......................................................... 91

Figure 4.6: The growth path of output per capita in each club-average relative to that of 

Ho Chi Minh City and to the national average ........................................................... 96

Figure 4.7: The growth path of output per capita in each province of Club 1 relative to 

that of Ho Chi Minh City and to the national average .............................................. 104

Figure 4.8: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 1 provinces ............................................ 105

Figure 4.9: The growth path of output per capita in each province of Club 2 relative to 

that of Ho Chi Minh City and to the national average .............................................. 107

Figure 4.10: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 2 provinces ............................................ 108

Figure 4.11: The growth path of output per capita in each province of Club 3 relative to 

that of Ho Chi Minh City and to the national average .............................................. 109

Figure 4.12: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 3 provinces ............................................ 110



xii

Figure 4.13: The growth path of output per capita in each province of Club 4 relative to 

that of Ho Chi Minh City and to the national average .............................................. 111

Figure 4.14: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 4 provinces ............................................ 112

Figure 4.15: The growth path of output per capita in each province of Club 5 relative to 

that of Ho Chi Minh City and to the national average .............................................. 113

Figure 4.16: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 5 provinces ............................................ 114

Figure 4.17: The growth path of output per capita in each province of Club 6 relative to 

that of Ho Chi Minh City and to the national average .............................................. 116

Figure 4.18: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 6 provinces ............................................ 117

Figure 4.19: The growth path of output per capita in each province of Club 7 relative to 

that of Ho Chi Minh City and to the national average .............................................. 118

Figure 4.20: Coefficient of variation (CV
W

), Theil coefficient and Gini coefficient of 

GDP per capita at 1994 prices of the Club 7 provinces ............................................ 119

Figure 4.21: The growth path of output per capita of Ba Ria Vung Tau and Lang Son 

relative to that of Ho Chi Minh City and to the national average .............................. 120

Figure 5.1: Ratios of equalisation transfers (or targeted transfers) to total transfers from 

the central to provincial governments between 2001 and 2008................................. 149



xiii

LIST OF MAPS

Map 4.1: All Clubs and remaining provinces ............................................................. 90

Map 4.2: Augmented Club 1...................................................................................... 98

Map 4.3: Club 4 ...................................................................................................... 100

Map 4.4: Club 6 ...................................................................................................... 101

Map 4.5: Augmented Club 7.................................................................................... 102

Map 6.1: Provinces transferred their shared revenues to the central government and 

provinces received subsidies from the central government in 2008 ........................ 1788



xiv

LIST OF DIAGRAM

Diagram 5.1: Main features of central-provincial government budgetary arrangements 

under the 2002 State Budget Law ............................................................................ 135



xv

ABSTRACT

After nearly 25 years of economic reform, Vietnam has attained a number of 

noteworthy achievements, including rapid growth in GDP per capita and significant 

poverty reduction. However, although all regions of the country have enjoyed growth, 

the benefits have not been spread equally. 

There is a lack of knowledge about provincial output disparities in Vietnam. 

Few (if any) studies have analysed trends in output per capita in each province relative 

to a reference economy, such as Ho Chi Minh City or the national average, and the 

main determinants of the dynamics underlying these trends. Further, there has been no 

systematic analysis of government responses to provincial output disparities through 

central-provincial government financial relations and issues arising in implementing 

these relations. To help address these gaps in the literature, this study uses a range of 

complementary methods including econometric analyses, analytical review of available 

official documents and in-depth interviews with policymakers. 

There are three main findings. First, the results of econometric analyses 

indicated that GDP per capita of provinces tended to diverge over the period 1990-

2008 but there was a clear break in the trend around 2004, when the divergence trend 

began to reverse itself. Most of the provinces could be grouped into seven convergence 

clubs -- within each of these clubs, the members tended to converge, but the club 

averages tended to diverge. During the sub-period 1990-1997, almost all provinces 

diverged from Ho Chi Minh City, but in the latest sub-period (2005-2008) an 

overwhelming majority converged upward toward it. The turn-around which occurred 

in 2004, from a divergence trend to a convergence trend, appears to have been 

facilitated by significant movements toward a more even distribution of FDI across 
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provinces, by major public investment programs in poorer provinces, and by 

substantial transfers from the central to some provincial budgets.

Second, the results of systematic content analysis suggested that after 2004 

transfers from the central to provincial governments conformed much more closely to 

objective, pre-determined criteria than previously. Such transfers have played an 

important role in reducing poverty and provincial output disparities. 

Third, the results of in-depth interviews suggested that the central government 

faces on-going difficulties in securing adequate resources for redistribution to poorer 

provinces. The findings also indicated a possible over-reliance of some provinces on 

transfers from the central government. Throughout the analysis, recommendations for 

addressing the relevant issues are included where appropriate. 

The main contributions of the study lie in the use and interpretation of recent 

data and in the synthesis of findings from several analytical approaches into a set of 

consistent interpretations toward a better understanding of provincial output disparities 

during the period 1990-2008. Of particular interest is the use of provincial 

geographical information and history as a supplement to economic and financial data. 

The study provides the basis and recommendations for an evidence-based policy 

response to the problem of provincial output disparities in Vietnam.
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CHAPTER 1

INTRODUCTION

1.1. THE RESEARCH PROBLEM AND SIGNIFICANCE OF 

THE RESEARCH AREA

Regional income disparities in any given country tend to reflect socio-economic 

conditions and national policies, including those governing responses to regional 

disparities. In turn, these disparities may affect not only the socio-economic 

development of particular regions, but also the political stability of the entire nation. 

According to Shankar and Shah (2001), regional disparities can lead to 

serious political threats such as disunity, separation, and disintegration. Indeed, civil 

wars have been fought over regional inequality (Heltberg, 2003). Further, income 

inequality is one of the factors leading to increasing crime rates in some countries. 

For example, inequality has a strong impact on violent crime in U.S cities,

illustrated by an elasticity of more than 0.5 (Kelly, 2000). In a study of the 

relationship between income inequality and homicides in 39 countries during 1965-

95 as well as between income inequality and robberies in 37 countries during 1970-

94, Fajnzylber, Lederman and Loayza (2002) found that income inequality had a 

significantly positive correlation with the violent crime rate in those countries. 

In addition, income disparity adversely affects growth (Persson & Tabellini, 

1994; Alesina & Rodrik, 1994; Ezcurra, 2007). Rising regional income disparity 
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may cause socio-economic instability, resulting in a situation in which poorer

regions could hamper national economic growth (Yang, 2002). Income inequality 

may also increase socio-political instability, which in turn discourages investment 

(Alesina & Perotti, 1996). The degree of income inequality is negatively correlated 

with regional growth (Ezcurra, 2007), and redistribution that reduces inequality may

boost economic growth (Keane & Prasad, 2002). 

According to Lopez and Servén (2006), income inequality is one of the 

factors hampering poverty reduction. The World Bank (2009) affirms that regional 

inequalities are important challenges in most countries, especially those with large 

geographic areas.

In the case of Vietnam, after nearly 25 years of economic reform, the 

country has attained a number of noteworthy achievements, including rapid growth 

in income per capita, significant reduction in poverty levels, and ready access by the 

average citizen to a much wider range of goods and services than before. The 

average rate of growth in real GDP during the period 1990-2008 was approximately 

7.6 percent per year. However, although all regions of the country have enjoyed 

growth, the benefits have not been spread equally and the uneven pattern of 

economic development led to a widening of regional differences in GDP per capita. 

The growing regional income inequalities might harm the stability of the economic 

reform process and slow down prospects for future growth if these disparities are 

not addressed. Moreover, historically, experience elsewhere in the world suggests 

that few countries have succeeded in maintaining political stability under conditions 

of severe income disparity (Pedroni &Yao, 2006).  
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While there have been many empirical studies on regional income 

disparities and government responses to this problem

1

, there is a lack of knowledge 

about provincial output disparities in Vietnam. There is also no information on 

trends in output per capita in each province relative to the reference economies, Ho 

Chi Minh City and the national average, together with the main determinants of the 

dynamics underlying these trends. Furthermore, a systematic analysis of 

government responses to provincial output disparities through the financial relations 

between central and provincial governments as well as issues arising in 

implementing the arrangements do not appear to have been undertaken. This study 

seeks to help address these gaps in the literature. Such knowledge will be of interest 

to researchers and policy-makers, not only in Vietnam but also in other countries 

where regional income disparities are an issue of concern.

1.2. RESEARCH OBJECTIVES 

The specific objectives of this research are:

(i) to examine output levels at the provincial level in Vietnam for 

convergence to, or divergence from, the reference economies, Ho 

Chi Minh City and the national average

(ii) to identify provinces featuring most prominently in these tendencies

(iii) to investigate the main determinants of the dynamics underlying the 

above divergence or convergence pattern

1

The details of which are discussed in the literature review of chapter 2
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(iv) to analyse government responses to provincial output disparities 

through central-provincial government financial relations

(v) to examine the main issues arising in implementing central-

provincial government financial relations 

1.3. SCOPE OF THE RESEARCH 

The study will concentrate on provincial output disparities, the main determinants 

of the dynamics underlying any divergence or convergence pattern, the government 

responses to the disparities through central-provincial government financial 

arrangements, and the major issues arising in implementing such arrangements. 

Regional output disparities at sub-provincial levels and other government policies 

will not be considered in this thesis in view of the time and resources available. 

1.4. RESEARCH METHODS

To investigate provincial output disparities in Vietnam, this study uses a range of 

complementary methods, as follows:

1. Sigma-convergence (weighted coefficient of variation) analysis, Theil 

coefficient and Gini coefficient are used to examine the dispersion of real GDP per 

capita across provinces in Vietnam over time. 

2. Beta-convergen -convergence) analysis is employed to investigate the 

relationship between the average growth of per capita GDP and the initial level of 

GDP per capita. 
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3. A much more recent method, the Phillips-Sul test is utilised. This test is 

based on a time series regression and includes a one-sided t-test of the null 

hypothesis of convergence against the alternatives of no convergence and partial 

convergence among sub-groups (Phillips and Sul, 2007, 2009).

4. A pair-wise approach (Pesaran, 2007) is employed to test for output and 

growth convergence across provinces in Vietnam. 

5. In recognition of the fact that the Phillips-Sul method and the Persaran 

method do not allow for structural breaks, the thesis applies the method proposed by 

Nguyen, Smith and Meyer-Boehm (2006) to analyse the log of the ratio of output 

per capita in each province to the output per capita in a reference economy, within a 

framework that does take into account such breaks. 

6. Geographical Information System (GIS) mapping is used to identify 

provinces that are geographically related and local information and local 

characteristics are used to supplement the statistical results.

7. Statistical data including foreign direct investment, public investment and 

subsidies from the central to provincial governments as well as information 

available from government documents are employed to investigate key factors 

behind these dynamics.

To examine Vietnam’s responses to provincial economic disparities through 

central-provincial government financial relations as well as main issues in 

implementing the relations, the study applies the following methods.
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1. The study uses official documents to analyse the major features of central 

and provincial government financial relations, especially the main changes in these

relations after 2004.

2. Econometric models including linear regression models and a panel data 

regression model are also applied to investigate trends and patterns among transfers 

from the central to provincial governments.

3. The results of in-depth interviews with 19 central and provincial officials 

are used to analyse the role of transfers from the central government in helping to 

reduce poverty and provincial output disparities in Vietnam as well as the main 

issues in implementing central-provincial government financial relations to address 

the disparities.

1.5. STRUCTURE OF THESIS

The remainder of the study is structured as follows. Chapter 2 presents a brief 

overview of the economic development process and regional disparities in Vietnam 

during recent decades. The chapter also includes a review of the literature on 

regional output/income disparities as well as government responses to such 

disparities in both the international and Vietnamese context. From the literature 

review, key gaps in the knowledge in this area are identified. 

Chapter 3 provides details regarding the research methods to be used in this 

study. In particular, the chapter links each research question with the research 

methods to be adopted to address that particular research question. In addition, the 
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sources of data collected, the ethical issues relating to the conduct of interviews, 

and the interview methods are documented.

Chapter 4 analyses provincial output disparities in Vietnam during the 

period 1990-2008. In particular, the chapter presents the findings of overall 

divergence and convergence clubs. In addition, the chapter further examines the 

disparities through comparing the growth path of output per capita in each economy 

(province or club-average) relative to that of the reference economies such as Ho 

Chi Minh City and the national average. Finally, the chapter explores some key 

factors which may underlie the switch from divergence to convergence after 2004.

Chapter 5 analyses Vietnam’s responses to provincial economic disparities 

through central-provincial government financial relations. In particular, this chapter 

examines the main features of central-provincial government financial 

arrangements, especially the major changes in those arrangements after the year 

2004. In addition, econometric analysis of trends underlying transfers from the 

central to provincial governments is reported in the chapter. The chapter also 

explores the roles of transfers from the central to provincial governments in helping 

to reduce poverty and provincial output disparities. More particularly, the chapter 

analyses officials’ assessment of the effectiveness of the transfers in helping to 

reduce poverty and provincial output disparities, assessment of the importance of 

the subsidies, and officials’ assessment of importance of other resources (apart from 

budget collection) which provinces could collect to get additional resources to meet 

their needs. 
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Chapter 6 examines key issues in implementing central-provincial 

government financial relations in Vietnam. In particular, this chapter analyses the 

difficulty faced by the central government in securing adequate resources for 

redistribution to poorer provinces and the possible over-reliance of some provinces 

on transfers from the central government. In addition, the chapter examines in depth 

a number of suggestions received from the interviewed officials regarding particular 

aspects of central-provincial government budgetary arrangements and attempts to 

make some policy recommendations for future improvement.

The final chapter presents an overview of the study’s main contributions, 

summarises the major findings from the various analytical methodologies and 

brings to light the policy implications arising from the research. It also discusses

some limitations of the study and raises suggestions for further research. 

1.6. CHAPTER SUMMARY

This chapter introduces the rationale for this research project. In particular, the 

chapter presents the research problem and the significance of the research. In 

addition, it reports the objectives of this research to fill key gaps. The chapter also 

presents the scope of the research, an overview of the methodologies of the study as 

well as the structure of the thesis.

We turn, in the next chapter, to a review of the research background and of 

the literature on regional disparities and government’s responses.



9

CHAPTER 2

BACKGROUND AND PREVIOUS RESEARCH 

This chapter presents some background information and a review of the literature, 

both theoretical and empirical, which is of direct relevance to the topic of this study. 

The main purpose of the chapter is to facilitate a more complete understanding of 

the study’s context. 

The chapter is divided into five sections. Section 2.1 presents a brief 

overview of the economic development process and regional disparities in Vietnam 

during recent decades. Section 2.2 reviews the literature on regional income 

disparities within both the international and Vietnamese contexts. Government 

responses to regional disparities are reviewed in Section 2.3, while Section 2.4 

identifies key gaps in the literature. Section 2.5 summarises the main points raised 

in the chapter. 

2.1. OVERVIEW OF ECONOMIC DEVELOPMENT AND 

REGIONAL DISPARITIES IN VIETNAM

2.1.1. Overview of economic development in Vietnam

After reunification in 1975 and the implementation of the central planning 

economic mechanism, Vietnam fell into a socio-economic crisis. Agricultural 

production was stagnant, leading to a persistent shortage of food. Although the 
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industrial output value of the state sector increased by approximately 6.1 percent 

during the period 1977-1985, most state-owned factories and enterprises were 

making false profits and real losses due to extensive government subsidies. The 

inflation rate rocketed to the highest point of 774.7 percent in 1986 and living 

standards declined. As a consequence, Vietnam was under strong pressure to reform 

the economy (Pham-Xuan-Nam, 2005).

The sixth Party Congress in 1986 was a turning point in economic policies. 

With the motto “see the truth, assess the truth and speak the truth”, the Congress 

criticised many past policies. In 1989, the country adopted a comprehensive reform 

package aimed at stabilising and opening up the economy. The measures adopted 

included: (i) almost complete price liberalization; (ii) large devaluation and 

unification of the exchange rate; (iii) increases in interest rates to positive levels in 

real terms; (iv) substantial reduction in subsidies to state owned enterprises (SOE); 

(v) agricultural reforms through replacement of co-operatives by households as the 

basic decision-making unit in production and security of tenure for farming 

families; (vi) encouragement of the private sector, including foreign direct 

investment (FDI); (vii) removal of domestic trade barriers and the creation of a 

more open economy (Vo-Tri-Thanh and Pham-Hoang-Ha 2004, p. 65). 

After more than two decades of “Doi Moi” (innovation), Vietnam has been 

transformed from a centrally planned economy to a market- and export-oriented 

emerging market, and has recorded one of the best performances internationally in 

terms of economic growth. More generally, the reform effort has brought positive 

effects on various aspects of economic development. For example, the annual 

growth rate of real GDP rose from nearly 4.3 percent during the period 1986-1990 
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to approximately 7.0 percent during the period 1991-2011. As a result, GDP per 

capita increased substantially from US$ 98 in 1990 to US$ 1375 in 2011, an 

increase of 13.4 percent per annum. Inflation was brought down sharply to a single-

digit level in 1993 and remained under control until early 2007. The poverty rate 

declined rapidly from 58 percent in 1993 to 10.7 percent in 2010 (for more details, 

please see Table 2.1). 

In addition, the economic structure has shifted towards the line of 

industrialization and modernisation. The ratio of agro-forest-fishery products in 

GDP decreased from 38.7 percent in 1990 to 20.9 percent in 2005; that of industry 

and services rose from 22.6 percent and 35.7 percent in 1990 to 41 percent and 38.1 

percent in 2005, respectively. The quality of products improved rapidly and many 

products competed strongly in domestic and international markets. The export 

market has been maintained and widened with average growth rates of export and 

import values during the period 1992-2008 of 22.6 percent and 24.2 percent, 

respectively. The key to Vietnam’s development has been its success as an exporter 

of (i) primary products such as rice, coffee, fish, pepper and rubber; (ii) light 

manufactures such as clothes, shoes and furniture; and (iii) petroleum-based 

products. Most non-oil exports are produced by small private firms and foreign and 

joint venture companies (Bjornestad, 2009). 

In spite of these remarkable achievements, a number of problems remain. In 

particular, the country’s GDP per capita level is still one of the lowest in the Asia-

Pacific region and the inflation rate has tended to increase rapidly. Moreover, the 

poverty rate remains above 10 percent, and income inequality tended to rise over 
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recent years. The Gini’s coefficient of expenditure per capita rose from 

approximately 34 percent in the early-1990s to around 43 percent in the 2000s. 
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Table 2.1: Vietnam’s economic performance, 1986-2011

Year

Real GDP 

Growth 

(%)

GDP per 

capita 

(USD)

*

Inflation 

rate

(%)

Poverty 

rate

(%)

Gini Coefficients 

of per capita 

expenditure

1986-1989 4.3 n.a

119.0

n.a n.a

1990 5.1 98.0 n.a 0.345

1991 6.0 n.a n.a n.a

1992 8.6 144.2

17.6

n.a n.a

1993 8.1 189.3 58.1 0.340

1994 8.8 230.0 n.a 0.350

1995 9.5 288.0 n.a 0.375

1996 9.3 337.0 5.6 n.a n.a

1997 8.2 361.3 3.1 n.a n.a

1998 5.8 360.6 7.9 37.4 0.350

1999 4.8 374.5 4.1 n.a n.a

2000 6.7 402.0 -1.6 n.a n.a

2001 6.9 415.4 -0.4 n.a n.a

2002 7.0 439.8 4.0 28.9 0.420

2003 7.3 488.9 3.2 n.a n.a

2004 7.8 553.8 7.7 19.5 0.420

2005 8.4 636.7 8.3 n.a n.a

2006 8.2 723.6 7.5 15.5 0.424

2007 8.5 834.2 8.3 14.8 n.a

2008 6.2 1024.0 23.0 13.4 0.434

2009 5.3 1064.0 6.9 n.a n.a

2010 6.7 1169.0 12.0 10.7 0.433

2011 5.8 1375.0 18.6 n.a n.a

Notes:

n.a. not available

*Author’s calculation based on data from the GSO and the IMF

Sources: the GSO, the World Bank, and the IMF.
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2.1.2. Overview of regional disparities in Vietnam

There are eight regions in Vietnam including the North West, the North East, the 

Red River Delta, the North Central Coast, the South Central Coast, the Central 

Highlands, the South East, and the Mekong River Delta regions (for details, please 

see Appendix A). The South East region, including Ho Chi Minh City, is the richest 

region in Vietnam, while the poorest regions are the Northern Uplands, the North 

Central Coast and the Central Highlands. The income gap between the richest 

region (the South East) and the poorest region (the North Uplands) widened from 

1.9 times in 1993 to 2.6 times in 1998. Between the three areas of Vietnam (the 

North, Central and South), average annual income per capita in the South has 

always been higher than that in the North and Central Vietnam. In 1998, income per 

capita in the Southeast region was 2.2 times the average level of the whole country, 

while income per capita of all Northern and Central regions was lower than the 

country’s average level (Pham-Lan- Huong & Pham-Thi-Vinh, 2004).

Similarly, there are disparities in the poverty rates in the eight regions of 

Vietnam. The poverty rate is highest in the North West, the Central Highlands and 

the North Central Coast, whereas it is quite low in the Red River Delta as well as 

the South Coast. Between these poor and wealthier groups are the North East, the 

South Central Coast and the Mekong River Delta. The majority of poor people live 

in rural, mountainous and remote areas. The percentage of people living under the 

poverty line in the ethnic minority groups is much higher than that of the Kinh 

(main Vietnamese ethnic group) and the Hoa (ethnic Chinese) (for more details, 

please see Table 2.2). According to the VHLSS 2004, the population of the ethnic 
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minorities was nearly ten million, accounting for 13 percent of the total population, 

but these minorities account for 40 percent of the total number of people living in 

poverty. In 2006, the percentage of people living below the poverty line among 

ethnic minority groups was 52 percent in comparison with 10 percent for the Kinh 

and the Hoa (Vietnam Development Report, 2007). 

Between 2002 and 2004, the poverty rates in rural and mountainous areas 

declined considerably, while in urban areas, they remained stable or even showed a 

tendency to increase (for more details, please see Table 2.2). Nevertheless, the gaps 

in poverty rates between rich and poor regions remained substantial representing a 

serious challenge for the Vietnamese government to overcome. 



16

Table 2.2: Percentage of households living under the poverty line in rural and urban areas, in eight regions, and in ethnic groups, 1993-2010

1993 1998 2002 2004 2006 2008 2010

Entire country 58.1 37.4 28.9 19.5 15.5 13.4 10.7

Urban 25.1 9.2 6.6 8.6 7.7 6.7 5.1

Rural 66.4 45.5 35.6 25.0 18.0 16.1 13.2

Kinh and Hoa (Chinese) 53.9 31.1 23.1 13.5 10.3 8.5 n.a

Ethnic minorities 86.4 75.2 69.3 60.7 52.3 49.8 n.a

Northern Mountains 81.5 64.2 49.3 35.4 30.2 28.5 29.4

North East 86.0 62.0 38.4 29.4 25.0 24.3 17.7

North West 81.0 73.0 68.0 58.6 49.0 43.8 32.7

Red River Delta 62.7 29.3 22.4 12.1 10.1 8.7 6.5

North Central Coast 74.5 48.1 43.9 31.9 29.1 21.8 19.3

South Central Coast 47.2 34.5 25.2 19.0 12.6 13.1 12.7

Central Highlands 70.0 52.4 51.8 33.1 28.6 21.0 17.2

South East 37.0 12.2 10.6 5.4 5.8 2.5 2.2

Mekong River Delta 47.1 36.9 23.4 15.9 13.0 11.4 8.9

Notes: n.a not available

Sources: the GSO and Vietnam Development Report (2007).



17

2.2. LITERATURE ON REGIONAL INCOME DISPARITIES

2.2.1. Concepts and measures of regional disparity

This section briefly reviews methods for measurement of regional inequality. There 

are two types of measures: static and dynamic. Static measures capture a snapshot of 

regional disparities at a point of time, while dynamic measures provide historical 

trends.

2.2.1.1. Static measures of regional disparity

Maximum to minimum ratio [MMR]

This method is used to compare the gross regional domestic product (GRDP) per 

capita between a region with the lowest income and a region with the highest income. 

If the range of these inequalities is small (close to one); this means that the different 

regions have relatively even incomes. Conversely, if the range is large, it is more 

difficult to interpret because the high ratio may be due to either substantial variation 

in the distribution of per capita GRDPs or the presence of outliers (Shankar and Shah, 

2001).

Relative mean deviation [R
w
]

The relative mean deviation of GRDP per capita is computed by the following 

equation (Williamson, 1965; Kakwani, 1980):
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where R
w

is a measure weighted by population proportions of the regions; y
i

is the 

income per capita of region i; y is the national mean income per capita; P is the 

national population; and p
i
is the population of region i. 

If R
w 

is close to zero, this indicates perfect equality between regions. However, 

if R
w

is close to two, this refers perfect inequality between regions.

Coefficient of variation [CV] 

The coefficient of variation is widely used in the literature to measure regional 

disparity. The CV is a measure of dispersion around the mean and can be computed in 

different ways (for more details, please see the Section 3.2.1 of Chapter 3). 

Theil coefficient [T] and Gini coefficient [G]

Two other measures of inequality are Theil coefficient and Gini coefficient which 

were introduced by Theil (1967) and Kakwani (1980), respectively (for more details, 

please see Section 3.2.1 of Chapter 3).

2.2.1.2. Dynamic concepts of regional disparity

Whereas the static measures provide a snapshot view of regional income inequalities, 

a longer-term perspective is more helpful in determining the impact of public policies. 

Therefore, it is necessary to develop a time profile of static measures and discern 

whether these disparities appear to diminish (the so-called convergence hypothesis) or 

increase (the divergence hypothesis) (Shankar & Shah, 2001). According to Barro and 

Sala-i-Martin (1995) and Sala-i-Martin (1996), there are two statistical concepts used 

to examine the dynamics of regional disparities. The first concept is the sigma 

convergence that implies a reduction in the dispersion of regional income over time. 
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The second is the beta convergence that refers to any catching up in incomes by 

poorer regions through faster growth. More recently, authors such as Pesaran (2007)

and Phillips and Sul (2009) have emphasised the use of times series techniques to 

assess whether two or more economies converge or diverge over time. In this study, 

all three types of dynamic measures will be applied to examine historical trends of 

regional disparities in Vietnam (for more details, please see the Section 3.2.1 of 

Chapter 3). 

2.2.2. Empirical review of regional income disparities

Global economic development has brought human beings remarkable achievements 

(World Bank, 2009). In particular, during the period 1820-2008, average global GDP 

per capita increased almost ten times, life expectancy nearly doubled, and literacy 

rates increased from below 20 percent to above 80 percent (World Bank, 2009). 

However, these achievements of global economic development have not been spread 

equally among countries and regions. Growth came earlier to some regions than 

others. Some areas performed better than others as they promoted transformations 

along the three dimensions of economic geography including higher densities of 

economic activities

2

, shorter distances

3

, and fewer divisions

4

(World Bank, 2009). 

Economic activities are usually concentrated in prosperous places; in other words, 

2

Density of economic activities refers to the economic mass of land area or the geographic 

compactness of economic activity (World Bank, 2009, pp.49)

3

Distance refers to the ease or difficulty for goods, services, labour, capital, information, and 

ideas traverse space (World Bank, 2009, pp.75)

4

When borders are poorly managed, divisions arise and range from moderate restrictions on 

the flow of goods, capital, people, and ideas to more severe divisions triggered by territorial 

disputes, civil wars, and conflicts between countries (World Bank, 2009, pp.97).
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prosperous locations have higher economic density than disadvantaged places. Under 

performing areas are distant from economic density, usually being mountainous, 

remote parts of the country with high poverty, low income, high unemployment, and 

low productivity and growth. Lagging areas usually face many divisions such as 

difficulties in the exchange of goods and services, in mobility of labour, in the flow of 

capital or civil wars. People living in big cities, leading provinces, and rich countries 

have higher GDP per capita than those living in lagging areas. Moreover, differences 

in GDP per capita and the tendencies of these differences vary within countries 

(World Bank, 2009). This section will now review regional income disparities at both 

the international and Vietnamese context. 

2.2.2.1. International context

This section reviews international studies on regional income disparities in eight 

countries including the United States, Canada, Australia, Sri Lanka, Thailand, 

Indonesia, Russia, and China. The techniques and the main findings of those empirical 

studies are illustrated in Table 2.3. 
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Table 2.3: Empirical studies on regional income disparities at the international context

Order 

number
Author Year Data Economies Technique Findings

1

Barro and Sala-i-

Martin 

1991

Income/capita, 1980-

1988

GSP/capita, 1963-1986

U.S. states Panel data 

Evidence of convergence in both 

cases

2

Barro and Sala-i-

Martin 

1992

Income/capita, 1840-

1988

GSP/capita, 1963-1986

U.S. states Cross-section

Evidence of convergence in both 

the periods

3 Sala-i-Martin 1996

Income/capita, 1880-

1990

U.S. states Cross-section

Speed of convergence was at 

roughly two percent per year. 

4

Higgins, Levy, 

and Young

2006

Income/capita 

1969 - 1998

U.S. states

Ordinary least 

squares (OLS) and 

three-stage least 

squares with 

instrumental 

variables (3SLS-IV)

Evidence of convergence at 

various levels with different 

methods and regions

5 Phillips and Sul 2009

Income/capita

1929 - 1998

U.S. states

The log t-test with 

panel dataset

Evidence of convergence

6 Saez 2009

Income/capita, 2002-

2007

U.S. states

Income share of the 

Top 10 percent

Dramatic increase in income 

inequality 

7

Heathcote, Perri 

and Violante

2010

Wage/capita

1967-2006

U.S. states Cross-section Increase in wage disparity
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8 Gillespie 2010 GSP/capita, 1997-2006 U.S. states

The neoclassical 

growth model

Stability in distribution of real 

GSP per capita 

9

Genc, Miller, and 

Rupasingha 

2011 Income/capita U.S. states Unit root tests Evidence of convergence

10

Coulombe and 

Lee 

1995

Income/capita 

Output/capita

1961-1991 

Canada

Pooled cross-section 

Time series

Evidence of convergence

11 Neri 1998 GDP/capita, 1861-1992 Australia

- -

convergence 

Evidence of convergence from 

1861 to 1976 

Evidence of divergence between 

1976 and 1992

12 Smith 2004

Income/capita

1976 - 2001

Australia

- -

convergence 

Lack of considerable cross-

sectional divergence or 

convergence during the period

Evidence of slight convergence 

and slight divergence with 

alternating sub-periods

-convergence at the 

statistical division level

13

Nguyen, Smith 

and Meyer-

Boehm 

2006

Output/capita 

1984/85-2004/05

Australia

Panel and univariate 

unit-root tests

Evidence of divergence
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14 Karunaratne 2007

Income/capita

1997-2003

Sri Lanka Theil index Evidence of divergence

15 Kittiprapas 1999

GDP/capita

1978-1989

Thailand Sigma-convergence Evidence of divergence

16 Motonishi 2006

Income/capita

1975-1998

Thailand Panel data Evidence of divergence

17

Garcia and 

Soelistianingsih

1998

Income/capita 

1975-1993

Indonesia Panel data Evidence of convergence

18

Resosudarmo and 

Vidyattama

2006

Income/capita

1993-2002

Indonesia Panel data

Evidence of convergence

Determinants of conditional 

regional income per capita growth

19 Fedorov 2002

Income/capita 

Expenditure/capita 

1990-1999

Russia

Gini Index and The 

Generalised Entropy 

(GE) measure

Evidence of divergence from 1990 

to 1996

No signs of convergence or 

divergence between 1997 and 

1998

Evidence of convergence from 

1998 to 1999
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20 Below 2006

GRP/capita 

1999-2003

Russia

Standard 

Deviation/Mean

Evidence of divergence

21

Benini and 

Czyzewski

2007

GDP/capita

1995-2000

Russia

Coefficients of 

variation

Evidence of divergence 

22 Herzfeld 2008

Output/capita

1994-2004

Russia

Gini Index, 

Coefficients of 

variation

Evidence of divergence

23 Ying 1999

GDP/capita

1978-1994

China Theil Index

Evidence of convergence between 

1978 and 1990

Evidence of divergence from 1990 

to 1994

24 Chang 2002

GDP/capita

1978-2001

China Gini Index Evidence of divergence

25 Perdroni and Yao 2006

Income/capita

1952-1997

China

Panel data

Time series 

Evidence of convergence from 

1952 to 1977

Evidence of divergence between 

1978 and 1997

26 Ohnishi 2007

GDP/capita

1952-2005

China Theil index

Evidence of divergence from 1990 

to 2005

27

Shantong and 

Zhaoyuan

2007

GDP/capita

1978-2006

China

Gini Index, Theil 

Index

Evidence of convergence at 

provincial level after 2004
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28 Gries and Redlin 2008

Income/capita

1978-2004

China Theil index

Income inequality across 

provinces decreased from 1978 to 

1990, but increased between 1991 

and 2004

29 Fan and Sun 2008

GDP/capita

1978-2006

China

Coefficients of 

variation, Gini Index, 

Theil Index

Inequality decreased during the 

1980s but increased in the 1990s

Inequality was unchanged from 

2000 to 2004 but decreased from 

2005 to 2006

30 Li and Wei 2010

Income/capita

1978-2007

China

Coefficients of 

variation, Gini Index, 

Theil Index, and 

multilevel regression 

modelling

Inequality decreased from 1978 to 

2000 but increased during the 

period 2001-2004

Inequality decreased from 2005 to 

2007

31 Herd 2010

Income/capita

1978-2008

China Gini index

Evidence of convergence between 

2004 and 2008
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The review now focuses on particular studies in the above countries.

The United States

One of the most respected studies on regional disparities was Barro and Sala-i-Martin (1991). 

By employing panel data, the results indicated that there was a strong negative relationship 

between the average growth rate during the period 1880-1988 and the log of personal income 

in 1880. The rate of convergence between the poor and the rich states was approximately two 

percent per year. In addition, the evidence of convergence between the growth of GSP per 

capita during the period 1963-1986 and the log of 1963 per capita GSP was illustrated. The 

research showed that government transfers contributed to reducing the gap in income per 

capita because those transfers mainly focused on supplementing lower-income individuals. 

Similarly, Barro and Sala-i-Martin (1992) studied convergence across the 48 

contiguous United States with data on personal income from 1840 to 1988 and on GSP 

between 1963 and 1986. The results indicated evidence of convergence in the United States. 

However, the introduction of a global capital market tended to speed up the convergence for 

output but to slow down the convergence for income if technologies were similar.

Sala-i-Martin (1996) extended his study on regional disparities across the United 

States (1880-1990), Japan (1955-1990), and five European nations (1950-1990) including 

Germany, United Kingdom, France, Italy, and Spain and found similar convergence speed 

across data sets of approximately two percent per year. 

Higgins, Levy and Young (2006) explored convergence of income per capita across 

the United States based on U.S. county data from 1969 to 1998. The results of applying 

ordinary least squares (OLS) showed that the convergence rate was at two percent, whereas 

the convergence rates were from six percent to eight percent when the three-stage least 
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squares with instrumental variables (3SLS-IV) were employed. Moreover, the convergence 

rates were different between regions. For instance, the convergence rate of the Southern states 

was 2.5 times greater than that of the Northern states. Nonetheless, the research did not 

investigate factors leading to this convergence or the reasons why the convergence rate of the 

Southern states was higher than that of the Northern states.

Phillips and Sul (2009) examined inequality in income per capita across the 48 

contiguous US States from 1929 to 1998 and found strong evidence of convergence because 

the estimate (
γ

∧

= 0.46) was significantly positive. However, the determinants of underlying 

convergence had not been investigated in the research.

In contrast, Saez (2009) indicated that there was a dramatic increase in income 

inequality in the United States. For example, the share of the top ten percent

5

rose from about 

43 percent in 2002 to approximately 50 percent in 2007. In addition, during the period 2002-

2007, the incomes of the top one percent

6

increased rapidly at a yearly rate of nearly 10 

percent, whereas the bottom 99 percent of incomes increased at about 1.3 percent. Similarly, 

Heathcote, Perri, and Violante (2010) found that the disparity in wages increased steadily 

during the period 1967-2006. They also indicated that changes in the distribution of hours 

worked were considered a driver sharpening the rise in earnings inequality during the sub-

period 1967-1982, whereas the changes mitigated the growing disparity during the sub-period 

1983-2006. Despite having slight impact on the inequality tendency, taxes and transfers were 

attributed to reducing the level of income disparity. Furthermore, more effective access to the 

financial markets contributed to mitigating the level and growth of consumption disparity. 

5

The top ten percent included all families with annual income above $109,603 in 2007

6

The top one percent included families with annual income above $398,900 in 2007
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More recently, Gillespie (2010), by using the neoclassical model, investigated the 

stability in distribution of real GSP per capita in the United States over the period 1997-2006. 

However, Genc, Miller, and Rupasingha (2011), based on unit-root tests, indicated that per 

capita income in metropolitans and non-metropolitans converged toward the national average 

during the period 1969-2001.

Canadian Provinces 

Coulombe and Lee (1995) studied inequality in income per capita and output per 

capita across the Canadian provinces between 1961 and 1991. By using pooled cross-section 

time series, the results showed evidence of convergence for six different measurements of 

income per capita and output per capita since the early 1960s. The main reasons leading to the 

convergence were favourable changes in trade and government transfers and taxes. Indeed, 

when government transfers to persons were implemented to form Personal income per capita 

(PI), the speed of convergence rose considerably and the disparities were reduced 

significantly. In addition, the convergence rate was boosted when direct taxes were removed 

from PI. 

Australian States

In Australia, the trend of economic activity per capita also seemed to follow a 

complex pattern depending on the definition of region and the measure of economic activity 

(income versus output) selected for analysis. Neri (1998) examined the economic growth 

performance of the States and Territories of Australia from 1861 to 1992 and indicated that 

the inequality in real GDP per capita across the States and Territories tended to decline during 

the sub-period 1861-1976 but increased during the sub-period 1976-1992. The main reason 

leading to this reversal of tendency was changes to the sectoral compositions of the States’ 

output, which were induced by technology shocks. 
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In contrast, Smith (2004) analysed disparities in household income at various sub-state 

levels (statistical divisions and local government areas) and found that there was little 

evidence of considerable cross-sectional divergence or convergence during the period 1976-

2001, with alternating sub-periods of both slight convergence and slight divergence. At the 

-convergence indicated significantly that low income regions 

could catch up with high income ones. However, Nguyen, Smith and Meyer-Boehm (2006) 

found that Gross State Product (GSP) per capita in the various states of Australia diverged 

during the period from 1984-85 to 2004-05. This research also indicated that demographic 

factors and labour market conditions were the main determinants of the relative output growth 

performance.

Sri Lanka

Karunaratne (2007) examined provincial income inequality in Sri Lanka during the 

period 1997-2003. By using the Theil index, the results showed that provincial income 

disparity increased by 11 percent, from 0.21 in 1997 to 0.23 in 2003. This was because there 

was uneven GDP growth between provinces as well as unequal growth in the service sectors 

across provinces. The research suggested that the government played an important role in 

planning, implementing and monitoring programs aimed at developing rural infrastructure to 

reduce the disparity. 

Thailand 

Kittiprapas (1999) examined regional income disparity in Thailand between 1978 and 

1989 and found that the country had a centralised process of growth and urbanisation, focused 

on Bangkok. Although all regions in Thailand grew quickly, there was a widening gap in 

GDP per capita between the Bangkok Metropolitan Region (BMR) involving Bangkok and its 

five neighbouring provinces and the outer regions. For instance, in 1988, per capita GDP in 
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the BMR was 8.5 times larger in comparison to that of the poorest Northeast region. The main 

reasons leading to the regional income divergence were unequal infrastructure development 

between regions, public investment concentration in Bangkok, uneven sectoral investment 

between the industrial and the agricultural sector, unequal human resource development 

between regions, and strong concentration of the economy in Bangkok. 

Similarly, Motonishi (2006) indicated that income inequality in Thailand increased 

considerably during the period 1975-1998. Sectoral factors and inequality in education were 

reasons leading to the increasing disparity, whereas financial development contributed to 

reducing income inequality. 

Indonesian Provinces

Garcia and Soelistianingsih (1998) examined provincial output disparity in Indonesia 

between 1975 and 1993 and found that inequality tended to decrease during this period. Poor 

provinces tended to catch up with middle and high-income provinces. The research indicated 

that investment in human capital involving education and health was a main factor in 

promoting the poor provinces and therefore reducing the output disparities at the provincial 

level. 

Likewise, Resosudarmo and Vidyattama (2006) showed that there was evidence of 

provincial income per capita growth convergence during the period 1993-2002. However, the 

key factors leading to the provincial income per capita growth were the accumulation of 

physical capital, open trade, and the contribution of the gas and oil sectors. 

Russia

Fedorov (2002) investigated regional inequality and regional polarization in Russia 

from 1990 to 1999 and found that regional inequality increased considerably between 1990 
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and 1996, levelled in 1996-97, and decreased slightly in 1998-99. Similarly, regional 

polarisation in Russia had a similar tendency to that of regional inequality. Structural 

differences between regions such as export shares of regions or the relative sizes of their 

capitals were main factors leading to regional polarization in Russia during this period.  

Belov (2006) explored changes in income disparity in Russia during the period 1999-

2003 and indicated that income inequality increased during the period. For example, the 

standard deviation-to-mean ratio for a per capita Gross Regional Product increased from 0.67 

in 1999 to 0.78 in 2003. One of the reasons leading to the increasing inequality was that 

capital was more concentrated in the better-off regions rather than the poorer regions. 

Similarly, Benini and Czyzewski (2007) indicated that inequality in GDP per capita between 

regions in Russia increased from 0.48 in 1995 to 0.62 in 2000. Herzfeld (2008) found that 

regional output per capita in Russia increased quickly from 1994 to 2004. 

Chinese Provinces

Various studies on income inequality in China have been analysed. Ying (1999) 

analysed provincial income disparities in China during the reform period 1978-1994. By 

using the Theil index, the results indicated that the inequality in GDP per capita declined from 

1978 to 1990, but increased from 1990 to 1994. The reasons for the diminishing tendency 

were a significant decrease in income inequality among provinces in the coastal region, an 

increase in GDP per capita in the Southern Coast provinces, and also rural reform. However, 

an uneven development between coastal and interior provinces was the main reason for the 

growing inequality from 1990 to 1994.

Similarly, Chang (2002) found that the gap in GDP per capita of all provinces in 

China decreased from 1978 to 1990 but increased during the period 1991-2001. The main 
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reason causing the increasing inequality was the urban-rural gap, apart from the government’s 

preferential policies towards coast zones. 

In contrast, Pedroni and Yao (2006) examined income inequality across provinces in 

China between 1952 and 1997. By taking into account unit-root tests, the results showed that 

income per capita between provinces converged during the pre-reform period 1952-1977, 

whereas it diverged during the post-reform period 1978-1997. 

At the regional level, Ohnishi (2007) dissected income inequality in China during the 

period 1952-2005 and found that income disparity between the Eastern region, the Middle 

region, and the Western region widened from 1990 to 2005. In contrast, income disparities 

tended to diminish in the Eastern region and remained unchanged in the Western and Middle 

areas during the same period. Similarly, Shantong and Zhaoyuan (2007) showed that 

inequality in per capita GDP decreased in the 1980s between four regions including the 

North-eastern, Eastern, Central, and the Western regions but increased considerably in the

1990s. The rate of increase of inequality among the four regions became smoother between 

2000 and 2003, while inequality remained unchanged from 2004 to 2005. 

Ohnishi (2007), Gries and Redlin (2008), Fan and Sun (2008), Li and Wei (2010), 

Herd (2010) appeared to bring a new picture of income inequality in China when they 

indicated that income inequality across the provinces of China tended to decrease after 2004. 

In addition, Herd (2010) showed that when taking into account migration, income disparity 

across provinces was clearly less, and tended to decrease slightly between 2004 and 2008. 

The research also indicated that the decrease in inequality was attributed to typical successful 

policies such as the easing of restrictions on movements of people introduced in 2003, the 

progressive introduction of the minimum subsistence allowance in rural areas, and the 

complete abolishment of all agricultural taxes and fees at the beginning of 2006.
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In conclusion, this sub-section provides a review of the international literature on 

regional income disparities as well as determinants affecting these disparities.

The main reasons leading to widening regional income inequality are biased policies, 

inequality in infrastructure development and human development, structural differences in 

export shares of regions, the relative sizes of the capital resources between regions, and the 

urban-rural gap.

In contrast, the major factors resulting in reducing regional income disparities are 

government transfers, the introduction of a global capital market, financial development, 

demographic factors and labour market conditions, investment in human capital involving 

education and health, and rural reform. 

The question arises as to which of these factors affects regional income disparities in 

Vietnam. The extent to which there are any different reasons influencing regional income 

disparities in Vietnam needs to be explored. It is expected that this research will shed light on 

these issues.

2.2.2.2. Vietnamese context

This section reviews empirical studies on regional income disparities in Vietnam. The 

techniques and the main findings of the studies are summarised in Table 2.4.
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Table 2.4: Empirical studies on regional income disparities at Vietnamese context

Order 

number
Author Year Data Country Technique Result

1

Wale and 

Gunewardena

2000

Expenditure/capita

VLSS
7

1992-1993

Vietnam Descriptive method

Large gap in expenditure per 

capita between the ethnic 

minorities and the ethnic 

majorities

2 Shankar and Shah 2001

Income/capita

1990-1997

Vietnam

Coefficients of variation, 

Gini index, Theil index, 

and Relative mean 

deviation 

Evidence of divergence 

between regions 

3 Liu 2001

Expenditure/capita

VLSS 1992-1993 

and VLSS 1997-

1998

Vietnam

Gini index, Coefficients of 

variation, Theil index, and 

Atkinson measure

Evidence of divergence 

between regions as well as 

between urban and rural areas

4 Le-Quoc-Khanh 2003

Output/capita

1990-2000

Vietnam

Coefficients of variation, 

Gini index 

Evidence of divergence at both 

provincial and regional levels

5 Heltberg 2003

Expenditure/capita

VLSS 1992-1993 

Vietnam Factor inequality weights Evidence of divergence

7

Vietnam Living Standards Surveys
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and VLSS 1997-

1998

6

Pham-Lan-Huong 

and Pham-Thi-Vinh

2004

Expenditure/capita 

VLSS 1992-1993 

and VLSS 1997-

1998

Vietnam Theil index Evidence of divergence 

7 Kokko and Tingvall 2005

Income/capita

1996-2001

Vietnam Simple regression models 

No explicit evidence of 

convergence between richer 

and poorer provinces

8 Takahashi 2007

Income/capita

VLSS 1992-1993 

and VLSS 1997-

1998

Vietnam Descriptive method

Evidence of per capita income 

inequality in rural areas

9

Nguyen-Thi-Binh et 

al. 

2007

Expenditure/capita 

VLSS 1992-1993 

and VLSS 1997-

1998

Vietnam

A quantile regression 

decomposition technique

Evidence of divergence 

between rural and urban areas

10 Molini and Wan 2008

Expenditure/capita 

VLSS 1992-1993 

and VLSS 1997-

1998

Vietnam

Combination between the 

Shapley’s value technique 

of Shorrocks (1999) and 

the regression based 

decomposition framework 

of Wan (2004)

No evidence of convergence or 

divergence in rural Vietnam

11 Liu 2008
Expenditure/capita 

VLSS 1992-1993 and 

Vietnam

Gini index, Theil Index, 

and Atkinson measure

Evidence of convergence in 

urban areas
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VLSS 1997-1998

12 Nguyen-Huy-Hoang 2009

GDP/capita

1990-2006

Vietnam

-

convergence test, and ADF 

panel IPS t-bar test

Evidence of divergence 

between regions and within 

regions

No evidence of convergence 

between provinces

13 Le-Huong and Booth 2010

Expenditure/capita

1993-2006

Vietnam

The Oaxaca-Blinder 

decomposition method 

applied to the 

unconditional quantile 

regression method of Firpo, 

Fortin and Lemieux (2009)

Evidence of convergence after 

2004 
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The empirical studies are now reviewed. 

Wale and Gunewardena (2000) investigated inequality in per capita expenditure 

between the ethnic minorities and the ethnic majorities based on the VLSS 1992-

1993. The results showed that the ethnic minorities had a much lower per capita 

expenditure than the ethnic majorities caused by their tendency to live mainly in 

upland, mountainous, and remote rural areas characterized by productivity-constraint 

factors such as complicated terrain, poor infrastructure, less access to off-farm work 

and the market economy, and little or no access to education. 

Shankar and Shah (2001) found that Vietnam experienced a dramatic increase 

in regional income inequality from 0.668 in 1990 to 1.067 in 1997 with two peaks in 

the 1990-1992 and 1995-1997 periods. Similarly, Liu (2001), using the VLSS 1992-

1993 and the VLSS 1997-1998, indicated that the inequality in per capita expenditure 

increased slightly between urban and rural sectors as well as between regions. The 

difference in regional endowments involving climatic conditions, agricultural 

capacity, and infrastructure led to the inequality in Vietnam. The research suggested 

that policies supporting production techniques, improving infrastructure, expanding 

crop varieties, and diversifying into off-farm activities could contribute to generating 

rural income and reducing inequality in Vietnam. 

Heltberg (2003) also showed an increasing inequality in expenditure in 

Vietnam but the inequality derived mainly from an increase in inequality across 

regions and growing returns from higher education. The research suggested that the 

government should invest in an infrastructure system to integrate disadvantaged 

regions, improve the functioning of labour, land and asset markets, and improve 

access to education for the lower quintiles. Such investment is expected to reduce 
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distance to density

8

of poorer regions and promote their ability to draw closer to richer 

regions. 

Le-Quoc-Khanh (2003) analysed gross output per capita disparities at both 

regional and provincial levels in Vietnam and found that inequality at the regional 

level increased from 0.18 in 1990 to 0.28 in 2000. In addition, there was a substantial 

increase in inequality at provincial level as the weighted coefficients of variation 

increased from 0.59 in 1990 to 0.94 in 2000. Similarly, Pham-Lan-Huong & Pham-

Thi-Vinh (2004) indicated that income disparity in Vietnam increased by 15.8 

percent, from 0.32 in 1993 to 0.37 in 1998. The research showed that the major 

reasons causing low income in difficult areas were the low level of human capital, 

poor endowment, unfavourable natural local conditions, and physical or social 

isolation due to poor infrastructure.

Kokko and Tingvall (2005) investigated the gaps in provincial income during 

the period 1996-2001. They found that provinces with initially higher income levels 

had a propensity to grow faster, and that there was no explicit evidence of 

convergence between the richer and poorer provinces. 

Takahashi (2007) found clear evidence of inequality in income per capita in 

rural Vietnam based on the data from VLSS 1993-1998. For example, income per 

capita was higher in the rural Southern areas in 1993, while it was higher in the rural 

Northern delta regions in 1998. In both 1993 and 1998, the mountainous areas in the 

North region experienced the lowest income per capita. The research indicated that 

returns to assets rather than endowments, especially returns on human capital, was 

8

According to the World Development Report (2009), leading areas have high economic 

density, whereas lagging areas have a long distance to density. 
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one of the important factors resulting in the disparity. Likewise, the increase in returns 

on human capital was a key driver helping the Red River Delta region to approach the 

Mekong River Delta region. The research suggested that the central government 

should strengthen households’ asset holdings and make full use of existing 

endowments, especially those of human capital in poor regions to decrease the 

inequality. Further the poor regions could catch up with the richer regions if land and 

labour markets, especially the markets in the poor rural regions were developed. 

Nguyen-Thi-Binh et al. (2007) analysed inequality in real household 

consumption expenditure per capita between urban and rural areas in Vietnam based 

on the VLSS 1992-1993 and the VLSS 1997-1998. The results indicated that the 

increase in the inequality in both 1993 and 1998 was attributed primarily to a rise in 

the urban-rural gap. Differences in covariates such as education, ethnicity, and age led 

to the urban-rural gap in 1993. However, differences in the covariates caused the 

urban-rural gap for the lowest quantile and differences in returns on the covariates led 

to the urban-rural gap for the rest of distribution in 1998. The research suggested that 

policies should aim to improve employment opportunities for the poor and developing 

infrastructure in rural areas.

Molini and Wan (2008) examined consumption inequality in rural Vietnam 

from 1993 to 1998 and indicated that the inequality remained almost unchanged 

during the study period. The research also showed that human capital, physical 

capital, infrastructure, and household structure played an increasing role in 

determining the disparity, whereas land reform and credit access contributed 

decreasingly to determining the inequality. In order to reduce potential consumption 

inequality in rural Vietnam, the research suggested that the central government should 
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prioritise public investment in infrastructure in poor communities, ensure equal access 

to education in poor areas, and eliminate distortions created by the allocation of 

capital and non-farm opportunities. 

Liu (2008) investigated changes in consumption inequality in urban Vietnam 

based on the VLSS 1992-1993 and the VLSS 1997-1998 and found that the inequality 

in urban areas decreased slightly during the study period. The reasons leading to the 

fall in urban inequality were a narrowing in regional disparity and a decline in the 

returns on physical assets. The research suggested that the government could further 

encourage regional labour market integration to equate urban income distribution by 

improving infrastructure, enhancing urban labour market flexibility, and improving 

productivity. In addition, the inequality would be further decreased by improving the 

quality of education and ensuring a more equal distribution of education in urban 

areas.

More recently, Nguyen-Huy-Hoang (2009) examined regional income 

inequality during the period 1990-2006. He found that regional inequality increased 

moderately over the period 1990-2006, except for declines in 1998 and 1999. He also 

analysed provincial income disparities and found no sign of a converging pattern. 

However, determinants of the inequality were not investigated in the study. In 

contrast, Le and Booth (2010) found that expenditure inequality between urban and 

rural areas increased significantly between 1993 and 1998, and peaked in 2002 before 

decreasing slightly in 2004, and considerably in 2006. 

To conclude, the above studies used various indicators to investigate income 

inequality between ethnic minorities and ethnic majorities, between regions, between 

rural areas, between urban areas, and between rural and urban areas in Vietnam. The 
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factors leading to income inequality between regions or between groups as well as 

within regions or within groups were differences in climatic conditions, agricultural 

capacity, infrastructure, geographical conditions, natural endowments, human capital, 

physical capital, household structure, and production techniques. 

Based on the previous studies in the literature, it could be concluded that 

different levels of inequality and changes in those levels of inequality depended on the 

following: 

(1) The particular sectors that an economy is divided into

(2) Which indicator of economic activity/welfare is chosen to analyse. 

In general, measures of disparity are greater for output measures than those of 

income or expenditure measures. This is because income measures may include 

transfer payments from a government or income support from family members living 

and working in other regions within a nation or even overseas. In addition, measures 

of disparity are greater for output and income measures than consumption measures, 

especially in developing countries with sizeable informal/subsistence/non-market 

segments. In this study, output measures have been chosen to analyse provincial 

output disparities in Vietnam due mainly to data availability. 

2.3. LITERATURE ON GOVERNMENT RESPONSES TO 

REGIONAL DISPARITIES 

As analysed in Section 1.1 of Chapter 1, regional disparities may affect not only the 

socio-economic development of particular regions, but possibly the political stability 

of an entire nation. Therefore, policies aimed at addressing regional income disparities 
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are necessary in countries where regional income disparities are an issue of concern. 

According to the World Bank (2009), policies addressing the three dimensions of 

economic geography such as low density, long distances, and high divisions will 

contribute considerably to improving both poor and rich regions as well as reducing 

inequalities between them. These policies involve institutions (spatially blind 

policies), infrastructure (spatially connective policies), and incentives (spatially 

focused policies). In particular, the institutions consist of such national polices as 

income tax systems, inter-governmental fiscal relations, governance of land and 

housing markets, education, health care, and basic water and sanitation. Infrastructure 

polices involve all investments connecting places, providing basic business services 

such as public transportation and utilities, developing interregional highways and 

railroads to promote trade in goods, and improving information and communication 

technologies to increase the flow of information and ideals. Incentive policies 

comprise spatially targeted measures to stimulate economic growth in poor areas. 

These involve investment subsidies, tax rebates, local infrastructure development, and 

targeted investment climate reforms such as special regulations for export processing 

zones. The report also indicated that countries where mobility of labour and capital 

are unrestricted, long distances and regional disparities may be addressed by spatially 

universal policies such as national revenue sharing, social expenditure arrangements, 

and spatially connective initiatives. For countries where poor regions have a majority 

of people living below the poverty line but few obstacles to their mobility, institutions 

that promote mobility might be boosted by spatially connected infrastructure. In 

countries fragmented by linguistic, political, religious, or ethnic divisions, spatially 

targeted interventions may be feasible solutions to address these disparities. This 
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section will review government responses to regional disparities both in the 

international and Vietnamese context.

2.3.1. International context

This section reviews international studies on government responses to regional 

income disparities in the United States, Canada, Colombia, Europe, OECD, Thailand, 

Indonesia, Poland, Russia, and China.

The United States

Akai and Hosio (2009) investigated the relationship between fiscal decentralization 

and inter-county inequality by employing cross-sectional data for the United States 

and found that the achievement of autonomy by fiscal decentralization in low-income 

counties contributed to decreased inter-county inequality. 

Canada

Kaufman, Swagel and Dunaway (2003) analysed output/income disparities 

across provinces in Canada and the role of federal transfers between 1961 and 2000. 

The research showed that inequalities in income per capita had narrowed much more 

explicitly than in per capita output across provinces. In addition, the results of using 

panel data analysis indicated that the employment insurance system had a significant 

negative impact on output convergence, whereas the equalization transfers stimulated 

provincial output convergence. The reason was that equalization transfers were 

designed to reduce regional fiscal disparities and ensure that the lower income 

provinces access sufficient resources to provide reasonably comparable levels of 

public services at reasonably comparable levels of taxation. 
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Rodríguez (2006) examined the relationship between inter-provincial transfers 

and the beta-convergence process in ten provinces of Canada from 1926 to 1999. By 

using a time-series methodology, the results showed that inter-provincial transfers 

played a vital role in accelerating the convergence process in poorer provinces. In 

particular, inter-provincial subsidies improved personal income in poorer provinces 

such as Newfoundland, New Brunswick, and Prince Edward Island, and the provinces 

converged with the national average. 

Colombia

Bonet (2006) examined the relationship between fiscal decentralisation and 

regional income disparity in Colombia from 1984 to 2000 and found that 

decentralisation increased regional income inequality during the study period. This 

was because the main portion of local resources was allocated to recurrent 

expenditure rather than infrastructure investment. In addition, the lack of a 

redistributive component in the national transfers, the inadequate incentives from the 

national to local levels, and the lack of institutional capacity of local governments 

were reasons which caused the increasing inequality. The research suggested that an 

equal transfer mechanism, adequate selection of sectors in which resources are 

allocated, and an adoption of the correct incentives were main factors contributing to 

reducing regional income inequality.

Europe

Garcia-Milà and McGuire (2001) investigated impacts of inter-regional 

transfers on poor regions in Spain and found that the transfers were not effective in 

promoting private investment or improving the economic performance of poor 

regions. The research indicated that one of the reasons leading to the ineffectiveness 
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was that the amounts of the transfers were not sufficiently large to improve poor 

regions. 

Checherita, Nickel and Rother (2009) examined the role of fiscal transfers in 

regional economic convergence in 19 European countries between 1995 and 2005. 

The results showed that net fiscal transfers contributed to reducing regional inequality 

in disposable income rather than reducing regional disparities in output per capita. 

The reason was that the net fiscal transfers impacted negatively on growth in 

receiving regions.

OECD 

Lessmann (2006) analysed the impact of fiscal decentralisation on regional 

disparities in 17 OECD countries from 1980 to 2001. The results of cross-country 

regressions indicated that countries with a higher degree of fiscal decentralisation 

showed signs of lower regional disparities. Similar findings were found when 

employing a panel data model in regression. Also, social security funds and central 

government grants played an important role in helping the poorer regions to catch up 

with the richer.

Kessler & Lessmann (2008) explored the impact of inter-governmental 

transfers on interregional disparities by employing cross-country data and panel data 

for 23 highly developed OECD countries for the period 1982-2000. The research 

illustrated that there was a positive correlation between interregional transfers and 

regional disparities both across countries and over time. The results of the use of 

cross-sectional data showed that countries with higher levels of interregional 

redistribution in the past had a subsequent increase in interregional disparity, whereas 

countries with lower levels of grants and transfers showed less divergence or even 
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convergence. Similarly, a panel data analysis indicated that countries experienced 

more divergence due to having increased their sub-governmental transfers and grants. 

The reason was that equalisation payments mitigated migration from poor to rich 

regions and therefore hindered the convergence process. 

Thailand

Government responses to regional disparities in Thailand were implemented in 

the first National Economic and Social Development Plan for the period 1963-1966 

(Wisaweisuan, 2009). However, a large percentage of the government budget was 

invested in constructing roads, railways, and other facilities that stimulated the 

industrial sector rather than the agricultural sector, and the income gap between rural 

and urban areas was not addressed. The attempt by the Thai government to alleviate 

poverty and income inequality was launched in the fourth plan (1977-1981) and in the 

seventh plan (1992-1996) which focused on decentralisation of public authorities. 

Nonetheless, the plan was poorly implemented, especially at regional levels because a 

limited amount of resources was made available to the regions and rural areas 

(Wisaweisuan, 2009). 

Indonesia

Akita and Szeto (2000) analysed the impacts of the 1994-96 Inpres Desa 

Tertinggal (IDT)

9

programme on intra-provincial inequality in Indonesia from 1993 to 

1996. The results showed that the programme contributed to improving economic 

conditions of poor households in underdeveloped areas, mitigating any increase in 

9

The Inpres Desa Tertinggal programme was designed to support less-developed Villages in 

Indonesia
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intra-provincial inequality, and reducing inequality at national level. The research 

suggested that the programme’s expansion or other similar programs should be 

implemented to promote further socio-economic development in poor areas. 

Soenandar (2005) analysed the role of the Integrated Economic Development 

Zone (Kawasan Pengembangan Ekonomi Terpadu, KAPET)

10

in promoting the East 

region (poorer region) and reducing regional development inequality between the 

West region (richer region) and the East region in Indonesia. KAPET was designed to 

promote private investments, small and medium enterprises as well as local industries 

in the East region. Entrepreneurs invested in the East region and were supported by 

the government with both fiscal and non-fiscal incentives. However, inconsistent 

incentives, the low quality of human resources, and undeveloped infrastructure were 

constraints impacting negatively on KAPET. 

Widhiyanto (2008) analysed the relationship between fiscal decentralization 

and regional income disparity in Indonesia during the period 1994-2004. The results 

showed that the disparity diverged from 1994 to 2000 but converged from 2001 to 

2004. One of the reasons leading to the convergence tendency was that more transfers 

from the central government were allocated to poorer regions from 2001. 

Poland

Keane and Prasad (2002) examined the relationship between inequality and 

transfers in Poland from 1985 to 1997. Based on detailed analysis of household 

income and consumption data at national levels, the results showed that there was 

little evidence of significant increase in overall disparity although the gap in earnings 

10

The policy was issued in 1996
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between workers increased significantly during this period. The research also 

indicated that social transfer mechanisms involving pensions contributed to mitigating 

the increase in both overall inequality and poverty. 

Russia

Dabla-Norris and Weber (2001) analysed increasing regional disparities and 

transfer policies in Russia between 1992 and 1998. In the 1992-1994 period, the 

federal government attempted to alleviate the extreme economic and fiscal 

differentiation of regions by using a combination of tax assignments and 

intergovernmental transfers. However, federal transfers were largely non-uniform in 

nature and failed to achieve partial equalisation. This was in a large part due to 

political factors including the pervasiveness of bilateral negotiated arrangements 

between the federal and regional governments. In 1994, the Russian government 

introduced a new system of equalisation transfers with the Fund for Financial Support 

of the regions. These transfers have reduced the gap between tax capacity and 

expenditure needs across regions. 

China

Wei (1996) examined changes in the fiscal system and their effect on uneven 

regional development in China between 1978 and 1991. The research indicated that 

uneven regional development was attributable to China’s fiscal system. In Mao’s era, 

although the central government transferred resources to poorer provinces, these 

transfers did little to generate the development of poor regions because of the shortage 

of revenue incentives and poor investment returns. Post-Mao fiscal policies gave 

priority to some coastal provinces such as Guangdong and Fujian, rather than 
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Shanghai, Beijing and Tianjin. As a result, inequality between the coastal and interior 

regions increased, while disparity between provinces declined. 

When investigating income per capita convergence across Chinese provinces 

from 1978 to 1992, Raiser (1998) indicated that the rate of income per capita 

convergence decreased from 1985 because of two reasons. The first reason was the 

shift from rural to industrial reforms disproportionally benefiting the relatively 

wealthier coastal provinces. The second reason was the inter-provincial fiscal transfer 

mechanism which prevented convergence among interior provinces as the transfers 

tended to be distributed toward the richer provinces. 

Jiang and Zhao (2003) examined the impact of transfer payments on regional 

disparity in China between 1995 and 2000. The research indicated that the transfer 

payment system played an important role in mitigating regional economic growth 

divergence and reducing regional income disparities. For example, if there were no 

transfer payments, the regional gap in real GDP per capita would have been widened 

from 1.8 percent to 2.3 percent rather than the actual gap from 1.2 percent to 2.1 

percent during the period. The research also investigated the main following issues. 

Firstly, almost all of the grants were still distributed for special purposes, which gave 

little flexibility for local governments to use the transfer payments according to their 

own requirements. In addition, special purpose grants usually required corresponding

funds from the local governments and local governments either had to raise 

corresponding funds by increasing the tax burden on their local people or tried to 

divert the grants to other purposes. Secondly, the fiscal and transfer payment system 

provided little assistance to deal with the extra-budgetary revenues and off-budget 

funds, which included user charges for government provided goods and services, 
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administration fees for government services, and incomes from state-owned 

enterprises. Third was the unequal tax burden on local economies which distorted the 

economy and hindered economic development in the least developed areas. 

Dabla-Norris (2005) analysed issues in intergovernmental fiscal relations in 

China after the tax system was reformed in 1994. The results indicated that several 

major issues in expenditure assignments, revenue assignments, and intergovernmental 

transfers still remained. In particular, expenditure assignments at sub-provincial level 

were not formal and legal and higher governments tended to shift financing 

responsibilities downwards which led to a high incidence of concurrent expenditure 

assignments. Local governments faced large and unclear expenditure mandates and 

were mainly responsible for providing education, health services, unemployment 

insurance, and social security. Revenue-sharing for the VAT and the enterprise profit 

tax on a derivation basis widened the inequality in revenue distribution in favour of 

the richest provinces. In addition, a specific revenue assignment structure at sub-

provincial level was not determined by the 1994 tax reform. Specific purpose grants 

based on a discretionary basis made the transfer system less transparent and more 

difficult to manage. The research suggested that expenditure responsibilities between 

central and local governments should be clearly and explicitly assigned. Revenue-

sharing for the VAT and the enterprise profit tax should be increasingly adjusted in 

favour of the poorer provinces and specific purpose grants should be accommodated 

within the equalisation framework.

Zheng and Chen (2007) explored regional disparity in China and the policy 

responses to any disparity from 1979 to 2003. The research indicated that, in the early 

stages of the reform, the Chinese government implemented policies favourable to the 
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coastal regions or eastern regions and promoted their development. This led to a 

widening of regional inequalities between the coastal and the interior regions but also 

between the Eastern, Central and Western regions. China had to make massive efforts 

to shift its concentration from the coastal to the interior regions to address the 

disparity and build a “harmonious society”. In particular, three main programs were 

implemented by the central government to promote socio-economic development in 

difficult regions such as the “Western development strategy” in 1998, the “North-East 

revival strategy” in 2003, and the “Rise of the central China strategy” in 2004. The 

research showed that such efforts had some positive results in the provinces of these 

regions. For instance, during the first half of 2007, increases in urban fixed assets 

investment in the eastern, central and western regions were approximately 22 percent, 

36 percent, and 30 percent, respectively. The growth of investment in the central and 

western regions was higher than that in the East. During this period, provinces in 

interior regions including Hainan, Inner Mongolia, Guangxi, Sichuan and Jilin had the 

highest growth rates of industrial value added, ranging from 24.4 percent to 40.8 

percent, whereas provinces in eastern areas such as Xinjiang, Shanghai, Beijing, 

Helongjiang and Guizhou had the lowest, ranging from 11.7 percent to 17 percent. 

The data showed that about 86 percent of ethnic minorities lived in the Western 

regions and most of the remainder lived in the North-eastern regions, and the central 

areas. Therefore, the regional development programs designed to support the 

improvement of minority groups, especially those living in remote areas.

Douglass (2009) examined impacts of the government’s fiscal policies on 

income inequality in China resulting from the reform plan in the late 1970s. The 

results showed that the increase in income disparity in China during the period 1970-

2004 was attributable to the government’s fiscal policies. Indeed, China’s tax policies 
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forced the poorest to bear the greatest tax burden. In addition, the decentralised fiscal 

system tended to allocate more scarce resources to prosperous urban rather than rural 

areas. The fiscal system also left the central and provincial governments with a low 

capacity to impose equalisation transfers between regions. The author suggested that, 

firstly, the government should establish a national unified taxation system coordinated 

between rural and urban areas and among regions. Secondly, the public finance 

system should be reformed towards developing rural social infrastructure and finally, 

transfer payments from urban to rural areas should be increased. 

Government responses to regional disparities in China were analysed by Yao 

(2009). The research showed that three main programs including “Go West”, 

“Reviving the Northeast”, and “Central Rising” were deployed in 1999, 2003, and 

2006, respectively in order to reduce regional inequalities between the Western, the 

Northeast, and the Central regions compared to the Coastal region. The “Go West” 

program focused mainly on constructing infrastructure and protecting the 

environment, and supported social development in the Western region through 

investing in education and public health services. Moreover, the western region was 

given preferential policies to attract domestic and foreign companies to construct 

infrastructure and business activities. The major purpose of the “Reviving the 

Northeast” program was to revive the industrial potential of key cities and facilitate 

economic reform. The “Central Rising” program concentrated on articulating overall 

objectives and principles, promoting the construction of the Socialist New 

Countryside, optimising and upgrading industrial structures, enhancing transportation, 

promoting the development of urban clusters and county economics, promoting 

opening up, accelerating social development, and strengthening leadership. Besides 

these above programs, Chen and Lu (2009) indicated policies being used by Chinese 
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government to reduce the urban-rural income gap, but the impacts of these programs 

on regional income disparities were not investigated in the research.  

More recently, Chen and Groenewold (2010) analysed alternative policies of 

the Chinese government aimed at reducing per capita output disparity between poor 

inland regions depending on agriculture and coastal regions producing manufactured 

goods. The results showed that government policies improving agriculture 

productivity by either government investment in infrastructure or policies generating 

technical progress in agriculture had a positive impact on reducing the gap in regional 

output per capita. 

In summary, the research indicated both positive and negative effects of 

government responses on regional income disparities. Reasons leading to the negative 

effects were lack of revenue incentives and poor investment returns, unequal transfers 

between regions or between provinces, and the allocation of the main portion of the 

new local resources to current spending. In addition, there were a lack of a 

redistributive component in the national transfers, inadequate subsidies from the 

national to the provincial level, and the lack of institutional capacity of provincial 

governments. With regard to Vietnam, how did the government responses through 

central-provincial financial relations affect regional income disparities? Are there any 

issues arising from implementing the relations to address regional income disparities? 

This study will attempt to find answers to those questions.

2.3.2. Vietnamese context

There are few empirical studies on government responses to poverty and regional 

income disparities in Vietnam. Bird, Litvack and Rao (1995) examined the impact of 
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fiscal decentralisation and inter-governmental transfers on poverty alleviation in 

Vietnam based on the VLSS 1992-1993. The results showed that pro-poor services 

throughout Vietnam were underfunded, especially those in the poorer areas. They 

suggested that improvement in the inter-governmental finance system may assist each 

level of government, even in poorer provinces, to be adequately funded and provided 

with sufficient expenditure and revenue raising autonomy. In addition, well-designed 

intergovernmental transfers will play an important role in generating additional 

revenues for poorer provinces.

Similarly, Rao, Bird and Litvack (1998), using data from the VLSS 1992-

1993, explored the role of transfers in reducing poverty in Vietnam. They found that 

one of reasons leading to the higher poverty rate, especially in rural areas, was the 

shortage of resources at the provincial level and that allocation of resources favoured 

richer provinces rather than poorer ones. 

Martinez-Vazquez and Gomez (2005) briefly described revenue assignments, 

expenditure assignments, intergovernmental transfer mechanism, and borrowing of 

local governments pursuant to the 2002 State Budget Law. However, budget 

distribution norms for local governments, the role of subsidies from the central 

government in helping reduce poverty and provincial output disparities, and issues in 

implementing financial relations between central and provincial governments were 

not explored. 

The World Bank (2005) analysed the relationship between public expenditure 

and poverty reduction in Vietnam from 1993 to 2002 and found that budget transfers 

from the central to local governments were pro-poor. For example, the budget 

expenditure norm in education for a school age student in mountainous areas was 1.7 
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times compared with that for an urban area. However, the role of public expenditure 

in reducing provincial output disparities was not investigated. 

Nguyen-Hoang-Phuong (2008) examined the impact of decentralised public 

expenditures on poverty reduction within 44 provinces under the 2002 State Budget 

Law in Vietnam for two years including 2002 and 2004. The results indicated that a 

poorly designed decentralisation process led to unreasonable discrimination against 

the poor within provinces. In particular, a one percent increase in the sub-provincial 

share of the total provincial expenditures led to a 0.39 percent decline in the lowest-

quintile average monthly income. The author suggested that the government should 

require provinces to adopt pro-poor allocation norms rather than reclaim its control 

over the provincial expenditure assignment in order to help the poor benefit from the 

fiscal decentralisation initiative. 

Bjornestad (2009) examined the relationship between fiscal transfers and 

poverty rates across provinces in Vietnam for the three years: 2002, 2004, and 2006. 

By using cross-sectional data, the results showed that fiscal transfers per capita from 

the central to provincial governments had positive correlations with provincial 

poverty rates. In addition, poorer provinces received higher per capita fiscal transfers 

from the central government in 2006 compared with those in 2002. Nevertheless, the 

inflation factor may affect negatively these results because nominal transfers from the 

central to provincial governments were used in the research.

More recently, Nguyen-Phi-Lan and Anwar (2011) indicated that expenditure 

on decentralisation, particularly recurrent expenditures, had a negative impact on 

provincial economic growth, whereas investment expenditures and revenue 

decentralisation contributed positively to provincial economic growth for the two sub-
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periods: 1997-2001 and 2002-2007. In addition, intergovernmental transfers were 

argued to have negatively affected provincial economic growth for the sub-period 

2002-2007. However, the data period should be divided into two sub-periods: 1997-

2003 and 2004-2007 because the 2002 State Budget Law was not put into effect until 

2004. 

In brief, the above studies examined the impact of fiscal decentralisation, 

public expenditure, and government transfers on poverty reduction in Vietnam. 

However, there is a lack of clear-cut research into government responses to provincial 

economic disparities through central-provincial government financial relations. 

Furthermore, there is no study on issues arising from implementing such relations. 

2.4. KEY GAPS IN THE LITERATURE 

From the above review, it can be seen that there are the following key gaps in the 

literature. 

Firstly, although many studies examined regional income disparities in both 

international and Vietnamese contexts, there is a lack of knowledge about provincial

output disparities in Vietnam and tendencies of GDP per capita of provinces relative 

to the reference economies, Ho Chi Minh City and the national average. Furthermore, 

major determinants of growth in provincial output levels in Vietnam are not explored. 

Secondly, there is no systematic study of government responses to provincial 

economic disparities through central-provincial government financial relations in 

Vietnam. In addition, the main issues arising in implementing these financial 

arrangements have not been investigated. The current research will attempt to fill in 

these gaps. 
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2.5. CHAPTER SUMMARY

This chapter presents an overview of economic development and regional 

disparities in Vietnam. The chapter also reviews the literature on regional income 

disparities and government responses in the international and Vietnamese context. 

Based on the literature review, several key gaps in the literature are identified. In 

particular, there is a lack of knowledge regarding provincial output disparities in 

Vietnam, for example whether GDP per capita of the various provinces diverged from 

or converged to the reference economies, Ho Chi Minh City and the national average. 

Further, there is no systematic study of government responses to provincial economic 

disparities through central-provincial government financial relations. Also, the main 

issues arising from implementing these financial arrangements have not been 

explored.

The next chapter will introduce research questions which essentially arise 

from the above gaps in the literature, and discuss some research methods which are 

suitable for addressing the specified research questions.
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CHAPTER 3

RESEARCH METHODOLOGY

From the review of the literature on regional income disparities and government 

responses to those disparities, some key gaps were identified in Section 2.4 of Chapter 

2 and from these gaps a number of research questions were raised. This chapter 

focuses on these research questions and the data analysis approach applied to each 

research question. In addition, data collection methods, ethical issues, and interview 

methods are reported. 

The chapter is organised as follows. Section 3.1 presents the research 

questions. Section 3.2 provides a brief overview of the research methods adopted to 

address each particular research question, while Section 3.3 reports data collection 

methods. Some ethical issues relating to the interviews are presented in Section 3.4, 

while the interview methods are reported in Section 3.5. Section 3.6 summarises the 

major points raised in the chapter.  

3.1. RESEARCH QUESTIONS  

The three main research questions are as follows. 

Research question 1 (RQ1): What were the trends and patterns of provincial output 

disparity in Vietnam?  

This question can be sub-divided into three sub-questions: 
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RQ1A: Did provincial output levels diverge or converge? 

RQ1B: Which provinces displayed the most divergence or convergence?

RQ1C: What appears to have been the key factors behind these dynamics? 

Research question 2 (RQ2): What were the government responses to provincial 

economic disparities through central-provincial government financial relations? 

This question can be divided into the following sub-questions:

RQ2A: What have been the major features of central-provincial government 

financial arrangements in Vietnam?

RQ2B: How important were transfers from the central government in helping 

to reduce poverty and provincial output disparities?

Research question 3 (RQ3): What have been the main issues in implementing the 

central-provincial government financial relations to address provincial output 

disparities?

These questions are of potential interest to researchers and policy-makers, not 

only in Vietnam but also in other countries where regional income disparities are an 

issue of concern.

3.2. OVERVIEW OF RESEARCH METHODS

In an effort to develop answers to these research questions, the study proposes to 

employ a range of complementary methods including econometric analyses based on 
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data from a variety of sources, analysis of available official documents as well as 

analysis of results of in-depth interviews. 

Expected contributions to the study lie in the use and interpretation of recent 

data and, perhaps more importantly, in the synthesis of findings from several 

analytical approaches into a set of consistent interpretations. Of particular interest is 

the use of geographical information and local history with regard to specific locations 

as a supplement to the economic and financial data. 

The research methods are now examined more closely.

3.2.1. Research methods for RQ1A: Did provincial output levels diverge or 

converge?

In order to answer RQ1A, six methods were applied, namely sigma-convergence, 

beta-convergence, Theil coefficient, Gini coefficient, the Phillips-Sul log(t) test, and 

pair-wise stationarity tests. Detailed descriptions of these methods are presented 

below.

Sigma-convergence

One of the simplest and yet often one of the most useful methods is the 

familiar sigma- -convergence) analysis. Following Sala-i-Martin 

-convergence is said to hold if the dispersion of real GDP per capita across a 

set of economies falls over time. Standard measures of dispersion include the 

unweighted and weighted coefficients of variation (Williamson, 1965; Shankar & 

Shah, 2001). The unweighted coefficient of variation (CV
U
) is calculated by:
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varies from zero for perfect equality (same per capita GDP for different 

provinces) to 1N − for perfect inequality (only one province has all the GDP).

The weighted coefficient of variation (CV
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) is computed as:
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where y
i
is the GDP per capita of province i and y is the national mean per capita 

GDP. P is the national population and p
i
is the population of the province i. 

The weighted coefficient of variation (CV
W

) was argued to diminish the degree 

to which smaller provinces can skew the measure of inequality (Williamson, 1965).

CV
W 

varies from zero for perfect equality to 

P p
i

p
i

−

for perfect inequality 

where province i has all the GDP.
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Beta-convergence

Beta- -convergence) analysis was also employed in the 

research. Sala-i-Martin (1996) showed that, in a cross- -

convergence holds when the relationship between the average growth of per capita 

GDP and the initial level of -

convergence occurs when poorer provinces tend to grow faster than richer ones. Beta-

convergence is calculated by

,0
*

i i t
r Yα β ε= + + (Absolute convergence)                     (3.4)

where r
i

denotes the trend growth rate of per capita GDP in province i over the 

sample period; is a constant; and Y
i,0

is per capita GDP in the province i in the initial 

-

Theil coefficient [T]

Another measure of inequality is calculated by the following equation (Theil, 

1967):

log
i

i

i i

x

T x

q

 

=
 

 

∑ (3.5)

where x
i
is the GDP share of province i; q

i
is the population share of province i.

T varies from zero (for equal per capita GDRPs) to log (P/p
i
) (for a case where 

province i receives all the income; where P is the total population of the country, and 

p
i
is the population of province i). 
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Gini coefficient [G]

According to Kakwani (1980) and Shankar & Shah (2001), the unweighted 

Gini index is calculated as follows:

1 1

( 1)2

n n

i j

i j
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G y y

n ny
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−
 

∑ ∑U

(3.6)

where 
U

y is the unweighted mean of the per capita GRDPs; n is the number of 

provinces; y
i

and y
j

are the incomes per capita of province i and j, respectively. G
U

varies from zero for perfect equality to one for perfect inequality. 

The weighted Gini index is computed by the following equation:
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where y is the national mean per capita GDP; P is the national population; n is the 

number of provinces; p
i
and p

j
are the population of provinces i and j, respectively. 

G
W

varies from zero for perfect equality to 1
i

j

p

p

− for perfect inequality. 

Phillips-Sul log(t) test

A much more recent method of calculation is the Phillips-Sul test, which is 

based on time series techniques and includes a one-sided t-test of the null hypothesis 

of convergence against the alternatives of no convergence and partial convergence 

among sub-groups (Phillips and Sul, 2007, 2009). 
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Let y
it

be the panel data of output per capita of province i at period t (i=1,…N

and t=1,…T). Based on the methods of Phillips and Sul (2009), log (y
it
) is formulated 

as follows: 

( )log y b
tit it

µ=
(3.8)

where idiosyncratic component, b
it
, measures the “distance” between log(y

it
) and the 

common component,  
t
.  
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where h
it

measures the loading coefficient b
it

relative to the panel (group) average and 

the transition path for per capita output of province i relative to the group average. 

When ultimate growth convergence within the group occurs, h
it 

i as t

the mean square transition differential

( )
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provides a quadratic distance measure for the panel from the common limit. Since 

t H
t
converges to zero if all provinces in the panel converge but remains positive 

if those provinces do not. If the panel does not converge, the provinces in the panel 

diverge or may form convergence sub-panels (clubs). 

Following Phillips and Sul (2009), the null hypothesis of growth convergence 

is framed within a semi-parametric model that allows for heterogeneity of transition 

behaviour over time and across provinces as specified below:
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where 
it

ξ is i.i.d (0, 1) across i, 
i

σ are idiosyncratic scale parameters, L(t) is a slowly 

varying function (for example, ( ) log( )tL t = ) for which ( )L t →∞as t →∞ , and 

indicates the speed of convergence. 

To test for the null hypothesis of growth convergence (b
i
=b and 0) against 

the alternative hypothesis of growth divergence (b
i
=b for all i

convergence (b
i 

for some i with 0α ≥ or < 0), Phillips and Sul (2009) suggested 

the following ‘log (t)’ regression model:

1
log 2 log(log( )) log( )

H

t a t u
t

H
t

γ− = + +
for t = T

0
,…,T, (3.10)     

In the equation (3.10), the initial observation in the regression is T
0

= [rT] for 

some r>0, so that the first r% of the data is discarded

11

. 

Under the null hypothesis of growth convergence, the point estimate of the 

which is a scaled value of the speed of 

convergence parameter. The corresponding t-statistic is constructed by using HAC 

standard errors. Under the null hypothesis, this t-statistic diverges to positive infinity 

when > 0 and converges weakly to a standard normal distribution when = 0. In 

contrast, under the alternative hypothesis of growth divergence or club divergence, the 

t-statistic diverges to negative infinity. 

11

Phillips and Sul (2007) suggested choosing the r value in the interval [0.2, 0.3]
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Pair-wise stationarity tests

A pair-wise stationarity approach is employed to test for output and growth 

convergence between pairs of countries. Bernard and Durlauf (1996) argued that 

country i and country j converge if

( )
, ,

0
i t k j t k t

k

Lim E y y I
+ +

→∝

− = , at any time t……………        (3.11)              

where I
t

is the information set at time t, containing y
i,t-s

for i = 1, 2,...N and s = 0, 1, 

2…; and y
i,t

is the output of interest (for example, the log of GDP per capita), 

represented by 

itittiiiit
fty ηεθβα ++++= for i = 1, 2, …..N                 (3.12)

where t
ii

βα + is the deterministic component, 
itti

f εθ + is a multifactor model in 

which f
t

a vector of common components, 
i

θ is the associated vector of factor 

loadings, 
it

ε is the idiosyncratic component, and 
it

η is a stationary process.

It can be seen from (3.11) and (3.12) that countries i and j converge if α
i
=α

j,

β
i
=β

j
, θ

i
=θ

j
and 

ti
fθ follows an I(1) process. Pesaran (2007) argued that these three 

conditions are too stringent and the condition that α
i
=α

j
is the least likely to be 

satisfied as it assumes the two countries are identical in saving rates and initial 

endowments.

In a less strict definition, Pesaran (2007) proposed a pair-wise convergence 

definition based on the conditional probability of the output gap falling behind a pre-

defined interval. In particular, Pesaran (2007) stated that countries i and j converge if 
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for some finite positive constant C, and a tolerance probability measure π≥0. This was 

expressed by

{ } π><−
++ tstjsti

ICyy
,,

Pr at all horizons, s = 1, 2,…., ∞ (3.13)

Applied to (3.12), this definition clearly indicates deterministic and stochastic 

trends in the output gap process. Unless 
ji

ββ = and 
ji

θθ = are both satisfied, it can 

be seen that { } 0Pr
,,

=<−
++

∞→

tktjkti

k

ICyyLim for all finite constants, C, and the output 

gap diverges. A notable point is that this definition does not require α
i
=α

j.

Therefore, the main conditions for countries i and j to converge are 
ji

ββ =

(that is y
it

and y
jt

are cointegrated) and 
ji

θθ = (that is y
it

and y
jt

are cotrended). To

confirm the pair-wise convergence both these conditions must be checked by using: 

(1) a unit-root test on the difference y
it
-y

jt
; and (2) a cotrending test for the stationarity 

of the output gap. 

Pesaran (2007) extended the definition for a multi-countries case, where 

countries i = 1, 2, …., N are said to converge if for some positive constant C, and a 

tolerance probability π ≥ 0. This was illustrated by

{ } π><−∩
+++=−= tstjstiNijNi

ICyy
,,,...1,1,...,1

Pr (3.14)

at all horizons, s = 1, 2, …., ∞.

This definition requires the unit root and detrending conditions (
ji

ββ = and 

ji
θθ = ) for all possible N(N-1)/2 pairs of i and j with i = 1, 2, …, N-1 and j = i+1, …, 

N. 
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The first stage to test for pair-wise convergence is to test for a unit-root in the 

output gap series 
jtitijt

yyd −= using an augmented Dickey-Fuller (ADF) regression 

with an intercept and a linear trend. 
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The order of the ADF regressions, p
ij
, can be decided by using selection 

criteria such as the Akaike information criterion (AIC). If the null hypothesis (H
0
) of 

unit-root test is rejected, one can proceed testing the hypothesis that y
it 

– y
jt

is not 

trended.

An alternative approach is to use the KPSS test (Kwiatowski et al., 1992) for 

the null hypothesis of stationarity. Since the variance of the partial sum series 
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would be relatively small under the stationarity hypothesis, the KPSS statistic is 
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Using the equation (3.12) and two conditions for convergence (that is 
ji

ββ =

and
ji

θθ = ), the null hypothesis (H
c
) of the KPSS test is defined as

ijtjijtitc
yyH ψαα +−=−: for all i≠j

where 
jtitjtitijt

ηηεεψ −+−= is a stationary process with mean zero under H
c
. The 

statistic directly tests the null hypothesis of convergence (
c

H ), whereas the ADF
(p)

statistic tests the null hypothesis of divergence ( cH ). The null hypothesis of 

divergence ( cH ) is expressed by

: ( )
c it jt i j i j t ijt

H y y fα α θ θ ψ− = − + − + for all i≠j with f
t

and/or 
ijt

ψ having 

unit roots.

By constructing a dummy variable Z
ij,T

equals to unity if the test statistics 

(KPSS
ijT

(l)) is greater than the critical value of the KPSS test of size α (K
T,α

), and zero 

otherwise, Pesaran (2007) argued that the fraction of the N(N-1)/2 pairs for which the 

null hypothesis of convergence is rejected approximates to the size of the test (α) as 

T → ∞ . 

Similarly, applying the ADF test for all possible N(N-1)/2 pairs, let Z
ij

take the 

value of unity if  the test statistics (ADF
ij,T

) are less than the critical value of the 

Dickey-Fuller test of si ). Under the null hypothesis of convergence, the 

fraction of pairs that reject the unit root test will approach unity as N and T approach 

infinity. 

3.2.2. Research methods for RQ1B: Which provinces displayed the most divergence 

or convergence?



70

To answer RQ1B, the three following methods were used. 

Firstly, the model developed by Phillips and Sul (2007, 2009) as outlined 

previously can be also used to indentify convergence clubs among the provinces. The 

steps suggested by Phillips and Sul for analysing the clustering patterns are as 

follows: 

Step 1 (cross-section ordering): order the provinces according to the final-year 

GDP per capita. 

Step 2 (a core primary group of k

*

provinces): Select the first k highest 

provinces in the panel to form the subgroup G
k

for some 2 ≤ k < N, run the log (t) 

regression and obtain the convergence test statistic t
k

= t(G
k
). Choose the core group 

size k

* 

with k

*

= arg max
k
(Atkinson) subject to min (Atkinson) > -1.65.

If the convergence test fails for k = 2, the province with highest output per 

capita in G
k

will be dropped and form new subgroups G
2j

= {2,….j} for 3 j N≤ ≤ . 

Step 2 can be repeated with test statistics t
j
= t(G

2j
).

Step 3 (sieve the data for new club members): add one province each time to 

the core primary group with k

*

members and run the log (t) test again. Include the new 

province in the convergence club if the associated t-statistic is greater than the chosen 

critical value (-1.65). 

Step 4 (recursion and stopping rules): form a second group from provinces 

that the sieve condition fails in Step 3. Run the log (t)-test to see if  t

γ

∧
> -1.65 on this 

group. If this group satisfies the convergence test, the second group is formed. 

Otherwise, repeat steps 1-3 to see if this second group can itself be subdivided into 
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convergence clusters. If there is no k in Step 2 for which t
k

>-1.65, conclude that the 

remaining provinces have divergent behaviour.

Secondly, in recognition of the fact the Phillips-Sul method and the Persaran 

method do not allow for structural breaks, the log of the ratio of output per capita in 

each province to the output per capita in a reference economy was analysed that took 

into account of the breaks proposed by Nguyen, Smith and Meyer-Boehm (2006). 

Allowing for the 1997-98 Asian Financial Crisis and for policy changes which 

occurred in Vietnam around 2004, the study period was divided into three sub-

periods: 1990-1997, 1998-2004, and 2005-2008. Denoting these sub-periods 1, 2, and 

3, the analysis of relative income growth paths proposed by Nguyen, Smith and 

Meyer-Boehm (2006) was formulated as: 

1 1 1 2 2 2 2 3 3*

log * * * *
it

it

t

y

d a b TRND a DA b TRND b TRND

y

 

= = + + + +
 

 

(3.16)

where y
it

is GDP per capita of province i; 
*

t
y is GDP per capita of the reference 

economies such as Ho Chi Minh City and the national average; a
1

and a
2 

are constant 

intercept terms; b
i

(i = 1, 2, 3) is the slope during the sub-period i expressed by 

dummy variable TRND
i
. 

Thirdly, Geographical Information System (GIS) mapping was used to 

indentify provinces that are geographically related and local information and local 

characteristics were used to supplement the statistical results.

3.2.3. Research methods for RQ1C: What appears to have been key factors behind 

these dynamics? 
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In order to answer RQ1C, the study applied the results of RQ1A and RQ1B. In 

addition, information and data including foreign direct investment, public investment, 

subsidies from the central to provincial governments, and private investment were 

analytically synthesised to answer the research question.  

3.2.4. Research methods for RQ2A: What have been the major features of central-

provincial government financial arrangements in Vietnam?

In order to answer RQ2A, the study used official documents, namely the State Budget 

Laws, government’s decisions, World Bank’s reports, and other previous empirical 

research to analyse the main features of the central-provincial government financial 

arrangements. Those official documents were used to analyse the key changes in the 

central-provincial government financial arrangements.

3.2.5. Research methods for RQ2B: How important were transfers from the central 

government in helping to reduce poverty and provincial output disparities?

In order to answer RQ2B, the following methods were applied. 

Firstly, econometric models were also applied to investigate tendencies of 

transfers from the central to provincial governments. 

In particular, a linear regression model was used to examine relationships 

between the ratios of real net transfers per capita of provinces to the real national GDP 

per capita of Vietnam and the ratios of real GDP per capita of provinces to the real 

national GDP per capita of Vietnam. This model was calculated by

(3.17)

, 1, 1, , 2 2 , 1,
* *

i t t t i t t i t
NTPC a b RGDPPC b Dremote ε

−
= + + +
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where NTPC
i,t

is the ratio of real net transfers per capita of province i to the real 

national GDP per capita of Vietnam in year t. RGDPPC
i,t-2

is the ratio of real GDP per 

capita of province i to the real national GDP per capita of Vietnam in year t-2. C
i,t

are 

real transfers from the central government to province i in year t. B
2,i,t

is real shared

revenue which was transferred to the central government by province i in year t. P
i,t 

is 

population of province i in year t. GDPPerCapVN
t
is the real national GDP per capita 

of Vietnam in year t. GDPPerCap
i,t-2

is the real GDP per capita of province i in year t-

2. GDPPerCapVN
t-2

is the real national GDP per capita of Vietnam in year t-2. 

The reason for choosing a two year lag (t-2) is that according to the 2002 State 

Budget Law, provincial budget estimates including transfers from the central 

government for the next financial year, are usually determined from October to 

December in the current financial year and based on the main provincial 

characteristics such as provincial terrain and level of development in previous fiscal 

year. In addition, a one year lag (t-1) was applied for an equation (3.17); however, the 

results are relatively similar to those of using a two year lag (t-2) (for more details, 

please see Table 5.4 of chapter 5). 

Dremote
i

is a dummy variable. The dummy variable is selected because 

remote provinces tended to be given more transfers from the central government.  

Dremote
i
= 0 if province i is a very remote and mountainous province, while Dremote

i

= 1 if province i is not a very remote or mountainous province. 
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Before the equation (3.17) was estimated by Ordinary Least Squares (OLS), 

the tests for normality and for heteroscedasticity of the residuals for each year from 

2000 to 2008 were conducted. The results rejected the null hypothesis of normality for 

each year from 2000 to 2008. In addition, the null hypothesis of homoscedasticity for 

each year from 2000 to 2008 was rejected. Therefore, robust standard errors and t-

statistics were calculated (White, 1980) when applying the OLS to estimate the 

equation (3.17).

In recognition of the fact that the current State Budget Law came into effect in 

2004, the study period was proposed to be divided into two sub-periods: 2000-2003 

and 2004-2008. The standard Chow test (1960) was also used to test for a possible 

structural break of the weighted coefficient of variation (CV
W

) of provincial transfers 

per capita around 2004. An equation used to test for a break year is CVw = a + b*t + 
t

and t is time variable. The CVw is computed as:

( )

2

W

p
i

i
i P

CV

s s

s

−∑

=

where s
i
is the transfer per capita of province i and s is the national mean per capita 

transfer. P is the national population and p
i
is the population of the province i. 

The results of Chow test (1960) indicate that there was a break of the CVw of 

provincial transfers per capita in 2004 (for more details, please see Table 5.3 of 

chapter 5). Therefore, a panel data regression model was used to analyse relationships 

between the ratios of real net transfers per capita of provinces to the real national GDP 

per capita and the ratios of real GDP per capita of provinces to the real national GDP 

per capita. This model is expressed by
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where NTPC
i,t

, RGDPPC
i,t-2

and Dremote
i

are determined in the equation 3.18, the 

equation 3.19 and the equation 3.17, respectively. 

Dbreak2004 was determined as zero during the sub-period 2000-2003 because 

transfers from the central to provincial governments were unsystematic and still 

heavily influenced by their negotiations (Rao, Bird, and Litvack (1998); McLure and 

Martinez-Vazquez, 1998). In contrast, Dbreak2004 was determined at one during the 

sub-period 2004-2008. This was because when the 2002 State Budget Law came into 

effect from 2004, transfers from the central to provincial governments were based on 

clearer norms and a majority of the norms have been more systematic and favourable 

to poorer provinces. Poorer provinces tended to get more aggregate transfers 

including balancing transfers and targeted transfers from the central government each 

financial year. 

Secondly, the results of in-depth interviews were used to synthesise and 

analyse the role of transfers from the central government in helping to reduce poverty 

and provincial output disparities in Vietnam (for more details about the interviews, 

please see Section 3.5).

3.2.6. Research methods for RQ3: What have been the main issues in implementing 

the central-provincial government financial relations to address provincial output 

disparities?
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In order to answer RQ3, the results of in-depth interviews were employed to analyse 

the main issues in implementing the central-provincial government financial relations 

to address the disparities. 

3.3. DATA SOURCES 

The data used for RQ1A, RQ1B, and RQ1C comprised real GDP per capita at 1994 

prices for 64 provinces of Vietnam. Data for GDP and population at the provincial 

level was available from the General Statistics Office (GSO), provincial websites as 

well as various Year Books. In addition, yearly data for the total investment and 

foreign direct investment was collected from the Ministry of Planning and Investment 

(MPI) and various provincial Year Books. Annual data for subsidies from the central 

budget to provincial budgets were obtained from the MOF. 

- -TTg, and 

Circular 02/2011/TT- flowing methods which can be used to 

calculate GDP at provincial level or gross provincial product (GPP) in Vietnam. 

Firstly, GPP calculated by production method (GPP (P)) is the sum of value 

added for all industries and is computed by: 

GPP (P) = Gross value added + Taxes on import products - Subsidies on products

Secondly, GPP calculated by income method (GPP (I)) is derived by summing 

the income flows accruing to factors of production such as labour, capital, land and 

machinery. In particular, GPP (I) is computed as:

GPP (I) = Income from production of labourers + Production tax + Depreciation of 

fixed assets used in production + Gross operating surplus – Subsidies on production
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Thirdly, GPP computed by expenditure approach (GPP (E)) is the sum of three 

final factors and is calculated as follows: 

GPP (E) = Final consumption expenditure of households and provincial government + 

Gross fixed capital formation + Exports – Imports

Circular 02/2011/TT-BKH also shows that in theory, GPP can be 

calculated by these three methods; however, provinces in Vietnam still face a lot of 

problems such as limited data sources available. For example, there is no data source 

available to produce inter-provincial trade. As a result, GPP has been mainly 

computed by a production method.  

According to Resolution 22/2003/QH11, in 2004, old Lai Chau province was 

divided into Dien Bien and new Lai Chau province. In the same year, old Dak Lak 

province was divided into Dak Nong and new Dak Lak province, while old Can Tho 

province was divided into Can Tho City and Hau Giang province. As three of the 64 

provinces, namely Dien Bien, Dak Nong and Hau Giang were established in 2004, 

their data has been combined with data for Lai Chau, Dak Lak, and Can Tho to refer 

to Lai Chau – Dien Bien, Dak Nong – Dak Lak, and Can Tho – Hau Giang, 

respectively, for the 19-year study period, 1990-2008. 

The data used for RQ2A and RQ2B included real GDP per capita and real net 

transfers per capita at 1994 prices for 64 provinces of Vietnam. Data for GDP and 

population at the provincial level was available from the GSO, provincial websites as 

well as various Year Books. In addition, yearly data for subsidies from the central to 

provincial budgets were collected from the MOF. 
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Similarly, as three of the 64 provinces, namely Dien Bien, Dak Nong, and Hau 

Giang were established only in 2004, their data has been combined with data for Lai 

Chau, Dak Lak, and Can Tho to represent the composite entities Lai Chau – Dien 

Bien, Dak Nong – Dak Lak, and Can Tho – Hau Giang, respectively, for the nine-year 

study period, 2000-2008.

3.4. ETHICS ISSUES

Ethics approval aimed at preserving the rights, safety and interests of the interviewees 

(as indicated in Appendix B) was issued in 2010 by the Human Research Ethics 

Committee of Griffith University before conducting the interviews. 

When the ethical clearance certificate was granted, the interviewees were sent 

an “Information sheet” describing the purposes of the research, who would conduct 

the research, and how the research would be carried out. This information sheet 

showed that participation was completely voluntary and that the personal identity and 

responses of participants would be strictly confidential, with only aggregate results 

being reported. 

For the interview process, interviewees also received a “Consent form” asking 

for their voluntary agreement to participate in the research. In this consent form, 

interviewees were advised that they were free to withdraw at any time without 

comment. For administrative purposes, all transcripts of interviews were coded by the 

researcher, for example central officials named as “C” and provincial officials coded 

as “P”, and kept in a secure place with access only to the researcher and the 

supervisor.
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3.5. INTERVIEWS 

This section describes how the interview questions were designed, how the in-depth 

interviews were conducted and the selection criteria for interviewees. 

Firstly, the pilot interview questions were designed in the form of semi-

structured questions to analyse the importance of transfers from the central 

government in helping to reduce poverty and provincial output disparities as well as 

the main issues in implementing the central-provincial government financial relations 

to address the disparities. The main interview questions were prepared, based on the 

pilot interview questions in which the responses were unclear or more explanations 

were needed. All these interview questions were translated into the Vietnamese 

language as many central and provincial officials could not answer the interview 

questions in English. 

Secondly, in order to facilitate the in-depth interviews, the researcher 

discussed with interviewees a convenient time and place for their interviews. The pilot 

interviews were conducted in March 2010 with two central officials of the MOF and 

three provincial officials of the Department of Finance of three provinces, namely 

Hoa Binh, Bac Giang, and Hai Duong. The purpose of these pilot interviews was to 

gauge whether interviewees clearly understood all the questions and how to answer 

them. The officials were also requested to comment on any item that they thought was 

unclear or confusing. 

The main interviews were conducted from January 2011 to March 2011 with 

two different officials from the MOF and 12 provincial officials from the Department 
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of Finance of 12 provinces including Cao Bang, Lao Cai, Lang Son, Phu Tho, Hanoi, 

Thanh Hoa, Quang Ngai, Quang Nam, Kon Tum, Ho Chi Minh City, and Dong Nai. 

Fifteen of the nineteen interviews were recorded, transcribed, and translated 

into English, while records of the four remaining interviews were taken by notes and 

translated into English. Each interview lasted between 60 to 90 minutes. 

Thirdly, the reason for choosing central officials of the MOF was that the 

MOF plays an important role in implementing central and provincial government 

financial arrangements. The particular provincial officials were selected on the basis 

that their provinces were not only unique representatives of seven geographical 

regions of Vietnam but also representatives of the three groups of rich, average, and 

poor provinces in terms of per capita GDP and subsidy from the central government. 

The poor group included Hoa Binh in the North West region, Cao Bang, Lao Cai, Bac 

Kan, Lang Son, Phu Tho, and Bac Giang in the North East, and Kon Tum in the 

Central Highland region. The average group comprised Hai Duong in the Red River 

Delta region, Thanh Hoa in the North Central Coast, and Quang Ngai and Quang Nam 

in the South Central Coast region. The rich group consisted of Hanoi in the Red River 

Delta region and Ho Chi Minh City and Dong Nai in the South East region (for more 

details, please see Table 3.1). 
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Table 3.1: List of central and provincial officials interviewed

Central 

officials

Provincial officials

4 15

(MOF) (DOF)

15 provinces in 8 regions

(Source: Author’s calculation)

3.6. CHAPTER SUMMARY 

This chapter re-iterates the research questions for the study. The research methods to 

be applied for addressing each particular research question and sub-question are 

described. The chapter also reports how to collect secondary data for purposes of the 

research. In addition, the ethical issues relating to the interviews and how the in-depth 

interviews were conducted are presented in the chapter. The next chapter will analyse 

provincial output disparities in Vietnam during the period 1990-2008. 
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CHAPTER 4

PROVINCIAL OUTPUT DISPARITIES IN VIETNAM

This chapter presents the main findings with the regard to output disparities at the 

provincial level in Vietnam during the period 1990-2008, using a range of 

complementary methods. 

The chapter is organised as follows. Section 4.1 presents the findings relating 

to the overall divergence/convergence trend for all provinces as a group. Section 4.2 

reports the findings regarding convergence clubs, while the findings of relative 

growth performances at the level of individual provinces are analysed in Section 4.3. 

Section 4.4 explores key factors underlying the switch from divergence to 

convergence and Section 4.5 summarises the main findings in this chapter. 

4.1. FINDINGS: OVERALL DIVERGENCE/CONVERGENCE 

TRENDS

4.1.1. The Phillips-Sul log-t tests 

Applying the log t convergence test developed by Phillips and Sul (2007, 2009) to 

data for provincial output per capita over the entire study period (1990-2008), the 

results show that the null hypothesis of overall convergence can be rejected ( γ̂ = -

0.781 and 
γ̂

t = -41.473). The finding suggests that provincial output per capita in the 

whole country tended to diverge during the period.
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4.1.2. The Pesaran pair-wise test

Following the pair-wise approach of Pesaran (2007) (as discussed in chapter 3), 

provincial output per capita in Vietnam is said to converge if all 1830 output gap pairs 

meet the necessary and sufficient conditions: (1) logarithm of output per capita of 

province i and log of output per capita of province j are cointegrated and (2) logarithm 

of output per capita of province i and log of output per capita of province j are 

cotrended (i = 1, 2,…60 and j = 2, 3, ..61). 

The results of applying this pair-wise approach indicate that there was little 

evidence of log per capita output convergence at a provincial level. Indeed, only 307 

of 1830 output gap pairs (approximately 16.8 percent) were found stationary at the 

five percent significance level when the ADF-GLS test is employed (for more details, 

please see Table 4.1). Similar findings were also obtained when applying the standard 

ADF and the ADF-WS tests. In the case of using the KPSS test, 1078 of 1830 output 

gap pairs (58.9 percent) were found to be stationary at the five percent significance 

level (for more details, please see Table 4.2). As condition (1) above was not met, 

tests for condition (2) were not carried out.



84

Table 4.1:  Proportion of output gap pairs for which the stationarity hypothesis 

is accepted by using ADF tests

Sample period 1990-2008 (T = 19)

Number of provinces N = 61

Number of province pairs 1830

Tests/significance level (%) 5 10

ADF (AIC) 0.20328 0.27705

ADF-GLS (AIC) 0.16776 0.25027

ADF-WS (AIC) 0.18197 0.2377

(Source: Author’s calculation)

Notes: 

- The unit-root tests are based on augmented Dickey-Fuller (ADF) regressions with an 

intercept and a linear trend, and are conducted at the five per cent and 10 per cent 

significance levels. 

- ADF-GLS is the generalised least squares ADF test by Elliot et al. (1996) that 

corrects for trends and ADF-WS is the weighted symmetric version of the ADF test 

proposed by Park and Fuller (1995)
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Table 4.2: Proportion of output gap pairs for which the stationarity hypothesis is 

rejected by using KPSS test

Sample period 1990-2008 (T = 19)

Number of provinces N = 61

Number of province pairs 1830

Tests/significance level (%) 5 10

KPSS 0.41093 0.63443

(Source: Author’s calculation)

Note: 

- KPSS tests are based on Kwiatkowski-Phillips-Schmidt-Shin regressions 

(Kwiatkowski et al., 1992) with an intercept and a linear trend, and are carried out at 

the five percent and 10 percent significance levels. 

4.1.3. Sigma-convergence, Theil coefficient and Gini coefficient

The above findings are broadly supported by conventional method -convergence 

analysis (weighted CV) as well as Theil and Gini coefficient analyses. As can be seen 

in Figure 4.1, Figure 4.2 and Figure 4.3, each of these measures of dispersion 

displayed a generally rising trend over the study period, indicating that provincial 

levels of output per capita diverged during much of this period, that is prior to 2004.  



86

Figure 4.1: Disparity in GDP per capita across provinces from 1990 to 2008

(Coefficient of variation (CV
W

) of GDP per capita of provinces at 1994 prices)

(Source: Author’s calculation) 

Figure 4.2: Disparity in GDP per capita across provinces from 1990 to 2008

(Theil coefficient)

(Source: Author’s calculation) 
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Figure 4.3: Disparity in GDP per capita across provinces from 1990 to 2008

(Weighted Gini coefficient)

(Source: Author’s calculation) 

4.1.4. Beta-convergence 

Figure 4.4 plots for the provinces the relationship between initial GDP per capita in 

1990 and average growth of GDP per capita during the period 1990-2008. On the 

graph, a positive relationship between these variables would suggest a diverging 

trend. In other words, the provinces having lower initial GDP per capita had lower 

growth of GDP per capita. However, standard testing procedures suggest that this 

relationship is not statistically significant (slope = 3.92E-05, SE = 0.000139). As a 

- -divergence of GDP 

per capita at provincial levels. 
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Figure 4.4: Average growth of GDP per capita relative to GDP per capita in 1990 

at 1994 prices

Average growth of GDP per capita relative to GDP per capita in 1990 at 1994 prices

0

2

4

6

8

10

12

14

0 2000 4000 6000 8000 10000 12000

GDP per capita in 1990 at 1994 prices

A
v
e
r
a
g
e
 
g
r
o
w

t
h
 
o
f
 
G

D
P
 
p
e
r
 
c
a
p
i
t
a

(Source: Author’s calculation)

Interestingly, Figure 4.1, Figure 4.2 and Figure 4.3 also show something that 

is not detected by the Phillips-Sul and the Pesaran tests: from these figures it can be 

seen that the divergence trend has reversed itself quite sharply after 2004. Several 

lines of enquiry are now brought to bear on this remarkable switch from divergence to 

convergence behaviour. 

4.2. FINDINGS: CONVERGENCE CLUBS 

Application of the clustering algorithm developed by Phillips and Sul (2007, 2009) 

resulted in the identification of seven convergence clubs among 54 of the 61 

provinces analysed. The remaining seven provinces diverged from each other as well 

as from the clubs (for more details, please see Table 4.3 and Map 4.1).
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Table 4.3: Phillips-Sul tests of overall and club convergence, 1990-2008

Members Log-t 

coefficient

t-statistic

Using data for all 61 provinces

Vietnam

*

All 61 provinces -0.781 -41.473

Club 1

Bac Lieu, Binh Duong, Dong Nai, Hanoi, Ho Chi 

Minh City, Quang Ninh, Tay Ninh, and Vinh Phuc

0.501 4.658

Club 2

Bac Ninh, Ca Mau, Can Tho-Hau Giang, Hung Yen, 

Khanh Hoa, and Kien Giang

1.070 8.053

Club 3

Binh Thuan, Dong Thap, Hai Duong, Lam Dong, 

Long An, Ninh Binh, and Soc Trang

0.333 3.186

Club 4

An Giang, Ben Tre, Cao Bang, Tien Giang, Tra Vinh, 

and Vinh Long

0.621 7.889

Club 5 Binh Dinh, Ha Nam, Ha Tay, and Quang Nam -0.073 -0.467

Club 6

Binh Phuoc, Dak Nong-Dak Lak, Gia Lai, Ha Tinh, 

Kon Tum, Lao Cai, Nam Dinh, Nghe An, Phu Tho, 

Phu Yen, Quang Ngai, Thai Binh, Thai Nguyen, 

Thanh Hoa, Thua Thien Hue, and Tuyen Quang

1.052 8.948

Club 7

Bac Kan, Hoa Binh, Ninh Thuan, Quang Binh, Quang 

Tri, Son La, and Yen Bai

0.586 5.092

Remaining 

province

*

Lai Chau-Dien Bien, Ha Giang, Lang Son, Bac Giang, 

Hai Phong, Da Nang, Ba Ria Vung Tau

-0.837 -40.621

(Source: Author’s calculation)

Notes: (1) The Phillips-Sul log-t test is applied to sets of data for GDP per capita. 

A set of economies is considered a convergent set (or “club”) if the 

log-t coefficient is positive, or if log-t coefficient is negative but its t-

statistic is > -1.65.

(2) An asterisk (*) indicates a set of divergent economies.
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Map 4.1
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Hai Phong and Da Nang were added into Club 1 because they had similar economic 

performances compared with those of other provinces in Club 1. Similarly, Lai Chau-Dien 

Bien, Ha Giang, and Bac Giang were added into Club 7 (for more details, please see Section 

4.3.1). 
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Within each club, output per capita levels tended to converge in that they 

passed the log t test (as applied to the club’s members only). However, the average 

levels of output per capita for the various clubs tended to diverge from each other. 

Indeed, the results of employing the log t convergence test developed by Phillips and 

Sul (2007, 2009) to data for the average levels of output per capita for the seven clubs

during the period 1990-2008 show that the null hypothesis of overall convergence is 

rejected ( γ̂ = -0.901 and 
γ̂

t = -36.785). Similarly, the coefficient of variation 

(weighted CV), Theil coefficient and Gini coefficient of average clubs tended to 

increase from 1990 to 2004 before they decreased until 2008. For example, the 

weighted CV of average clubs increased rapidly from about 0.37 in 1990 to around 

0.54 in 2004 before declining slightly by 0.02 to approximately 0.52 in 2008 (for 

more details, please see Figure 4.5). These are broadly consistent with the above 

findings of overall divergence at the provinces level. 

Figure 4.5: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of average clubs 

(Source: Author’s calculation)
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Regarding the main characteristics of seven clubs, in 2008, club 1 had highest 

GDP per capita compared with those of other clubs. The percentage of overseas 

exports to GDP of club 1 was also highest in comparison with those of other clubs. In 

addition, the members of club 1 contributed significantly to the central budget. For 

example, in 2008, transfers per capita at 1994 price of club 1 to the central budget 

were approximately VND 735 thousand. In contrast, club 7 had lowest GDP per 

capita, for example about VND 3.7 million in 2008. The percentage of agriculture, 

forestry and fishery to GDP of club 7 was highest compared with those of other clubs. 

This club received most significant subsidy from the central government. For 

instance, in 2008, transfers per capita at 1994 price from the central budget to club 7 

were approximately VND 1,251 thousand (for more details, please see Table 4.4).
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Table 4.4: A set of economic indicators of seven clubs in 2008

GDP per capita 

at 1994 price 

(VND 

thousand)

Population 

(Thousand)

Percentage of 

agriculture, 

forestry and 

Fishery to 

GDP (%)

Percentage of 

overseas 

exports to 

GDP (%)

Transfers per 

capita at 1994 

price (VND 

thousand)

Club 1 11,792.51 2,190.60 17.93 120.54 -735.13

*

Club 2 7,877.68 1,385.02 28.85 37.99 219.85

Club 3 6,663.11 1,357.07 39.15 29.99 471.16

Club 4 6,005.59 1,335.37 49.45 20.25 742.39

Club 5 4,898.94 1,625.03 28.91 22.13 528.74

Club 6 4,406.64 1,490.58 35.00 18.63 731.72

Club 7 3,731.93 715.99 40.45 7.60 1,251.27

(Source: Author’s calculation)

Note: An asterisk (

*

) indicates that revenues were transferred from club 1 to the 

central government. 

Note that, following Phillips and Sul, the boundaries between the memberships of the 

various clubs have been tested, and the results show that they are quite robust: log t

tests consistently rejected the inclusion of, for example, the top one-third of the 

members of Club j+1 with members of Club j, and of, for instance, the bottom one-

third of the members of Club j with members of Club j +1, for j=1, ..., 6.
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4.3. FINDINGS: RELATIVE GROWTH PERFORMANCES 

In this section, each convergence club and each province are analysed, in turn. 

Specifically, the growth path of output per capita in each economy (province or club-

average) is compared relative to that of Ho Chi Minh City and to the national average. 

Ordinary least squares (OLS) is used to estimate the intercept (was the economy 

above or below the reference economy initially?) and the slope (did the economy 

become richer or poorer than the reference economy?). In particular, the time series is 

calculated as follows:

( ) ( )
*

*

log log log
it

it it t

t

y

d y y

y

 

= = −
 

 

where y
it

is GDP per capita of province i, time t during the period 1990-2008 and y
t

*

is 

GDP per capita of reference economy (for example, Ho Chi Minh City or the national 

average). The series d
it 

are then tested for stationarity. The results of using Ho Chi 

Minh City as a reference economy and KPSS test (Kwiatowski et al., 1992) indicate 

that the null hypotheses of stationarity of eight provinces including Ba Ria Vung Tau, 

Bac Lieu, Hung Yen, Lam Dong, Nghe An, Phu Tho, Quang Ninh and Thai Nguyen 

were accepted at five percent level of significance. Similarly, the results of using the 

national average as a reference economy and KPSS test (Kwiatowski et al., 1992) 

show that the null hypothesis of stationarity of 34 out of the 61 provinces were 

accepted at five percent level of significance.

Although the KPSS test was used to check whether the data series are 

stationary, the short time period involved and the presence of structural breaks tend to 

limit their usefulness in this particular instance. Therefore, an equation (3.16) as 
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presented in chapter 3 was applied for this study and is reproduced below for 

convenience. 

1 1 1 2 2 2 2 3 3*

log * * * *
it

it

t

y

d a b TRND a DA b TRND b TRND

y

 

= = + + + +
 

 

In interpreting and supplementing the statistical results that emerge, use is 

made of personal information and knowledge regarding a range of provincial 

characteristics, inter-provincial economic linkages, and central and provincial 

financial relations, thereby gaining additional insights into the underlying behaviours.

4.3.1. General Trends and Patterns

The analysis indicates that during the sub-period 1990-1997 all seven clubs diverged 

from Ho Chi Minh City (shown as the top curve in Figure 4.6 and Appendix E).  By 

contrast, during the 1998-2004 sub-period, three clubs (Clubs 1, 2, and 5) converged 

upward toward the level of Ho Chi Minh City, and in the last sub-period (2005-2008) 

all clubs tended to catch up with this reference economy. 

Similarly, six out of seven clubs (excluding club 2) diverged from the national 

average during the sub-period 1990-1997. During the sub-period 1998-2004, five 

clubs including club 3, 4, 5, 6, and 7 continuously diverged from the national average, 

whereas only club 2 tended to converge with the national average. In the last sub-

period 2005-2008, club 2 and club 3 converged with the national average, whereas 

club 6 continuously fell further behind from the national average (for more details, 

please see Figure 4.6 and Appendix G). 
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Figure 4.6: The growth path of output per capita in each club-average relative to 

that of Ho Chi Minh City and to the national average
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The analysis also confirms that Ho Chi Minh City played a very special role in 

these dynamics. Clearly it has been the leading economy in Vietnam at the provincial 

level (the latter designation includes provincial-level cities). Indeed, only one 

province (Ba Ria Vung Tau) started out with a higher per capita output level than Ho 

Chi Minh City, and this was mainly because of Ba Ria Vung Tau’s oil resources.  
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Remarkably, almost all provinces (excluding only Ba Ria Vung Tau, Dong 

Nai, Lam Dong, and Vinh Phuc) displayed a tendency to diverge downward from Ho 

Chi Minh City between 1990 and 1997 (conversely, this could be described in terms 

of Ho Chi Minh City pulling further away from almost all provinces during this time). 

Subsequently, however, a majority of provinces then experienced some degree of 

catching up with Ho Chi Minh City, especially during the latest sub-period, 2005-

2008 (for more details, please see Appendix D). 

Similarly, during the period 1990-1997, a majority of provinces (excluding Ca 

Mau, Khanh Hoa, Kien Giang, Lam Dong, Long An, and Cao Bang) tended to diverge 

from the national average in which some rich provinces such as Binh Duong, Dong 

Nai, Hanoi, Ho Chi Minh City, Da Nang, and Hai Phong diverged upward from the 

national average. In contrast, from 2005 to 2008, about one-thirds of 61 provinces, 

especially provinces belonging to Club 2 and Club 3 tended to converge with the 

national average (for more details, please see Appendix F). 

There has been a distinctly geographical dimension to the relative growth 

performances of a number of provinces. A case in point is Club 1. The eight provinces 

belonging to Convergence Club 1, as determined by the Phillips-Sul algorithm, all 

recorded relatively high (and similar) levels of output per capita in 2008 and relatively 

high (and similar) growth rates. It could be argued that, from the viewpoint of 

economic performance, two other members (Hai Phong and Da Nang) should be 

included, thus forming an Augmented Club 1. In 2008 both of these provincial-level 

cities recorded output per capita levels which were comparable to those of Club 1 

members (even though their growth rates were somewhat lower).
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Map 4.2 shows the locations of the members of this augmented club including 

Hanoi, Vinh Phuc, Quang Ninh, Tay Ninh, Binh Duong, Dong Nai, Bac Lieu, Ho Chi 

Minh City, Hai Phong, and Da Nang. From Table 4.5 and this map, it can be seen that 

the strongest performing provinces were those (like Binh Duong, Dong Nai, and Tay 

Ninh) which had strong economic ties with the country’s commercial capital (Ho Chi 

Minh City) or (in the case of Vinh Phuc) with the administrative capital (Hanoi). In 

addition, the map highlights the strength and importance of Quang Ninh, Hai Phong, 

Da Nang, and Bac Lieu as regional or local economic centres, as well as the benefits 

of proximity to such centres.

Map 4.2
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Table 4.5: A set of economic indicators of provinces of augmented club 1 and Ba 

Ria-Vung Tau in 2008

Provinces

GDP per 

capita at 

1994 price 

(VND 

thousand)

Ranking of 

provincial 

GDP per 

capita in 

Vietnam

Population 

(Thousand)

Percentage 

of 

agriculture, 

forestry and 

fishery to 

GDP (%)

Percentage 

of overseas 

exports to 

GDP (%)

Transfers 

per capita 

at 1994 

price (VND 

thousand)

Quang Ninh 9,444.98 9 1,135.10 6.65 108.93 -3.49

Hanoi 14,482.69 3 3,390.40 6.56 63.31 -1,240.87

Hai Phong 11,025.16 6 1,824.10 10.73 56.87 125.88

Vinh Phuc 9,754.51 14 993.80 18.02 25.33 -839.31

Da Nang 10,789.09 7 868.80 4.27 44.64 -7.49

Ho Chi 

Minh City 17,895.37 2 6,946.10 1.43 126.39 -2,225.51

Tay Ninh 9,892.90 8 1,060.50 40.47 49.07 198.13

Binh Duong 12,029.64 5 1,072.00 5.70 360.37 -1,694.14

Dong Nai 11,991.81 4 2,432.70 10.61 206.47 -683.17

Bac Lieu 8,313.21 13 847.50 607.33 53.96 24.44

Ba Ria-

Vung Tau 49,217.67 1 983.60 4.51 111.02 -1,743.07

(Source: Author’s calculation)
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Another example of the geographical dimension is Club 4, whose members are 

shown in Map 4.3. Of the six provinces that comprise this convergence club, five 

(including An Giang, Tien Giang, Vinh Long, Ben Tre, and Tra Vinh) are clustered 

together in the Mekong River Delta.  

Map 4.3
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Map 4.4 describes an interesting picture that fourteen out of sixteen provinces 

in club 6 including Tuyen Quang, Phu Tho, Thai Nguyen, Thai Binh, Nam Dinh, 

Thanh Hoa, Nghe An, Ha Tinh, Quang Ngai, Kon Tum, Gia Lai, Phu Yen, Dak Lak-

Dak Nong, and Binh Phuoc have adjacent locations.
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Map 4.4
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A fourth example is the case of Club 7. An application of the Phillips-Sul 

algorithm resulted in the identification of seven members of a convergence club: Son 

La, Hoa Binh, Bac Kan, Yen Bai, Quang Binh, Quang Tri, and Ninh Thuan. To these 

there should be added three more provinces (Lai Chau - Dien Bien, Ha Giang, and 

Bac Giang) whose growth rates were somewhat lower than those recorded by 

Convergence Club 7 members but whose levels of output per capita were not too 

dissimilar. The resultant grouping can be described as Augmented Club 7. 
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Map 4.5 shows the locations of the member provinces of this augmented club. 

They tend to be located in remote, mountainous areas (such as Lai Chau - Dien Bien,  

Bac Kan, and Yen Bai) or are not well connected to strong economic hubs – the latter 

description covers Son La, Hoa Binh, Ha Giang, Bac Giang, Quang Binh, Quang Tri, 

and Ninh Thuan. Their disadvantageous locations resulted in some of the weakest 

growth performances among the provinces considered. Indeed, five of these ten 

provinces (Lai Chau - Dien Bien, Ha Giang, Bac Kan, Bac Giang, and Ninh Thuan) 

failed to converge toward (catch up to) Ho Chi Minh City even in the latest sub-period 

(2005-2008) when almost all other provinces (located throughout the country) did so. 

Map 4.5
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4.3.2. Individual Clubs and Provinces

This subsection will provide additional details regarding individual clubs and 

provinces.

Appendix D contains the several results of time-series tests comparing the 

logarithm of GDP per capita of each province and that of Ho Chi Minh City. 

Appendix F, similarly lists the comparison of the logarithm of GDP per capita 

between each province and the national average. In the following section, relevant 

results will be used to examine the effects of this data.

Club 1 comprises eight provinces including Bac Lieu, Binh Duong, Dong Nai, 

Hanoi, Ho Chi Minh City, Quang Ninh, Tay Ninh, and Vinh Phuc. 

In relation to Ho Chi Minh City, Figure 4.7 and the results of time-series tests 

indicate that during the sub-period 1990-1997, Bac Lieu, Binh Duong, Hanoi, Quang 

Ninh, and Tay Ninh tended to diverge downward. In contrast, from 1998 to 2004, a 

majority of members of club 1 (excluding Hanoi) converged upward. During the sub-

period 2005-2008, all provinces of Club 1 tended to converge upward. A notable point 

is that for the whole period 1990-2008, Dong Nai had a tendency of upward 

convergence. Between 1990 and 1997, two provinces (Da Nang and Hai Phong) 

added into Club 1 diverged downward; however, from 1998 to 2008, they tended to 

converge upward.
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When comparing provinces with the national average, Figure 4.7 and the 

results of time-series regressions indicate that for the whole period 1990-2008, Dong 

Nai diverged upward, whereas from 1990 to 2004 Binh Duong diverged upward. 

Between 1990 and 1997, Hanoi and Ho Chi Minh City diverged upward and then 

converged downward from 1998 to 2004 and from 1998 to 2008, respectively. Bac 

Lieu, Quang Ninh, Tay Ninh, and Vinh Phuc surpassed the national average in 2002, 

1999, 2002, and 2006, respectively and then all diverged upward. Da Nang diverged 

upward from 1998 to 2004 before converging downward between 2005 and 2008, 

while Hai Phong diverged upward between 1990 and 2004.

Figure 4.7: The growth path of output per capita in each province of Club 1 

relative to that of Ho Chi Minh City and to the national average
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Concerning provinces within club 1, the coefficient of variation (CV
W

), Theil 

coefficient and Gini coefficient as indicated in Figure 4.8 show that all provinces of 

club 1 tended to diverge during the period 1990-1995. In contrast, they had a 

propensity towards convergence from 1996 to 2008. For example, the coefficient of 

variation (CV
W

) increased from 0.43 in 1990 to 0.48 in 1995. It then decreased 

slightly between 1996 and 1998 before declining considerably by roughly 0.16, to 

0.27 in 2008. These trends confirm that all members of club 1 tended to converge 

during the study period.

Figure 4.8: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 1 provinces

(Source: Author’s calculation)
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One of the main reasons leading to the spectacular decline in the CV
W

of club 

1 from approximately 0.45 in 1998 to roughly 0.27 in 2008 was that total investment

per capita of some provinces such as Quang Ninh, Vinh Phuc, and Tay Ninh increased 

dramatically from 1998 to 2008 compared with those of Hanoi and Ho Chi Minh City. 

For example, the total investment per capita at 1994 price of Vinh Phuc and Tay Ninh 

surged from approximately VND 517 thousand and VND 360 thousand in 1998 to 

VND 4,840 thousand and VND 3,811 thousand in 2008, respectively. In contrast, the 

total investment per capita at 1994 price of Hanoi and Ho Chi Minh City increased 

from VND 2,500 thousand and VND 4,248 thousand in 1998 to VND 8,417 thousand

and VND 7,818 thousand in 2008, respectively. Similarly, the foreign direct 

investment (FDI) of Vinh Phuc, Binh Duong and Dong Nai surged dramatically 

between 1998 and 2008. For instance, the FDI per capita at 1994 price of Vinh Phuc 

and Dong Nai increased quickly from about VND 59 thousand and VND 975

thousand in 1998 to VND 457 thousand and VND 3,323 thousand in 2008, 

respectively. 

Club 2 has six members: Bac Ninh, Hung Yen, Khanh Hoa, Kien Giang, Can 

Tho-Hau Giang, and Ca Mau. 

Figure 4.9 and the results of time series tests indicate that between 1990 and 

1997 all members of club 2 diverged from Ho Chi Minh City. From 1998 to 2008, 

they all had a propensity to catch up with Ho Chi Minh City. 
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In addition, in the relation to the national average, Figure 4.9 and the results of 

time-series tests show that between 1990 and 1997, Bac Ninh, Hung Yen, and Can 

Tho-Hau Giang diverged downward, and then converged upward from 1998 to 2008. 

In contrast, Kien Giang converged downward from 1990 to 2004, while Khanh Hoa 

converged downward from 1990 to 2004 and from 2005 to 2008. Between 1990 and 

1997, Ca Mau converged downward but then diverged upward between 2005 and 

2008.

Figure 4.9: The growth path of output per capita in each province of Club 2 

relative to that of Ho Chi Minh City and to the national average
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Figure 4.10 shows movements over time of three measures of cross-sectional 

dispersion in GDP per capita: the weighted coefficient of variation, Theil coefficient 

and Gini coefficient. As can be seen in Figure 4.10, the coefficient of variation 

(CV
W

), Theil coefficient and Gini coefficient tended to decrease from 1990 to 2008. 

For example, the CV
W

declined from approximately 0.35 in 1990 to 0.14 in 2008. 

These trends confirm that all members of club 2 tended to converge during the study 

period. 

Figure 4.10: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 2 provinces

(Source: Author’s calculation)

Club 3 consists of seven members: Hai Duong, Ninh Binh, Lam Dong, Long 

An, Binh Thuan, Dong Thap, and Soc Trang. 
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Figure 4.11 and the results of time-series tests indicate that from 1990 to 1997, 

a majority of members of club 3 (excluding Lam Dong) diverged from Ho Chi Minh 

City, but all tended to converge with Ho Chi Minh City between 2005 and 2008.

When comparing provinces with the national average, Figure 4.11 and the 

results of time-series tests indicate that between 1990 and 1997, Ninh Binh and Binh 

Thuan diverged downward but converged upward from 2005 to 2008. Dong Thap and 

Soc Trang diverged downward from 1998 to 2004 and from 1990 to 2004, 

respectively, and then converged upward from 2005 to 2008. Lam Dong converged 

upward from 1990 to 1997 and from 2005 to 2008; however, the province diverged 

downward between 1998 and 2004. Long An converged downward from 1990 to 

1997, caught up in 1998 before diverging downward until 2004. In contrast, from 

1998 to 2004, only Hai Duong converged upward. 

Figure 4.11: The growth path of output per capita in each province of Club 3 

relative to that of Ho Chi Minh City and to the national average

Club 3

2.9

3.1

3.3

3.5

3.7

3.9

4.1

4.3

4.5

1
9
9
0

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

Years

G
D
P
 
p
e
r
 
c
a
p
 
i
n
 
l
o
g

Hai Duong

Ninh Binh

Long An

Binh Thuan

Soc Trang

Ho Chi Minh City

National GDP per cap

(Source: Author’s calculation)



110

As can be seen from Figure 4.12, the coefficient of variation (CV
W

), Theil 

coefficient and Gini coefficient had slight fluctuations from 1990 to 1995. They all 

surged in 1996 before falling afterwards. For instance, the coefficient of variation 

(CV
W

) had slight fluctuations at 0.205 between 1990 and 1995. Then, the CV
W

reached a peak at 0.23 in 1996 before falling to just under 0.12 in 2008 because the 

GDP per capita of Lam Dong surged between 1996 and 1997. These trends confirm 

that all members of club 3 tended to converge during the period 1999-2008.

Figure 4.12: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 3 provinces

(Source: Author’s calculation)

Club 4 comprises six members: An Giang, Ben Tre, Cao Bang, Tien Giang, 

Tra Vinh, and Vinh Long. 
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In the relation to Ho Chi Minh City, Figure 4.13 and the results of time-series 

tests indicate that from 1990 to 2004, An Giang, Ben Tre, and Vinh Long diverged 

down. For the sub-period 1990-1997, Cao Bang, Tien Giang, Tra Vinh tended to 

diverge downward; however, only Cao Bang and Tra Vinh converged upward 

between 1998 and 2004. From 2005 to 2008, all members of club 4 had a tendency to 

catch up with Ho Chi Minh City. 

When comparing provinces with the national average, Figure 4.13 and the 

results of time-series tests show that between 1990 and 2004, An Giang, Tra Vinh, 

and Vinh Long diverged downward, and only Tra Vinh converged upward from 2005 

to 2008. In contrast, from 1990 to 2004, Cao Bang converged upward but diverged 

downward between 2005 and 2008. Ben Tre and Tien Giang diverged downward 

during the period 1998-2008 and 1990-2008, respectively. 

Figure 4.13: The growth path of output per capita in each province of Club 4 

relative to that of Ho Chi Minh City and to the national average
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Figure 4.14 indicates that the coefficient of variation (CV
W

), Theil coefficient 

and Gini coefficient tended to decline from 1990 to 2005 before remaining almost 

unchanged until 2008. For example, the CV
W

decreased from approximately 0.13 in 

1990 to 0.075 in 2005 and then remained stable at that level. The results confirm that 

all provinces of club 4 tended to converge during the period 1990-2008. 

Figure 4.14: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 4 provinces

(Source: Author’s calculation)

Club 5 consists of four provinces: Binh Dinh, Ha Nam, Ha Tay, and Quang 

Nam.

Figure 4.15 and the results of time series tests indicate that from 1990 to 1997, 

all provinces of Club 5 fell behind Ho Chi Minh City. Between 1998 and 2004, only 

Ha Tay and Quang Nam converged upward to Ho Chi Minh City. From 2005 to 2008, 

all provinces of club 5 tended to converge with Ho Chi Minh City.
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In the relation to the national average, Figure 4.15 and the results of time-

series regressions show that between 1990 and 1997 Ha Tay diverged downward, 

while Binh Dinh diverged downward between 1998 and 2004. Between 1990 and 

2004, Ha Nam and Quang Nam diverged downward but only Quang Nam converged 

upward from 2005 to 2008. 

Figure 4.15: The growth path of output per capita in each province of Club 5 

relative to that of Ho Chi Minh City and to the national average
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Figure 4.16 plots the trends of the weighted CV, Theil coefficient and Gini 

coefficient. The CV
W

fluctuated moderately around 0.035 for the sub-period 1990-

2001. Subsequently, the CV
W 

declined to approximately 0.008 in 2008. These 

tendencies confirm that Binh Dinh, Ha Nam, Ha Tay, and Quang Nam tended to 

converge during the period 1990-2008. 
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Figure 4.16: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 5 provinces

(Source: Author’s calculation)

Club 6 consists of 16 provinces: Binh Phuoc, Dak Lak-Dak Nong, Gia Lai, Ha 

Tinh, Kon Tum, Lao Cai, Nam Dinh, Nghe An, Phu Tho, Phu Yen, Quang Ngai, Thai 

Binh, Thai Nguyen, Thanh Hoa, Thua Thien Hue, and Tuyen Quang. 
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When comparing provinces with Ho Chi Minh City, Figure 4.17 and the 

results of time-series tests indicate that during the sub-period 1990-1997, all members 

of club 6 tended to diverge downward. During the sub-period 1998-2004, Binh Phuoc, 

Lao Cai, Nghe An, Phu Tho, Phu Yen, Thanh Hoa, and Tuyen Quang tended to 

converge upward, while Dak Nong – Dak Lak, Nam Dinh, and Thai Binh kept falling 

behind. From 2005 to 2008, eleven out of the sixteen provinces of Club 6 including 

Binh Phuoc, Gia Lai, Ha Tinh, Lao Cai, Nam Dinh, Phu Tho, Phu Yen, Quang Ngai, 

Thai Binh, Thua Thien Hue, and Tuyen Quang had a propensity for convergence with 

Ho Chi Minh City.

When comparing movements to and from the national average, Figure 4.17

and the results of time-series tests show that between 1990 and 2004, Binh Phuoc, Gia 

Lai, Ha Tinh, Kon Tum, Phu Yen, Quang Ngai, Thai Binh diverged downward, while 

only Binh Phuoc and Quang Ngai converged upward from 2005 to 2008. During the 

periods 1990-1997 and 2005-2008, Nghe An, Phu Tho, Thanh Hoa diverged 

downward, while Thai Nguyen and Thua Thien Hue diverged downward between 

1998 and 2004. Between 1990 and 1997, Tuyen Quang and Lao Cai diverged 

downward but only Lao Cai converged upward between 2005 and 2008. From 1990 to 

1993, Dak Nong-Dak Lak converged downward, but diverged downward between 

2005 and 2008. Only Nam Dinh diverged downward for the whole period 1990-2008.
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Figure 4.17: The growth path of output per capita in each province of Club 6 

relative to that of Ho Chi Minh City and to the national average
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Figure 4.18 indicates that the CV
U
, Theil coefficient and Gini coefficient 

tended to decrease from 1990 to 2006 before remaining almost unchanged until 2008. 

For example, the CV
W

declined from 0.2 in 1990 to 0.042 in 2006. Afterthat, it 

remained nearly stable at this level between 2007 and 2008. The results confirm that 

the provinces of club 6 tended to converge during the period 1990-2008. 
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Figure 4.18: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 6 provinces

(Source: Author’s calculation)

Club 7 includes seven members: Bac Kan, Hoa Binh, Ninh Thuan, Quang 

Binh, Quang Tri, Son La, and Yen Bai.

In relation to Ho Chi Minh City, Figure 4.19 and the results of time series tests 

indicate that from 1990 to 1997, all the provinces of Club 7 had a downward 

divergence. During the sub-period 1998-2004, Ninh Thuan and Quang Tri kept falling 

behind, while only Bac Kan converged upward. Between 2005 and 2008, five out of 

seven provinces including Hoa Binh, Quang Binh, Quang Tri, Son La, and Yen Bai 

had a propensity to catch up with Ho Chi Minh City. From 1990 to 1997, three 

provinces (Lai Chau - Dien Bien, Ha Giang, and Bac Giang) added to Club 7 tended 

to diverge downward. During the period 1998-2004, Ha Giang tended to converge 

upward, whereas Lai Chau-Dien Bien kept falling behind. 
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When examining movements in relation to the national average, Figure 4.19

and the results of time-series regressions indicate that between 1990 and 2008, Hoa 

Binh, Ninh Thuan, Quang Tri, and Yen Bai diverged downward. From 1990 to 2004, 

Quang Binh and Son La diverged downward, but only Son La converged upward 

between 2005 and 2008. From 1990 to 1997, Bac Kan diverged downward and then 

converged upward from 1998 to 2004. However, between 2005 and 2008, Bac Kan 

diverged downward again. For the whole period 1990-2008, Bac Giang and Lai Chau-

Dien Bien diverged downward, while Ha Giang diverged downward from 1990 to 

1997 and from 2005 to 2008.

Figure 4.19: The growth path of output per capita in each province of Club 7 

relative to that of Ho Chi Minh City and to the national average
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Figure 4.20 shows that the CV
W

, Theil coefficient and Gini coefficient

fluctuated slightly, but generally declined during the period 1990-2008. For example, 

the CV
W

tended to decrease from nearly from 0.23 in 1990 to 0.09 in 2008. The 

results confirm that all the provinces of club 7 converged during the study period.

Figure 4.20: Coefficient of variation (CVW), Theil coefficient and Gini coefficient

of GDP per capita at 1994 prices of the Club 7 provinces

(Source: Author’s calculation)

The remaining provinces include two members, Ba Ria Vung Tau and Lang 

Son. In relation to Ho Chi Minh City, Figure 4.21 and the results of time series tests 

show that during the sub-period 1990-1997 and 2005-2008, Ba Ria Vung Tau had 

tendency of downward convergence with Ho Chi Minh City but tended to diverge 

upward from 1998 to 2004. In contrast, between 1990 and 1997, Lang Son diverged 

downward from Ho Chi Minh City, but tended to converge upward from 1998 to 

2008. 
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When comparing provinces with the national average, Figure 4.21 and the 

results of time-series tests indicate that between 1998 and 2004, Ba Ria Vung Tau 

diverged upward, and then converged downward between 2005 and 2008. In contrast, 

Lang Son diverged downward from 1990 to 1997 and from 2005 to 2008. 

Figure 4.21: The growth path of output per capita of Ba Ria Vung Tau and Lang 

Son relative to that of Ho Chi Minh City and to the national average

(Source: Author’s calculation)

4.4. FINDINGS: KEY FACTORS BEHIND THE SWITCH FROM 

DIVERGENCE TO CONVERGENCE

4.4.1. Foreign Direct Investment (FDI)

The distribution of FDI across provinces has become less uneven, especially since 

2004. In 1990, about 95 percent of the total amount of implemented FDI was located 

in member provinces of Augmented Club 1 and Ba Ria Vung Tau. This ratio declined 
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gradually to around 88 percent in 1995, but was still around 86 percent during the 

sub-period 1999-2004. However, this ratio then declined rapidly to approximately 70 

percent in 2008. 

This last figure reflected the fact that FDI had increasingly gone to provinces 

outside Augmented Club 1, such as Bac Ninh, Hai Duong, Hung Yen, Ha Nam, Phu 

Tho, Quang Nam, Quang Ngai, Phu Yen, and Long An. As a result, the number of 

provinces with FDI-GDP ratios of 4.5 percent or higher increased from two (neither 

of which was outside Augmented Club 1) in 1990, to 18 (of which 8 were outside the 

above club) in 2005, and 23 (of which 13 were outside the Augmented club 1) in 

2008. 

4.4.2. Public Investment

Public expenditure, especially public investment, has also played a key role in 

reducing inter-provincial disparities in recent years. For instance, while domestic 

(total) investment-to-GDP ratio for the country as a whole increased from 39 percent 

in 2005 to 46 percent in 2008, in Lai Chau-Dien Bien, one of the poorest provinces, it 

surged from approximately eight percent in 1990 to nearly 89 percent in 2005 and 

about 94 percent in 2008. Another example is Kon Tum, which is also a relatively 

poor province, which experienced a dramatic increase in this ratio, from around 19 

percent in 1990 to roughly 97 percent in 2005 and 74 percent in 2008. 

The number of provinces with investment-to-output ratio at or above 50 

percent increased from 13 in 2001 (eight of which could be considered relatively 

poor) to 25 in 2005 and 30 in 2007 (17 of which were poor).  



122

Such extraordinarily high investment-output ratios implied that much of the 

goods and services that went into to the relevant capital formation must have come 

from outside the province in question, that is, imported from other provinces or 

overseas countries. Typically the investment would involve the construction of 

infrastructure for which the public sector must pay the lion’s share. 

4.4.3. Central-Provincial Transfers

As many of the provinces which undertook the public investments were relatively 

poor, transfers must increasingly be made from the central budget to some provincial 

authorities. For example, in Ha Giang, the country’s poorest province, such budgetary 

support amounted to about 84 percent of GDP in 2007, compared with 56 percent in 

2004. The corresponding subsidy-to-GDP figures for Bac Kan and Lai Chau - Dien 

Bien, were 74 percent and 66 percent respectively in 2007, compared with 71 percent 

and 53 percent respectively in 2004.  In this connection it should be noted that all 

provinces in the North West and the Central Highlands regions, as well as almost all 

provinces in the North East, North Central Coast, and South Central Coast, were 

recipients of subsidies from the Central budget. 

Reflecting these transfers, public investment per capita in poor regions such as 

the North West, North East, and North Central Coast region increased from 44

percent, 81 percent, and 70 percent of the national average in 2000, to 93 percent, 87

percent, and 74 percent, respectively, in 2008. Over the same time frame, in the South 

East (the richest) region, the corresponding ratio decreased from around 163 percent 

to about 149 percent. 
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Similarly, public investment per capita, as a percentage of the national 

average, increased in the Central Highlands and the Mekong River Delta regions, 

from 69 percent and 59 percent in 2004, to 73 percent and 71 percent, respectively, in 

2008, while it decreased in two of the richer regions, the Red River Delta and the 

South East regions, from roughly 112 percent and 149 percent in 2004 to about 93

percent and 146 percent, respectively, in 2008. 

4.4.4. Private investment (excluding FDI) 

During the period 2005-2008, non-state investment became an important factor 

promoting economic growth of provinces, especially almost all provinces not 

belonging to augmented club 1

13

. Indeed, the ratios of non-state investment of 

provinces to their GDP increased considerably during the study period. In Lai Chau -

Dien Bien, one of the poorest provinces, had its ratio increase dramatically from about 

8.3 percent in 2001 to around 37 percent in 2005 and nearly 41 percent in 2007. Two 

other examples were Hung Yen and Bac Ninh, which had considerable increases in 

their ratios. Particularly, the ratios of Hung Yen and Bac Ninh rose from 

approximately 31 and 15 percent in 2001 to around 48 and 41 percent in 2005 and to 

about 41 and 45 percent in 2007, respectively. 

Of particular interest is that a number of provinces not belonging to 

augmented club 1 with their ratios of non-state investment to their GDP above 20 

percent increased from one in 1995 to 16 in 2004 and 28 in 2007. From this increase 

in non-state investment, it could be concluded that the decrease in inequality in GDP 

13

The Enterprise Law was issued in 2005 and put into effect in July 2006.
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per capita at provincial levels between 2005 and 2008 partly derived from the positive 

impact of the non-state sector. 

4.5. CHAPTER SUMMARY 

This chapter has analysed provincial output disparities in Vietnam during the period 

1990-2008, using a range of complementary methods. The results of applying the 

Phillips and Sul’s method (2007, 2009) indicate that GDP per capita of provinces 

tended to diverge over the period taken as a whole. Similarly, the results of employing 

the pair-wise approach of Pesaran (2007) show clear evidence of no overall 

convergence of GDP per capita across provinces during the period 1990-2008. 

Notwithstanding this overall finding, conventional analysis based on simple 

coefficients of variation suggests that since 2004, this divergence trend has turned into 

a convergence tendency.

In an effort to gain further insight into these dynamics, seven convergence 

clubs were identified using Phillips-Sul’s algorithm. The growth path of each club, 

and of each individual province, was analysed in comparison with that of Ho Chi 

Minh City and the national average.

The results indicated sharply different group dynamics between the first sub-

period (1990 to 1997) and subsequent sub-periods. During the initial sub-period, 

almost all provinces diverged from (fell further below) Ho Chi Minh City.  In the sub-

periods 1998-2004 and especially the 2005-2008 sub-period, more and more 

provinces began to converge to Ho Chi Minh City. In the latest sub-period, many of 

the poorer provinces were catching up to Ho Chi Minh City faster than the richer 

provinces, thus resulting in an overall convergence pattern that included most 
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provinces. The exceptions included a few poorest provincial performers, which tend 

to be located in geographically and economically isolated regions of the country.

The turn-around which occurred in 2004, from a divergence trend to a 

convergence trend, appears to have been facilitated by significant movements toward 

a more even distribution of FDI across provinces, and by major public investment 

programs which targeted the infrastructure in poorer provinces, and which were 

supported by substantial transfers from the central to poorer provincial budgets. It 

remains to be seen whether this recent convergence trend will continue into the 

medium and longer term.

The next chapter will examine Vietnam’s responses to provincial economic 

disparities through central-provincial government financial relations. 
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CHAPTER 5

VIETNAM’S RESPONSES TO PROVINCIAL 

ECONOMIC DISPARITIES THROUGH CENTRAL-

PROVINCIAL GOVERNMENT FINANCIAL RELATIONS

As reported in Chapter 4, this study found that although provincial levels of output per 

capita diverged over the study period 1990-2008, the trend was reversed around 2004. 

The study also offered a number of possible explanations for this trend reversal, one 

of which was the increased role of central-provincial government financial relations in 

response to the above disparities. This chapter will take up this theme by examining 

more closely the financial arrangements between the central and provincial levels of 

government in Vietnam before and after 2004 and analysing the role of transfers from 

the central to provincial governments in helping to reduce poverty and provincial 

output disparities. 

The chapter is organised as follows. Section 5.1 presents the major features of 

central-provincial government financial arrangements in Vietnam, especially after the 

2002 State Budget Law was put into effect in 2004. Section 5.2 presents econometric 

analysis of trends underlying transfers from the central to provincial governments.

Section 5.3 analyses the role of transfers from the central to provincial governments in 

helping to reduce poverty and provincial output disparities. Section 5.4 provides a 

summary of the main findings in the chapter.
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5.1. MAIN FEATURES OF CENTRAL-PROVINCIAL 

GOVERNMENT FINANCIAL ARRANGEMENTS IN VIETNAM 

Before 1996, central-provincial government financial arrangements in Vietnam were 

governed by a series of government Decrees and Resolutions. During the period 1997-

2003, the arrangements were regulated by the first Sate Budget Law in 1996 and the 

amended 1998 State Budget Law. The current arrangements have been implemented 

by the 2002 State Budget Law which was put into effect in 2004. This section will 

analyse the major features of the arrangements based on the development of the 

regulations.

5.1.1. Before 2004

Budgetary arrangements between central and local governments have been conducted 

since Vietnam and its financial system were established in 1945. Decree 75/1945/SL-

CTN allowed local governments to use sources of revenue from taxes for their 

expenditure tasks after contributing the assigned amount of revenue collected for the 

central government. 

-CP was issued by the Minister’s Council which 

promulgated temporary regulations on budget arrangements between central and 

provincial governments. Under these rules, each province had its own budget; 

however, revenue and expenditure responsibilities were mainly concentrated in the 

central budget. A majority of sources of revenue collected were transferred to the 

central government and almost all of the budget expenditures were decided by the 

central government.
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In 1983, Resolution 138/1983/NQ-

relations between the central and local governments. Under the Resolution, the budget 

system was divided into four levels, the central budget, provincial budget, district and 

communal budgets. Concerning revenue assignments, sources of revenue collected 

totally by provincial governments and shared taxes between the central and local 

governments were not separated. In the case where budget revenue of provinces did 

not meet their requirements, the provinces were assigned a higher proportion of the 

four shared taxes, namely industrial and commercial taxes, agricultural taxes, profits 

of state-owned enterprises managed by provinces, and taxes on turnover of state-

owned enterprises managed by provinces. In addition, subsidies from the central 

government were determined annually and transferred to provinces if they still faced a 

budget deficit even though they already received exclusively the four shared taxes. 

Where provinces were not able to balance their budget revenues and budget 

expenditures, they were only allowed to advance capital from their financial reserve 

funds and the loans had to be refunded by the end of each fiscal year. 

Resolution 186/1989/NQ-

assignments and expenditure responsibilities between central and provincial 

governments. Provincial governments had authority to set revenue assignments and 

expenditure tasks for their districts, whereas districts had responsibilities to assign 

budget revenue and expenditures for their communes. A notable point in budget 

assignments between the central and provincial governments was that, for the first 

time, provincial governments were allowed to keep all of the main following sources 

of revenue, namely fixed asset depreciation in state-owned enterprises managed by 

provincial governments, tuition fees and lottery revenue. The main sources of revenue 

including agricultural tax and turnover tax of state-owned enterprises managed by 
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provincial governments were also shared between central and provincial governments. 

The proportion of shared taxes was determined annually for each provincial 

government. 

On the 16

th

May 1992, Resolution 186/1989/NQ- BT was amended and 

-

revenue to the provinces. For example, provinces were permitted to collect 

exclusively agricultural tax and turnover tax of state-owned enterprises managed by 

sub-national governments if the sources of budget revenue collected by them did not 

meet their requirements of budget expenditures. 

Overall, under the Resolution 186/1989/NQ-

- entral and provincial 

governments were determined annually by their negotiations (Bird, Litvack, and Rao, 

1995). Expenditures for development investment of provinces were also decided by 

negotiations and bargaining with the central government. Although budgetary 

recurrent expenditure arrangements between central and local governments were 

based yearly on norms specified for each item of expenditure including education, 

training, health, sports, administration, and culture and information, with 

arrangements finally decided after two or three rounds of negotiations. In addition, in 

most cases, population was the main factor taken into account when recurrent 

expenditures were determined; however, weights assigned to population tended to 

favour cities rather than plains, midland and coastal areas, and low mountainous and 

remote areas. For instance, the standardised norms for 1994 required that the 

budgetary distribution norms in education and health in cities were about 1.4 times 

and 1.12 times higher than those in plain areas and low mountainous and remote 
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areas, respectively (Bird, Litvack, and Rao, 1995). The transfer mechanism from 

central to local governments was not explicit and there were no budgetary distribution 

norms for determining the transfers from central to local governments. Therefore, the 

amount of transfers was determined yearly based on negotiations and bargaining 

between central and local governments. In addition, the central authorities were 

responsible for determining the tax base and tax rates of all major taxes (Bird, 

Litvack, and Rao, 1995). 

On the 20

th

March 1996, the first State Budget Law in Vietnam was 

promulgated to overcome the shortcomings of the previous Resolutions and Decrees. 

The law explicitly created a four-tier budget for central, provincial, district, and 

communal authorities in which budget expenditures and budget revenues were 

assigned to each level. The rate of shared taxes between the central and each local 

government was fixed for each budget stability period

14

. In the case where revenue of 

provinces did not meet their requirements of budget expenditures, they were 

supported by subsidies including balancing transfers and targeted transfers from the 

central government to compensate for the deficit. A notable point is that although the 

balancing transfers were unchanged during each budget stability period, provinces 

still received additional subsidies to compensate partly for a negative impact of 

inflation or caused by higher economic growth each year. Another important point is 

that the formulation of budget arrangements at the sub-national level was for the first 

time based on expenditure norms. The norms were simple and included two types, 

financial norms and physical norms (McLure and Martinez-Vazquez, 1998). The 

financial norms specified the amount of funds for a particular activity, usually on a 

14

Budget stability period was determined the first time in order to stabilise budget 

arrangements between the central and local governments for three to five years.



131

per capita basis. They also captured differences in needs, by providing different levels 

of funding according to the population in five different geographical zones, namely 

cities, plains, midland and coastal areas, low mountains and remote areas, high 

mountains and islands. This differentiation of needs was used for some types of 

expenditures, for example, basic education, but not vocational, technical and higher 

education. In the latter types of expenditures, the same expenditure norm was used 

throughout the country. The physical norms comprised pupil/teacher ratios or class 

size. In the case of maintenance expenditures for infrastructure and equipment, 

specific norms were used based on the nature of the physical asset and these were 

similar throughout the country. From 1996 and 2003, the norms were used to provide 

an expenditure ceiling in budget requests and to distribute available resources among 

sub-national jurisdictions. 

On the 20

th

May 1998, the 1996 State Budget Law was amended with the main 

purpose of supporting the introduction of two new tax laws starting in 1997 including 

the Value Added Tax Law and the Corporate Income Tax Law. The amended law 

reduced some revenue sources that the central government could collect totally and 

adjusted the revenue sources and expenditure responsibilities of local governments. 

Local governments could retain totally revenue from agricultural land and natural 

resources taxes (excluding crude oil taxes) and this led to stimulating local authorities 

to exploit potentially available resources. 

Although budget arrangements between central and local governments under 

the 1996 State Budget Law and the amendment in 1998 were much improved 

compared with the previous regulations but the following shortcomings still existed.
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Firstly, sub-national governments tended to overstate their revenue needs; 

therefore, negotiations between central and local governments in setting up the 

expenditure budget still occurred (McLure and Martinez-Vazquez (1998); Rao, Bird, 

and Litvack (1998)). Indeed, although the first round of provincial expenditure 

proposals was based on a set of norms, the norms were developed with respect to 

revenue constraints and did not adequately represent cost/need factors (Rao, Bird, and 

Litvack, 1998). Therefore, the expenditure proposals were routinely adjusted by the 

MOF after negotiations between central and provincial governments were completed. 

As a result, the negotiated approach to budget formulation tended to favour richer 

provincial governments which had more influence on the central government. In 

addition, the negotiations led to an element of opaqueness, arbitrariness, and 

subjectivity (Rao, 2000). 

Secondly, regarding revenue assignments between the central and provincial 

governments, provincial governments tended to understate their revenue potential 

when they submitted their revenue budget proposals to the Ministry of Finance 

(MOF). Therefore, the final budget proposal approved by the MOF for each province 

was the result of several rounds of negotiations between provincial authorities and the 

MOF and depended on the negotiating strength of the two parties, including the 

political power of particular provincial authorities. For that reason, the approach was 

not a transparent and certain system (McLure and Martinez-Vazquez, 1998). 

Thirdly, although the transfer mechanism under the 1996 State Budget Law 

was determined on a formula-based general transfer for each province, specific-

purpose transfers were insufficient and too fragmented (McLure and Martinez-

Vazquez, 1998). As a result, the amount of transfers was heavily influenced by 
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negotiations and bargaining between central and local governments. Therefore, 

simpler and more transparent arrangements in determining transfers for provinces 

should be considered (Rao, Bird, and Litvack (1998) and Rao (2000)).

Fourthly, local governments still lacked borrowing powers to get additional 

resources (Rao, 2000). They also lacked revenue-raising powers because the central 

government was mainly responsible for determining the tax base and the rate structure 

of all taxes (Rao, Bird, and Litvack (1998) and McLure and Martinez-Vazquez 

(1998)). Local governments were only given powers to raise revenues from fees, tolls, 

and voluntary contributions from their communities; however, the resources were 

very small and accounted for less than five percent of their total expenditures even 

though they tended to make intensive use of their taxing powers (Rao, 2000).

5.1.2. After 2004

The financial arrangements between the central and provincial governments after 

2004 are described in Diagram 5.1. The arrangements are now closely examined. 

5.1.2.1. Budget revenue arrangements between the central and provincial 

governments

Under the 2002 State Budget Law, budget revenue arrangements stipulated which 

sources of budget revenue could be collected exclusively by the central government; 

which sources of revenue could be gathered totally by provincial governments; and 

which sources of revenue could be shared between central and provincial 

governments (for more details, please see Appendix H).
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Firstly, sources of budget revenue that could be collected exclusively by the 

central government consisted of Value Added Tax (VAT) on imported products; 

import and export taxes; excise tax on imported products; corporate income tax (CIT); 

tax on revenues from the petroleum industry; proceeds collected from government 

lending and capital contributions; and unused revenue of previous fiscal years. 

Calculations based on data of the General Statistics Office (GSO) and the 

Ministry of Finance (MOF) showed that the central government tended to receive 

more of its own revenue over time. For example, the ratios of total revenue at 1994 

prices collected by the central government to the real national GDP increased from 

approximately 14 percent in 2002 to 19.5 percent in 2004 and 23 percent in 2008.
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Diagram 5.1: Main features of central-provincial government budgetary arrangements under the 2002 State Budget Law

Source: Author’s description based on the 2002 State Budget Law
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Secondly, sources of budget revenue collected exclusively by provincial 

governments included land and housing tax; natural resources tax (excluding tax and 

other revenues from the petroleum industry); license tax; land transfer tax; 

agricultural land use tax

15

; land use fees; rental of land; and proceeds from the sale 

and lease of State owned houses and buildings. In addition, provincial governments 

collected all registration fees for ownership of property; tax from lottery activity; tax 

collected from local government lending and capital contributions; and direct grants 

for local governments. Further, they obtained totally proceeds from utilisation of 

public land and properties; proceeds mobilised from organisations and individuals in 

accordance with legal stipulations; voluntary contributions; unused revenue of 

previous fiscal years; subsidies from the central government; and contributions from 

local people for infrastructure construction in accordance with regulations. 

The results of analytical synthesis based on data of the GSO and the MOF 

also showed that provinces tended to receive more of their own revenue over time. 

For instance, the ratios of revenues at 1994 prices collected by provinces to the real 

national GDP increased from approximately 3.7 percent in 2002 to nearly 4.7 

percent in 2004 and 5.3 percent in 2008.

Thirdly, sources of budget revenue shared between the central and provincial 

governments comprised VAT (excluding VAT on imported products); Personal 

15

According to Resolution 15/2003/NQ-QH XI and Resolution 55/2010/NQ-QH XII, poor 

farming households and farming households in difficult areas have been completely

exempted from agricultural land use tax, whereas other farming households have been half 

tax free since 2003 
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income taxes; CIT

16

and profit remittent tax

17

. The 2002 State Budget Law added 

into the list of shared taxes two additional taxes including excise tax on domestic 

goods and services and petroleum fees collected from petroleum business activities. 

According to Circular 59/2003/TT-BTC, sharing rates are uniform for all 

shared taxes, based on requirements of provincial budget expenditures as well as 

their sources of budget revenue forecasted, but decided for each particular province 

by the Standing Committee of the National Assembly. In addition, the rates are 

calculated in the first year of the budget stability period of three to five years based 

on the following formula and were unchanged during the whole budget stability

period.  

Proportion (%) = *100%

TE TR

TS

−

(5.1)

where TE is the total budget expenditures of provincial authorities (excluding 

subsidies to its lower authorities; expenditures from targeted transfers of the central 

government; expenditures from sources of revenue mobilised as stipulated in Item 3, 

Clause 8, the 2002 State Budget Law; expenditures from voluntary contributions; 

expenditures from non-refundable aids; and expenditures transferred to next fiscal 

year).

16

Excluding CIT collected 100 percent by the central government from the nationwide 

business activities in which profits cannot be assigned to a single province including 

electricity generation, banking, aviation, insurance, post and telecommunications, and 

railway transport services. 

17

Profit remittance tax was abolished from January 2004 in Circular 59/2003/TT-BTC
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TR is total budget revenues collected totally by provincial authorities 

(excluding transfers from the central government; unused revenue of previous fiscal 

years; sources of revenue mobilised as stipulated in Item 3, Clause 8, the 2002 State 

Budget Law; sources of revenue from voluntary contributions; and unused revenue 

of previous fiscal year transferred to current fiscal year).

TS is the total budget revenues shared between central and provincial 

governments 

If TE – TR < TS, then provincial governments can hold this percentage and 

the rest is transferred to the central budget.

If TE – TR > TS, then this percentage is calculated as 100 percent and the gap 

(TE-TR-TS) will be supplemented by the central government.

If TE – TR = TS, then the percentage is 100 percent and provincial budgets 

will be automatically adjusted.

A substantial change in revenue assignments as stipulated in the 2002 State 

Budget Law compared with those indicated in the State Budget Law issued in 1996 

was that revenue assignments are only assigned between the central and provincial 

governments. Provinces now have responsibility to set revenue assignments for the 

districts and communes in their territories. Therefore, the revenue assignments 

between provincial and local governments may provide provincial governments with 

budget flexibility, the ability to adapt to the particular circumstances in the province 

as well as high levels of equalization (Maztinez-Vazquez, 2004). 
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In addition, the sharing system as indicated in the equation 5.1 represents a 

considerable improvement compared with the sharing system stipulated in the 1996 

State Budget Law. The reason is that, under the 2002 State Budget Law, budget 

expenditures of provinces are determined by clearer budget distribution norms (for 

more details, please see Section 5.2.1), whereas under the 1996 State Budget Law, 

budget expenditures of provinces were still heavily affected by negotiations between 

the central and provincial governments (for more details, please see Section 5.1.1). 

Moreover, the sharing rates are decided for each particular province and the current 

sharing system tends to leave 100 percent of the shared taxes for poorer provinces. 

Therefore, they may encourage the provinces to make increased efforts to raise 

revenues because poorer provinces understand that they are usually allowed to keep 

100 percent of the shared taxes. However, a notable point is that under the 2002 

State Budget Law, the central government is still fully responsible for introducing 

taxes, changing the structure of existing taxes, and fixing tax rates. Local 

governments are only assigned to introduce tolls for roads and certain fees for 

schools and hospitals that contribute insignificantly to their budgets (Maztinez-

Vazquez (2004) and Bjornestad (2009)).  

During the budget stability period ending in 2003, the sharing rate for the 56 

poorest provinces was 100 percent. For the other five provinces including Hanoi, Ho 

Chi Minh City, Dong Nai, Binh Duong, and Ba Ria Vung Tau, the sharing rates 

were increased from 1996 to 2003 and ranged from 24 percent to 53 percent (The 

World Bank, 2005, volume I). In contrast, during the budget stability period 2004-
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2006, 49 out of 64

18

provinces were assigned 100 percent of the shared taxes. The 

reason is that the 2002 State Budget Law added excise tax on domestic goods and 

services as well as petroleum fees into shared taxes from 2004 onwards; therefore, 

more revenue was assigned to provincial governments and 15 provinces were able to 

share the shared taxes with the central government. For the stability period starting 

from 2007, the number of provinces having a 100 percent sharing rate increased to 

52 in 2008 because the sharing rates of four provinces including Tay Ninh, Long An, 

Tien Giang, and Vinh Long increased from 99 percent in 2006 to 100 percent in 

2008. Nevertheless, ratios of the shared taxes of provinces to central budget revenue 

still increased from approximately 16.7 percent in 2006 to nearly 19.6 percent in 

2008 (for more details, please see Table 5.1). 

18

Three provinces including Lai Chau, Dak Lak, and Can Tho were split in 2004 according 

to Resolution 22/2003/NQ-QH X.
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Table 5.1: Shared taxes between central and provincial governments

2003 2006 2008

#

Number of provinces kept 

100 percent of the shared

taxes

56 49 52

Number of provinces 

contributing shared taxes 

to the central government

5* 15** 11***

Central budget revenue 

(VND billion)

122,115 222,398 339,856

Ratios of the shared taxes 

of provinces to central 

budget revenue (percent)

15.1 16.7 19.6

(Source: Author’s calculation based on data from the MOF)

Notes: 

* Five provinces including Hanoi, Ho Chi Minh City, Binh Duong, Ba Ria Vung 

Tau, and Dong Nai

** 15 provinces including Quang Ninh, Hanoi, Hai Phong, Vinh Phuc, Da Nang, 

Khanh Hoa, Ho Chi Minh City, Tay Ninh, Binh Duong, Dong Nai, Ba Ria Vung 

Tau, Long An, Tien Giang, Vinh Long, and Can Tho

*** 11 provinces including Quang Ninh, Hanoi, Hai Phong, Vinh Phuc, Da Nang, 

Khanh Hoa, Ho Chi Minh City, Binh Duong, Dong Nai, Ba Ria Vung Tau, and Can 

Tho

# 

According to Resolution 15/2008/NQ-QH XII, Hanoi and Ha Tay were merged 

into one (new Hanoi) in 2008. 
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In addition, synthetic analysis based on data of the GSO and the MOF 

showed that all provinces of Vietnam tended to receive more shared revenue over 

time. For example, the ratios of shared revenue at 1994 prices collected by provinces 

to the real national GDP increased from 3.5 percent in 2002 to 4.6 percent in 2008.

Similarly, the central government tended to receive more shared revenue 

over time. For instance, the ratios of shared revenue collected by the central 

government to the real national GDP increased from 2.8 percent in 2002 to 4.5 

percent in 2008. 

5.1.2.2. Budget over-collection reward mechanism

According to the 2002 State Budget Law, if budget revenues collected of provinces 

were higher than their budget estimates, they were allowed to keep 100 percent of 

their over-collected revenues

19

for their development investment, repayment of 

principal and interest, and financial reserve funds. 

In addition, Item 5, Clause 59, the 2002 State Budget Law provided that in

the case where actual budget revenue collection shared between the central and a 

particular provincial government exceeded its targeted plan, the central government 

is required to reward up to 30 percent of the budget over-collection to the provincial 

government to invest in infrastructure and other important expenditure tasks. 

However, the amount of the reward must not exceed the gap between the actual 

budget revenue collection in current year and that of the previous year. The reward 

19

after subtracting revenues rewarded for lower governments
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rates for Hanoi and Ho Chi Minh City are fixed at 100 percent and 79 percent, 

respectively. 

5.1.2.3. Budget expenditure arrangements between the central and provincial 

governments

The 2002 State Budget Law regulated budget expenditure arrangements between the 

central and provincial governments, as follows:

Firstly, budget expenditure responsibilities of the central government 

comprised developmental investment managed by the central government; recurrent 

expenditures; the central government’s debt payments (both principal and interest); 

aids and loans in accordance with regulations; supplementary expenditures on the 

central government’s financial reserve fund; and subsidies to provincial budgets. 

Secondly, budget expenditure responsibilities of provincial governments 

included developmental investment managed by provincial governments; recurrent 

expenditures undertaken by provincial governments; provincial governments’ debt 

payments; supplementary expenditures on provincial governments’ financial reverse 

funds; and subsidies to local governments.  

Similar to the case of revenue assignments, expenditure assignments are only 

assigned for the central and provincial governments. Provincial governments have 

authority to specify expenditure assignments for their lower level of governments 

including districts and communes, enabling them to assign budget expenditure tasks 

to their lower authorities in accordance with their varying specific conditions.  



144

The 2002 State Budget Law also reinforced the prohibition of unfunded 

expenditure delegations from higher to lower governments and stipulated that new 

policies can only be issued if their resources are guaranteed (The World Bank, 2005, 

Volume I).  

The fact is that the share of provincial government expenditure in the total 

national expenditure was about 38 percent during the period 1996-2000. After that, it 

increased to above 43 percent in 2002 before falling to around 37 percent in 2003 

(Maztinez-Vazquez, 2004). However, calculation based on the data of the MOF 

shows that the ratios of provincial budget expenditures to the national expenditures 

increased again from 39.64 percent in 2004 to 44.35 percent in 2009. Therefore, it 

could be concluded that more budget expenditure responsibilities have been assigned 

to provincial governments since the 2002 State Budget Law was put into effect in 

2004.

5.1.2.4. The budget stability period

As stipulated in Clause 4 of the 2002 State Budget Law and Circular 59/2003/TT-

BTC, the budget stability period between the central and provincial governments is 

determined from between three to five years and approved by the National 

Assembly. For example, the budget stability period determined was three years for 

the period 2004-2006 and four years for the period 2007-2010. For the period 2011-

2015, the budget stability period determined is five years. During budget stability

period, the percentage of sources of revenue shared between the central and 

provincial governments as well as balancing transfers  from the central to provincial 

governments are unchanged (for more details, please see Section 5.1.2.1 and Section 
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5.1.2.5). In addition, provincial governments are allowed to use their annual 

increasing sources of revenue for their socio-economic development during the 

budget stability period. The use of the budget stability period may contribute to 

mitigating negative incentives provided to provincial governments by restricting 

provincial officials from negotiating with central authorities for their higher transfers 

at least within the stability period, but does provide provincial governments with 

more stable and predictable sources of revenues (Maztinez-Vazquez, 2004). 

5.1.2.5. Budget transfers mechanism from the central to provincial governments

No central or local government financial arrangements reach a perfect balance 

between revenue assignments and expenditure assignments (The World Bank, 2005, 

volume I). Similar to other countries in which the arrangements are being 

implemented, Vietnam suffers from fiscal imbalances including horizontal and 

vertical imbalances. 

Horizontal imbalances will occur if fiscal capacity of each level of 

government does not meet their expenditure needs (Maztinez-Vazquez, 2004; The 

World Bank, 2005, volume I). Reasons for horizontal imbalances are differences in 

provincial economic activities, resource endowments, and expenditure needs 

(Maztinez-Vazquez, 2004). The differences in needs may also be a result of either 

different prices or costs of service provision because of geographical or climatic 

conditions or adverse demographic profiles. Moreover, horizontal imbalances can be 

increased by physical obstacles, institutional impediments, population migration, 

government policies, and capital mobility across provinces that favour some regions 

more than others. 
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Similarly, Maztinez-Vazquez (2004) showed that vertical imbalances will 

occur if sources of revenue assigned to each level of government do not meet their 

assigned expenditure tasks. The ambiguity surrounding measures of expenditure 

needs may be a reason leading to the lack of correspondence between expenditure 

tasks and available sources of revenue because the measures depend on the quantity 

and quality of public services undertaken by each level of government. 

The 2002 State Budget Law and Circular 59/2003/TT-BTC stipulated that 

the transfer mechanism from the central to provincial governments address fiscal 

imbalances. In particular, the transfer mechanism should consist of equalisation 

transfers (balancing transfers) and conditional transfers (targeted transfers), decided 

as follows:

Firstly, equalisation transfers or balancing transfers from the central to 

provincial governments are to be implemented to help provinces, especially poor 

provinces, balance their budget revenue capacity and budget expenditure tasks for 

their socio-economic development. The purposes of equalisation transfers are to 

compensate for fiscal disparities arising from differences in revenue capacity and 

expenditure needs. Equalisation transfers are unconditional grants that remain fixed 

in nominal terms for the budget stability period. The amount of transfers are 

determined in the first year of each budget stability period and based on the formula 

below:

Amount of transfers = TE – (TR+TS)                                            (5.2)

where TE, TR, and TS are defined in the equation 5.1 



147

As discussed in Section 5.1.1, before the 1996 State Budget Law, transfers 

from the central to provincial governments were determined by negotiations. 

Although budget transfer norms were stipulated in the 1996 State Budget Law, they 

were not clearly determined and transfers from the central to provincial governments 

were heavily affected by negotiations. However, the system of equalisation transfers 

under the 2002 State Budget Law could be considered as a considerable 

improvement compared with the previous negotiated transfer mechanisms. Indeed, 

in the equation 5.2, clearer norms used for determining recurrent expenditures of 

provinces have been applied -TTg, 

- -TTg. Since 2007, norms 

applied for determining capital expenditures have also been stipulated in Decision 

- -TTg (for more details, please see 

Section 5.2.1). 

According to the World Bank (2005, volume I), another improvement was 

the use of fixed transfers during the budget stability period because the fixed 

transfers help control negative incentives to revenue mobilisation by provincial 

governments and provided more certainty and stability. However, although 

remarkable progress has been made by the introduction of per capita expenditure 

norms to reasonably accurate the expenditure needs at the central and provincial 

level, the old physical standards or norms such as number of staff in the 

measurement of expenditure needs for districts and communes are still used by many 

provinces. This leads to negative incentives in expenditure decisions, such as storing 

up excess capacity.
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Secondly, conditional transfers or targeted transfers from central to provincial 

governments are deployed to help provinces implement budget expenditure tasks. In 

particular, conditional transfers are applied to help provinces implement new 

policies issued by the central government but where revenue is still not included in 

the provincial budget forecast in the first year of budget stability period. The 

transfers are implemented to help provinces deploy national programs/projects 

which are assigned to provinces. For example, transfers are allocated for 

implementing Nationally Targeted Programs such as the Hunger Eradication and 

Poverty Reduction Programme and the Programme for socio-economic 

Development in Communes facing Extreme Hardship in ethnic minority and 

mountainous areas. The transfers are also used for implementing important projects 

contributing significantly to provincial socio-economic development. These are 

grants assisting provincial governments to implement important projects. This type 

of conditional transfer has been recently deployed in Vietnam. For example, the 

central government has recently financed 50 percent of a provincial road in Hai 

Phong (The World Bank, 2005, volume I). Another type of conditional transfer is 

emergency grants to address unexpected tasks such as natural disasters. 

The amount of conditional transfers is determined annually based on the 

capacity of the central budget and the requirements of the provincial budget 

expenditure tasks. In addition, the conditional transfers are based on norms covering 

the main types of expenditures such as education, training, health-care, 

administration, culture, sports, safety net, defence, security, and economic activities. 

An interesting note is that a majority of the norms have been more favourable to the 

poorer provinces (for more details, see Section 5.2.1). 
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In general, synthetic analysis based on data of the GSO and the MOF 

indicated that the ratios of total subsidies from the central to provincial governments 

to the real national GDP tended to decrease from nearly seven percent in 2002 to 5.5 

percent in 2004. After that, the ratios increased by 1.2 percent to approximately 6.8 

percent in 2008. Further, although the absolute value of both equalisation transfers 

and targeted transfers from the central government to provincial governments 

increased from 2001 to 2008, more targeted transfers tended to be allocated. For 

example, the ratios of targeted transfers to total transfers from the central to 

provincial governments increased by approximately 11 percent, from about 44 

percent in 2001 to around 56 percent in 2008. In contrast, the ratios of equalisation 

transfers to total transfers from the central to provincial governments declined from 

about 56 percent in 2001 to roughly 44 percent in 2008. 

Figure 5.1: Ratios of equalisation transfers (or targeted transfers) to total 

transfers from the central to provincial governments between 2001 and 2008

Source: Author’s calculation based on the data of the MOF
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5.1.2.6. Borrowing of provincial governments 

The 2002 State Budget Law and Circular 59/2003/TT-BTC provided that provinces 

be allowed to mobilise domestic investment to obtain additional resources for their 

infrastructure development projects. The domestic sources of investment which 

provinces could mobilise included investment bonds issued by provincial 

governments and invested capital advanced from provincial Treasuries. In addition, 

provinces were allowed to borrow capital from the Vietnam Development 

Assistance Fund (VDAF)

20

and the Vietnam Development Bank (VDB)

21

. These 

bodies are permitted to establish development investment funds as stipulated in

Dec -CP and land development funds as specified in Decree 

- -TTg. 

Firstly, according to -CP based on the 1996 State Budget 

Law, provinces were allowed to issue investment bonds for their projects. 

Vietnamese and domestic organisations in Vietnam are encouraged to buy the bonds; 

however, the organisations were not permitted to use sources of budget revenue to 

buy the bonds. The interest rate of investment bonds was determined by the Vietnam 

State Bank (VSB) and the MOF in each particular period. The total outstanding 

debts mobilised by a province including investment bonds must not exceed 30 

percent of its annual domestic construction investment. The minimum time-limit for 

investment bond repayment is one year and the sources for investment bond 

repayment are determined in the annual budget plan of provinces. In cases where 

20

VDAF was established according to -CP

21

VDB was formed according -TTg based on VDAF
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provinces were not able to arrange their budget for the repayment on time, the MOF 

would deduct the repayment from subsidies which are transferred annually from the 

central to provincial governments. 

-CP issued on the 20

th

November 2003 based on the 

2002 State Budget Law continues to encourage provinces to issue investment bonds 

for their infrastructure projects if those projects meet the following requirements. 

First, they have projects included in a provincial five-year investment plan and 

approved by the Provincial People’s council and the MOF. Second, the socio-

economic efficacy of these projects is positively assessed and their repayment plan is 

feasible. Third, total outstanding debts mobilised by provinces excluding Hanoi and 

Ho Chi Minh City must not exceed 30 percent of their annual domestic construction 

investment. Provided by Circular 86/2004/TT-BTC dated on the 25

th

August 2004, 

the ratios of the total value of bonds issued by Hanoi and Ho Chi Minh City to their 

annual construction investment may be higher compared with those of other 

provinces but must not exceed 100 percent. However, provinces must have 

responsibility for repaying both principal and interest from their own future budgets, 

on schedule. 

More recently, -CP dated on the 5

th

January 2011 

-CP further encouraged provinces to issue investment 

bonds and mobilise investment for their socio-economic development. In highly 

feasible projects, provinces were permitted to call for investment with ratios of the 

total loan including investment bonds for each project to its total investment to be up 

to 80 percent. 
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Secondly, according to Circular 49/2005/TT-BTC, provinces were allowed to 

advance unused capital from provincial treasuries: (1) to promote progress of basic 

construction projects within the regulations as stipulated in Item 3, Clause 8, of the 

2002 State Budget Law and (2) to conduct highly feasible infrastructure projects 

approved by relevant authorities to attract both domestic and foreign investors after 

provincial proposals are approved by the MOF. Further, total outstanding debts 

mobilised by provinces including the investment advanced from provincial treasuries 

must not exceed 30 percent of their annual domestic construction investment. Ratios 

of total outstanding debts mobilised by both Hanoi and Ho Chi Minh City including 

the investment advanced from their treasuries to their annual construction 

investment may be up to 100 percent. The time-limit for the repayment of unused 

capital is 12 months or longer if approved by the MOF for the projects indicated in 

(1) or (2), respectively. The fee applied for the borrowing is 0.15 percent per month 

and sourced from provincial budgets.  

Thirdly, according to Decision -TTg, for the period 2006-2010, 

provinces were allowed to borrow money from the VDAF at a zero rate of interest 

for improving their irrigation canals and improving infrastructure system in rural 

areas. The maximum time-limit for repayment was four years; however, in cases of 

provinces with mountainous or difficult areas, their time-limit for repayment was 

five years. During the period 2009-2015, the VDB continuously encouraged 

provinces to borrow money for these functions. The borrowing conditions of the 

VDB are similar to those of the VDAF but the total loans of the VDB which 

provinces could borrow are higher than those of the VDF. For example, the total 
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loans of the VDAF per year were VND 1,000 billion, whereas the total loans of the 

VDB per year are VND 2,000 billion.

Fourthly, provinces were allowed to establish development investment funds 

to get additional resources for their infrastructure projects. In particular, the fund 

model was first piloted in Ho Chi Minh City in 1997. After eight years, the funds of 

13 provinces including Ho Chi Minh City, Hanoi, Hai Phong, Binh Duong, Dong 

Nai, Khanh Hoa, Dong Thap, Tien Giang, Ha Tay, Tay Ninh, Ninh Binh, Binh Dinh, 

and Dak Lak were established. The total capital of the funds mobilised was 

approximately VND 4,700 billion, accounting for nearly 8.5 percent of their total 

budget expenditures in 2004. 

In 2007, the stipulations of the fund were officially recognised in Decree 

-CP, allowing all provinces to form development investment funds. 

Besides the capital allocated by provincial budgets, provinces are allowed to borrow 

for mid-term and long-term investment from various sources, such as (1) investment 

from domestic and international financial and credit institutions and (2) provincial 

bonds - -CP also 

provided that the total investment mobilised for provincial funds could be up to six 

times of their own capital. As a result, by 2009 about 22 provincial development 

investment funds were formed with the total capital of the funds of approximately 

VND 10,000 billion (nearly USD 590 million). 

Finally -CP dated the 13

th

August 2009 and 

-TTg dated the 12

th

May 2010, provinces were encouraged to 

establish their own land development funds. The funds may be formed from (1) 
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provincial budgets and (2) extracting from 30 percent to 50 percent of the total 

money collected from rents of residents and enterprises and sale of land auctioned. 

One of main targets of the funds was to clear land enabling it to be rented at a higher 

price, and therefore, able to contribute more to the sources of revenue of provinces. 

5.2. ECONOMETRIC ANALYSIS OF TRENDS UNDERLYING 

TRANSFER FROM THE CENTRAL TO PROVINCIAL 

GOVERNMENTS 

The findings gained from the analysis of interviews regarding the role of transfers 

from the central to provincial governments in helping to reduce poverty and 

provincial output disparities (for more details, please see Section 5.3 of chapter 5) 

are broadly supported by the following econometric analysis. As can be seen in 

Table 5.2, poorer provinces tended to receive more subsidies from the central 

government, especially after 2004. For example, in 2000, the ratio of net transfers 

per capita of a province to the real national GDP per capita (NTPC
i,t

) increased by 

0.055 percentage points if the (lagged) ratio of real GDP per capita of this province 

to the real national GDP per capita (RGDPPC
i,t-2

) decreased by one percentage point. 

Moreover, in 2008, the ratio of net transfers per capita of a province to the real 

national GDP per capita (NTPC
i,t

) increased by 0.064 percentage points if the ratio 

of real GDP per capita of this province to the real national GDP per capita 

(RGDPPC
i,t-2

) declined by one percentage point.

In particular, Bac Kan, one of the poorest provinces of Vietnam in terms of 

real GDP per capita, received the highest real transfers per capita from the central 
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government in 2002 and 2006. Further, the real transfers per capita from the central 

government to Bac Kan increased nearly 1.3 times, from VND 1.4 million in 2002 to 

VND 1.9 million in 2006. In contrast, richer provinces in terms of real GDP per 

capita tended to contribute more significantly to the central budget. For example, the 

real shared revenues per capita of Ho Chi Minh City transferred to the central budget 

increased by two times, from VND 1.1 million in 2002 to VND 2.2 million in 2008. 

Similarly, the real shared revenues per capita of Hanoi transferred to the central 

government almost doubled, from VND 0.7 million in 2002 to VND 1.2 million in 

2008.

Provinces located in very remote areas (Dremote
i
= 1) tended to receive more 

subsidies from the central government after 2004.  For instance, they received nearly 

1.4 times higher in terms of ratios of real net transfers from the central government 

to the real national GDP per capita in 2008 compared with those in 2000. 

Comparing R

2

between 2008 and 2000, it can be seen that the estimated 

relationship for 2008 is a much better fit of the data available for that year (R

2

= 

0.58) than is the case for 2000 (where R

2

= 0.48). This is because the budget transfer 

mechanism from the central to provincial governments have been much more 

systematic and favourable to poorer provinces since the 2002 State Budget Law 

came into effect in 2004. 
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Table 5.2: Estimated relationships between the ratios of net transfer per capita 

of provinces to the national GDP per capita and the ratios of GDP per capita of 

provinces to the national GDP per capita

*** Significant at one percent, *Significant at 10 percent

Dependent variable NTPC
i,t

Independent variables

Year

Intercept RGDPPC
i,t-2

Dremote
i

R

2

2000 9.8065

***

-0.0554

*

7.6267

***

0.4837

2008 9.0649

***

-0.0643

***

10.7484

***

0.5849

Intercept RGDPPC
i,t-1

Dremote
i

R

2

2000 9.2406

***

-0.0493

*

7.8345

***

0.4589

2008 9.6207

***

-0.0701

***

10.5307

***

0.5944

Number of provinces = 61

Source: Author’s calculation

A panel data model was developed to test for relationships between the ratios 

of real net transfers per capita of provinces to the real national GDP per capita and 
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the ratios of real GDP per capita of provinces to the real national GDP per capita. 

The model was also employed to test for the impact of the 2002 State Budget Law 

on tendencies of transfers from the central to provincial governments. As can be 

seen in Table 5.3, the results of applying the Chow test (1960) for the weighted 

coefficient of variation (CVw) of provincial transfer per capita indicate that the break 

year is 2004. Indeed, at the 5 percent level of significance, only F-statistic test (2,5) 

for the breakpoint in 2004 is greater than F-critical (F-critical (2,5) = 5.79). 

Table 5.3: The results of Chow breakpoint tests for the weighted coefficient of 

variation (CVw) of provincial transfer per capita from 2000 to 2008

Year F-statistic (2,5) P-value

2002 0.4948 0.6366

2003 0.6245 0.5726

2004 10.3166 0.0168

2005 0.2984 0.7543

2006 0.3908 0.6955

Source: Author’s calculation

It is assumed that all individual province differences are captured by 

differences in the intercept parameters. The fixed effects estimator was applied 

because it has the advantage of capturing all time-invariant unobserved 

characteristics of each province whilst imposing no assumption between these 
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characteristics and exogenous variables. Using fixed effect model can also overcome 

endogenous issues of time-invariant omitted variables. In addition, fixed effects 

estimation is preferred if the individual units are “one of a kind” and of interest, for 

example countries or provinces. However, in this case, a variable (Dremote
i
) was 

dropped from an equation 3.20 of chapter 3 because it is a time-invariant variable 

and already captured by using fixed effects. 

The results of panel data regressions (fixed effects) indicate that provinces 

having lower ratios of provincial GDP per capita to the national GDP per capita 

tended to receive more transfers from the central government. Indeed, during the 

sub-period 2000-2003, provinces with one percentage-point lower ratios of 

provincial GDP per capita to the national GDP per capita received approximately 

0.1081 percentage-point higher ratios of net transfers per capita to the national GDP 

per capita.

The regression results also indicate that there was a break in terms of ratios

of real net transfers per capita to the real national GDP per capita around 2004 and 

the intercept term decreased by 0.9003 percentage points (see Dbreak2004). This 

was because revenue arrangements and expenditure responsibilities tended to be 

further decentralised to provincial governments and the central government only 

transferred significant subsidies to poorer provinces.  

More importantly, the slope of Dbreak2004*RGDPPC
i,t-2

indicates that 

after 2004 the central government tended to transfer more than previously to poorer 

provinces. For example, from 2004 to 2008, the ratio of real net transfers per capita 

to the real national GDP per capita of a province increased by 0.0077 percentage 
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points if this province suffered from one percentage-point lower ratio of its real GDP 

per capita to the real national GDP per capita (for more details, please see Table 

5.4).  

Table 5.4: Panel data estimations (fixed effects)

***Significant at one percent

Dependent variable

Independent variable

NTPC
i,t

Intercept 17.8078

***

RGDPPC
i,t-2

-0.1081

***

Dbreak2004 -0.9003

***

Dbreak2004*RGDPPC
i,t-2

-0.0077

***

R

2

0.9514

Number of provinces = 61

Sample period: 2000-2008

Number of observations = 549

Source: Author’s calculation



160

The random effects estimator was applied for an equation 3.20 of chapter 3 

when a time-invariant variable (Dremote
i
) was controlled. The results of panel data 

regressions (random effects) indicate that provinces having lower ratios of provincial 

GDP per capita to the national GDP per capita tended to receive more transfers from 

the central government. Indeed, during the sub-period 2000-2003, provinces with 

one percentage-point lower ratios of provincial GDP per capita to the national GDP 

per capita received approximately 0.0588 percentage-point higher ratios of net 

transfers per capita to the national GDP per capita.

Provinces located in very remote areas tended to receive more subsidies from 

the central government during the period 2000-2008. For instance, they received 

approximately 8.5828 percentage-point higher ratios of real net transfers per capita 

to the real national GDP per capita for the sub-period 2000-2003. Of particular 

interest is that the slope of Dremote
i
*Dbreak2004 indicates that after 2004 the 

central government tended to transfer more than previously to remote or 

mountainous provinces. For example, from 2004 to 2008, if a province was located 

in remote or mountainous areas, the ratio of real net transfers per capita to the real 

national GDP per capita of this province increased by 1.584 percentage points.

The regression results also indicate that there was a break in terms of ratios 

of real net transfers per capita to the real national GDP per capita around 2004 and 

the intercept term decreased by 1.3502 percentage points (see Dbreak2004). This 

was because revenue arrangements and expenditure responsibilities tended to be 

further decentralised to provincial governments and the central government only 

transferred significant subsidies to poorer provinces.  
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More importantly, the slope of Dbreak2004*RGDPPC
i,t-2

indicates that 

after 2004 the central government tended to transfer more than previously to poorer 

provinces. For example, from 2004 to 2008, the ratio of real net transfers per capita 

to the real national GDP per capita of a province increased by 0.0076 percentage 

points if this province suffered from one percentage-point lower ratio of its real GDP 

per capita to the real national GDP per capita (for more details, please see Table 

5.5).  
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Table 5.5: Panel data estimations (random effects)

***Significant at one percent

Dependent variable

Independent variable

NTPC
i,t

Intercept 11.0168

***

RGDPPC
i,t-2

-0.0588

***

Dremote
i

8.5828

***

Dbreak2004 -1.3502

***

Dremote
i
* Dbreak2004 1.5840

***

Dbreak2004*RGDPPC
i,t-2

-0.0076

***

R

2

(weighted statistics) 0.2911

R

2

(unweighted statistics) 0.5416

Number of provinces = 61

Sample period: 2000-2008

Number of observations = 549

Source: Author’s calculation
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5.3. THE ROLE OF TRANSFERS FROM THE CENTRAL TO 

PROVINCIAL GOVERNMENTS

This section presents the opinions of central and provincial officials regarding the 

roles of transfers from the central to provincial governments. Their opinions show 

that the transfers played an important role in reducing poverty and provincial output 

disparities. Further, the transfers were still a main source contributing significantly 

additional resources to budget expenditures of poorer provinces. View points from 

stakeholders’ interviews are organised, as follows:

5.3.1. Officials’ assessment of effectiveness of transfers from the central 

government to poorer provinces in reducing poverty and provincial output 

disparities 

Sixteen out of nineteen officials interviewed indicated that the role of transfers from 

the central government in reducing poverty and provincial output disparities were 

somewhat effective before 2004. Only one interviewee felt that the transfers were 

effective, one interviewee indicated that the transfers had no impact and one 

interviewee gave no rating about effectiveness of the transfers (for more details, 

please see Table 5.6). 

An examination of the reasons resulting in the lower effectiveness ratings 

were that the “ask and give” mechanism still covered the whole of the central and 

provincial government financial arrangements before the 2002 State Budget Law 

was put into effect in 2004. This means that the more transfers provinces could ask 

for and succeeded in receiving, the more expenditure they were able to make. They 
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said that “the MOF and provincial Departments of Finance had many local officials 

at the end of the years during the period 1996-2003 because the officials visited and 

asked the Ministry and the Departments for transfers for their next fiscal year”. 

After 2004, fifteen out of nineteen interviewees indicated that transfers from 

the central government to the poorer provinces played an effective role in reducing 

poverty and provincial output disparities. Only four interviewees indicated that the 

transfers played an insignificant role in reducing poverty and output inequality 

between provinces (for more details, please see Table 5.6). 

The higher effectiveness ratings were caused by the transfer mechanism from 

the central to provincial budgets being implemented on clearer norms. More 

importantly, the norms have been much more systematic and favourable to poorer 

-TTg required that the use of the 

number of school aged children to determine the distribution norm for education 

rather than the number of children enrolled in schools. This regulation benefited 

poor provinces because the number of children enrolled in schools in poorer 

provinces was usually proportionally lower than those in richer provinces. In 

- -TTg, and Decision 

-TTg instructing budget distribution norms provided that ratios of 

recurrent investments per head in education in high mountainous areas to those in 

urban areas resulted in an increase from 1.7 in 2004 to 2.02 in 2007 and 2.23 in 

2011. Moreover, in the cases where provinces had extremely poor communes

22

or 

22

-TTg
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districts

23

, each school age child in these communes or in these districts is 

additionally supported. For example, additional resources distributed for a school 

age child per year were about VND 49.4 thousand (nearly USD 3.1), VND 70 

thousand (approximately USD 4.3), and VND 140 thousand (about USD 7) in 2004, 

2007, and 2011, respectively. Similarly, recurrent investment norms per capita in 

health in high mountainous areas were 1.8, 2.39, and 2.47 times of those in urban 

areas in 2004, 2007, and 2011, respectively. 

Since the 2007, budget distribution norms applied for determining capital 

expenditures have also been stipulated in Decision -TTg and Decision 

-TTg. Indeed, during the budget stability period 2007-2010, capital 

expenditures of provinces were determined by their cumulative score, based on five 

norms including population, level of development, natural areas, administrative 

units, and a supplementary norm. Therefore, the higher scoring, provinces received 

more transfers from the central government. Of particular interest is that, special 

attention was paid to mountainous, remote, and disadvantaged areas as well as the 

ethnic minority areas. According to the population norm, if the population of a 

particular province was 100,000 people, the province could obtain one score. 

However, if population of a province was below 500,000, it received five scores. In 

addition, for each 100,000 ethnic minority people in a province one more score was 

allocated. Therefore, the population norm favoured provinces having less population 

and more ethnic minorities. Regarding the level of development, for each 10 percent 

of poverty rating, provinces gained one score, while the administrative unit norm, for 

each mountainous or remote district provinces received 0.2 score. 

23

According to Resolution 30a/2008/NQ-CP
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During the period 2011-2015, the capital expenditures of provinces will 

continue to be determined based on the five main norms; however, there are some 

changes in each particular norm and some of them further favouring the poorer 

provinces. For example, provinces receive 1.5 scores instead of one score if they 

have an ethnic minority of 100,000. In addition, each five percent of poor 

households generate two scores. Similarly, for each mountainous or remote district 

provinces have, they receive 0.5 score rather than 0.2 score. Moreover, each district 

located in border areas receives one score compared with the previous 0.2 score.

Table 5.6: Ratings of interviewees regarding the effectiveness of transfers in 

helping to reduce poverty and provincial output disparities

Effectiveness of the transfers Effective Somewhat 

effective

No impact No idea

Before 2004 1 16 1 1

After 2004 15 4

5.2.2. Officials’ assessment of the importance of subsidies from the central 

government to provinces

In general, both central and provincial officials confirmed that subsidies from the 

central government to provinces, especially poor provinces, made very important 

contributions to provincial budgets, poverty reduction, and mitigation of inter-

provincial output disparity. The reason was that a majority of provinces did not have 
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enough resources to meet their requirements of budget expenditures; therefore, they 

relied mainly on the transfers from the central government (for more details, please 

see Table 5.7). 

It can be shown that poor provinces received subsidies including balancing 

transfers and targeted transfers from the central budget accounting for more than 70 

percent of their budget expenditures in 2008, indicating that the subsidies played 

vital roles in generating their sources of budget expenditure. Indeed, the subsidies 

from the central budget to Ha Giang accounted for about 81 percent of its total 

expenditures in 2008. Further, in 2008 ratios of subsidies from the central budget of 

Cao Bang and Dien Bien in 2008 were approximately 77 percent and 75 percent, 

respectively. 

The official of Department of Finance of Cao Bang stated that “Transfers 

from the central budget to Cao Bang were very important to its socio-economic 

development and poverty reduction. If there were no subsidies from the central 

government, the province would face a lot of difficulties in both budget expenditure 

for capital investment and budget expenditure for recurrent expenditure. The fact is 

that budget revenue of Cao Bang only meets about one-fifth of its requirements. 

Budget revenue of Cao Bang was only about VND 670 billion, accounting for only 

approximately 23 percent of its budget expenditure in 2008”.

In 2008, poor provinces having ratios of subsidies from the central 

government to their budget expenditures of between 50 percent and 70 percent also 

showed that the subsidies contributed significantly to their budget expenditure. For 
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instance, in 2008 the subsidies from the central budget to Bac Kan and Thanh Hoa 

accounted for 68 percent and 64 percent of their budget expenditures, respectively. 

Although some provinces such as Hai Duong received small subsidies from 

the central government, they still considered the subsidies an important 

supplementary contribution to their budgets because their budget revenues did not 

meet 100 percent of their budget expenditure. For example, in 2008 the ratio of 

subsidies from the central government to budget expenditure of Hai Duong was 

approximately 11 percent. 

Of particular interest is that even if rich cities and provinces such as Ho Chi 

Minh City, Hanoi, and Dong Nai were main contributors to the central budget, they 

still highly valued the role of targeted transfers from the central budget in addressing 

their social problems. Indeed, although Ho Chi Minh City contributed about VND 

36 thousand billion (approximately USD 2.2 billion) to the central budget in 2008, 

the city still received targeted transfers of nearly VND 1,900 billion (approximately 

USD 120 million). 

To conclude, transfers from the central government including balancing 

transfers and targeted transfers played vital roles in contributing additional resources 

to poorer provinces, while targeted transfers from the central government generated 

extra resources for richer provinces.
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Table 5.7: List of provinces in receipt of net transfers from the central budget 

and the ratios of the transfers to provincial budget expenditures in 2008

Ratios of the transfers 

to provincial budget 

expenditures were 

Number 

of 

provinces

Name of provinces

above 70 percent 7

Lai Chau-Dien Bien, Son La, Hoa Binh, Ha 

Giang, Cao Bang, Yen Bai, and Quang Tri

from 50 percent to 70 

percent 

22

Lao Cai, Bac Kan, Lang Son, Tuyen Quang, 

Thai Nguyen, Phu Tho, Bac Giang, Ha Nam, 

Nam Dinh, Thai Binh, Thanh Hoa, Nghe An, 

Ha Tinh, Quang Binh, Quang Nam, Kon 

Tum, Dak Nong-Dak Lak, Ninh Thuan, Ben 

Tre, Tra Vinh, Soc Trang, and Bac Lieu

from 30 percent to 50 

percent 

15

Ha Tay, Hung Yen, Ninh Binh, Thua Thien 

Hue, Quang Ngai, Binh Dinh, Phu Yen, Gia 

Lai, Lam Dong, Binh Thuan, Dong Thap, An 

Giang, Tien Giang, Vinh Long, and Kien 

Giang

below 30 percent 6

Hai Duong, Bac Ninh, Binh Phuoc, Tay 

Ninh, Long An, and Ca Mau

Source: Author’s calculation based on data of the MOF
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5.2.3. Officials’ assessment of the importance of other resources (apart from 

budget collection) which provinces could collect for additional resources to 

meet their needs. 

All provinces are encouraged to raise revenue from other resources such as 

advancing unused capital, issuing investment bonds, borrowing money from the 

provincial VDAF and VDB, establishing development investment funds, and 

forming land development funds. However, the results from mobilising the resources 

vary, and provinces have different opinions about the importance of the utilisation of 

the resources.

Firstly, in the opinion of poorer provinces, unused capital advanced from 

their Treasuries or borrowed from their VDAF and VDB contributed moderately to 

their development investment because the investment mobilised from these sources 

are small compared with their budget expenditures. For example, Kon Tum 

borrowed VND 15 billion from the VDAF for its irrigation system improvement, but 

this accounted for only about 1.1 percent of its budget expenditures in 2005. 

In addition, a majority of poor provinces have not issued investment bonds to 

raise additional resources because their investment bonds may not be attractive to 

domestic organisations or local people. Therefore, investment bonds still do not play 

any role in generating additional sources for their budgets. Only very few poor 

provinces such as Bac Giang issued investment bonds to get additional resources but 

the result was not significant. For example, the total investment bonds issued by Bac 

Giang was VND 9.73 billion and accounted for only one percent of its total budget 

expenditure in 2002. 
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In contrast, rich provinces such as Hanoi and Ho Chi Minh highly valued the 

role of investment mobilised for their socio-economic development, especially their 

infrastructure projects. For example, Ho Chi Minh City mobilised about VND 2,650 

billion for its development investment which accounted for approximately 12.3 

percent of its budget expenditures in 2006. Hanoi advanced VND 2,000 billion from 

its State Treasury for promoting its infrastructure projects and the capital accounted 

for about 14.5 percent of its budget expenditures in 2007. Rich provinces such as Ho 

Chi Minh City, Hanoi, and Dong Nai also showed that investment collected from 

issuing investment bonds contributed remarkably to their socio-economic 

development, especially infrastructure development projects. For instance, the total 

value of bonds mobilised by Ho Chi Minh City of approximately VND 7,500 billion, 

accounting for about 77 percent of its development investment in 2008. Also the 

value of bonds issued by Hanoi for the Highway 5 project was VND 500 billion, 

accounting for eight percent of Hanoi’s development investment in 2006. 

Secondly, rich provinces reported that development investment funds are 

important resources for generating additional resources to meet their requirements 

for investment development. Indeed, the fund was piloted for the first time in Ho Chi 

Minh City in 1997 to mobilise capital from various sources for its requirements for 

development investment. After eight years, the funds of 13 provinces including Ho 

Chi Minh City, Hanoi, Hai Phong, Binh Duong, Dong Nai, Khanh Hoa, Dong Thap, 

Tien Giang, Ha Tay, Tay Ninh, Ninh Binh, Binh Dinh, and Dak Lak were 

established. The total capital of the funds mobilised was about VND 4,700 billion, 

accounting for around 8.5 percent of their total budget expenditures in 2004. 

However, although the capital of 13 provinces was about VND 1,800 billion, almost 
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all of the capital belonged to the rich provinces such as Ho Chi Minh City, Hanoi, 

Dong Nai, Binh Duong. The capital of Ho Chi Minh City, Hanoi, Dong Nai was 

VND 680 billion, VND 400 billion, and VND 140 billion, respectively. Similarly, 

almost all of the VND 2,900 billion mobilised by 13 provinces were also possessed 

by the wealthy provinces. For instance, the capital mobilised by Ho Chi Minh City, 

Hanoi, and Dong Nai were VND 1,000 billion, VND 600 billion, and VND 870 

billion in 2004, respectively. 

After Dec -CP was issued in 2007, about 22 provincial 

development investment funds were formed in 2009 and the total investment of the 

funds was about VND 10,000 billion. Nevertheless, almost all of the capital 

belonged to rich provinces including Ho Chi Minh City, Dong Nai, Binh Duong, and 

Hanoi.  

Thirdly, poor provinces such as Phu Tho and Thanh Hoa reported that 

although their land development funds were established in 2010, the roles of the 

funds in contributing additional resources to their budget expenditures were still 

limited. For example, the investment of land development funds of Phu Tho and 

Thanh Hoa was about VND 60 billion and VND 140 billion and accounting for only 

1.4 percent and 1.6 percent of their budget expenditures in 2010, respectively. 

In contrast, rich provinces including Hanoi showed that land development 

funds played an important role in generating additional resources for their budget 

expenditures. Indeed, the investment of Hanoi was around VND 1,000 billion, 

accounting for approximately 2.9 percent of its budget expenditures in 2010. 
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From the above analysis, it is clear that wealthier provinces could get 

additional resources more readily than poorer provinces. Subsidies from the central 

authorities were still the main sources contributing additional resources to budget 

expenditures of poorer provinces. 

5.4. CHAPTER SUMMARY

This chapter examines the main features of central-provincial government financial 

arrangements, especially changes in the transfer mechanism from the central to 

provincial governments after 2004. The analysis suggests that after 2004 transfers 

from the central to provincial governments conformed much more closely to 

objective, pre-determined criteria than before. Econometric estimations confirm that 

in the post-2004 sub-period, poorer provinces obtained more-than-proportionate 

assistance from the central government and the favourable treatment was statistically 

significant. Responses from interviews and statistical data suggest that transfers from 

the central government played an important role in reducing poverty and provincial 

output disparities after 2004. Furthermore, as of 2008, transfers were still the main 

source contributing considerable additional resources to the expenditures of poorer 

provinces. 

In the next chapter, major issues arising in implementing the central-

provincial government financial relations will be analysed and discussed. 
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CHAPTER 6

SIGNIFICANT ISSUES IN IMPLEMENTING CENTRAL-

PROVINCIAL GOVERNMENT FINANCIAL RELATIONS IN 

VIETNAM

As presented in chapter 5, under the 2002 State Budget Law, the financial relations 

between the central and provincial governments are much improved when compared 

with those of previous years. For example, there has been much greater adherence to 

explicit, pre-determined rules and norms used in calculating the size of transfers 

from the central authorities to each province. Nevertheless, there remain a number of 

significant issues in implementing the relations and this chapter will analyse these 

issues. In doing so, it will make use of comments and information provided by the 

central and provincial officials who were interviewed for the study.

The chapter is organised as follows. Section 6.1 focuses on the difficulties 

faced by the central government in securing adequate resources for redistribution to 

poorer provinces. Section 6.2 then analyses the possible over-reliance of some 

provinces on transfers from the central government, while Section 6.3 examines in 

depth a number of suggestions received from the officials interviewed regarding 

particular aspects of central-provincial government budgetary arrangements. A 

summary of the main points raised in the chapter is provided in Section 6.4.
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6.1. CENTRAL GOVERNMENT’S DIFFICULTIES IN 

SECURING RESOURCES FOR REDISTRIBUTION TO 

POORER PROVINCES 

The central government faced difficulties in securing resources for redistribution to 

poorer provinces because of the following:

Firstly, sources of revenue of the central government including revenues 

which the central government could collect exclusively, as well as shared taxes with 

provincial governments tended to decrease due to the negative impact of both 

economic recessions during the periods 1997-1998 and 2007-2008 and high inflation 

during the period 2007-2008. Indeed, the national economic growth rate declined 

from approximately 9.3 percent in 1996 to nearly 8.2 percent in 2006 and then 5.3 

percent in 2009. As a result, the growth rate of revenues collected by the central 

government decreased from approximately 41 percent in 2002 to 21 percent in 2004 

and to 10 percent in 2008. 

Secondly, few richer cities and provinces were in a position to transfer their 

revenues to the central budget

24

. Indeed, in 2003, only five of 61 provinces including 

Hanoi, Ho Chi Minh City, Dong Nai, Binh Duong, and Ba Ria Vung Tau transferred 

their revenues to the central budget. Although the number of provinces transferring 

their revenues to the central budget increased, only eleven provinces comprising 

Quang Ninh, Hanoi, Hai Phong, Vinh Phuc, Da Nang, Khanh Hoa, Ho Chi Minh 

24

Based on sources of revenue that could be shared between the central and provincial 

governments
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City, Binh Duong, Dong Nai, Ba Ria Vung Tau, and Can Tho contributed their 

revenues to the central budget, and these provinces only accounted for 

approximately 25 percent of the national population of Vietnam in 2008

25

(for more 

details, please see Table 6.1 and Map 6.1). Further, although the contributions of 

these richer provinces to the central budget increased after 2004, the ratios of richer 

provincial contributions to the total subsidies from the central to provincial 

governments remained almost unchanged at approximately 66 percent during the 

sub-period 2005-2008. 

Although the richer provinces had significant excess of revenues over budget 

estimates, the central government could not require those revenues to be made 

available to redistribute to the poorer provinces. The reason was that during the 

budget stability period, the sharing rates of shared taxes between the central and 

provincial governments were stabilised. For example, during the budget stability

period 2007-2010, the sharing rate of shared taxes between the central government 

and Ho Chi Minh City was 26 percent. In 2008, although the increasing gap between 

the budget revenue actually collected and the budget forecast of Ho Chi Minh City 

was VND 22,100 billion, the central government only collected an additional VND 

3,824 billion, which accounted for approximately 17 percent of the excess of 

revenues over the budget forecast

26

. 

25

In 2008, the national population of Vietnam was about 86 million (Source: the GSO)

26

Author’s calculation based on data of the MOF 
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Table 6.1: List of provinces and cities transferred their revenues to the central 

budget in 2003 and 2008

Year                    

Provinces 

2003 2008

Number of provinces 5 11

Names of provinces Hanoi, Ho Chi 

Minh City, Dong 

Nai, Binh Duong, 

and Ba Ria Vung 

Tau

Quang Ninh, Hanoi, Hai Phong, 

Vinh Phuc, Da Nang, Khanh Hoa, 

Ho Chi Minh City, Binh Duong, 

Dong Nai, Ba Ria Vung Tau, and 

Can Tho

Source: Author’s calculation based on data of the MOF
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Map 6.1: Provinces transferred their shared revenues to the central 

government and provinces received subsidies from the central government in 

2008

P r o v in c e _ c it y .s h p

T r a n s f e r s t o c e n tr a l g o v e r n m e n t

T r a n s f e r s f r o m c e n tr a l g o v e r n m e n t ( > 7 0 % o f p r o v in c ia l e x p e n d it u r e )

T r a n s f e r s f r o m c e n tr a l g o v e r n m e n t ( 5 0 % - 7 0 % o f p r o v in c i a l e x p e n d i tu r e )

T r a n s f e r s f r o m c e n tr a l g o v e r n m e n t ( 3 0 % - 5 0 % o f p r o v in c i a l e x p e n d i tu r e )

T r a n s f e r s f r o m c e n tr a l g o v e r n m e n t ( < 3 0 % o f p r o v in c ia l e x p e n d it u r e )

Source: Author’s calculation based on data of the MOF

Thirdly, a majority of provinces received subsidies from the central 

government and some of these provinces were extremely poor and relied mainly on 

subsidies from the central government. In particular, in 2008, seven poor provinces 

including Lai Chau-Dien Bien, Son La, Hoa Binh, Ha Giang, Cao Bang, Yen Bai, 

and Quang Tri received transfers from the central budget, and these transfers 
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accounted for more than 70 percent of their budget expenditures. Ha Giang received 

transfers up to nearly 81 percent of its budget expenditure in 2008 and in the same 

year, 22 other poor provinces received subsidies of 50 percent to 70 percent, while

15 provinces received transfers from the central budget between 30 percent and 50 

percent of their budget expenditures. Further, only six provinces received subsidies 

of less than 30 percent of their budget expenditures from the central government (for 

more details, please see Table 5.3 of Chapter 5 and Map 6.1). 

“The sources of the central budget redistributed to poorer provinces still 

depend considerably on the revenues of richer provinces being transferred to the 

central budget. However, in 2008, 50 of 61 provinces, especially provinces in 

mountainous and remote areas, still received substantial subsidies including 

balancing transfers and targeted transfers from the central budget. Therefore, the 

central budget was put under pressure when the budget redistribution mechanism 

was implemented” (A provincial official of Department of Finance of Dong Nai).

Fourthly, the central government was limited to the amount it could borrow 

from domestic and international organisations due to the legislated limit on the size 

of the budget deficit. For example, the budget deficit approved by the Vietnamese 

National Assembly was below 4.6 percent of GDP in 2008 and 6.2 percent of GDP 

in 2010. 

Fifthly, budget expenditure tasks undertaken by the central government for 

important development investment projects are heavy and this put more pressure on 

the central budget. For example, in 2005, the investment in the Dung Quat Oil 

Refinery project was approximately US dollar three billion, accounting for six 
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percent of the nominal GDP of Vietnam. Further, changes of government policies 

also put additional pressure on the central budget. For instance, in 2011, total state 

budget allocated for the salary reform policy was VND 27,000 billion, accounting 

for approximately 4.5 percent of the total national budget expenditure when the basic 

salary was adjusted from VND 730 thousand per month in 2010 to VND 830 

thousand per month. As a result, the national budget deficit occurred for several 

years. For example, the ratios of national budget deficit to GDP were approximately 

five percent in 2000, 4.9 percent in 2004, five percent in 2006, and 4.6 percent in 

2008. 

“In order to achieve high socio-economic development targets during each 

term, huge programmes/projects invested by the central budget have been widely 

implemented for a long period. Therefore, the MOF faced difficulties in distributing 

the central budget for these programmes/projects. As a result, the central budget was 

put under more pressure due to the shortage of revenues and the projects’ 

efficiencies were negatively affected. For example, in 2008, an investment program 

for 62 poor districts, namely Program 30a was issued. As designed in the program, 

the investment of each poor district was expected to be about VND 1,000 billion 

(approximately US dollar 61 million) per year. However, in 2009, the actual budget 

distributed to each poor district was only some tens of VND billion per year. 

Therefore, projects were implemented slowly and the central budget was put under

pressure” (A provincial official of Department of Finance of Kon Tum). 

Sixthly, provinces, especially poor provinces are frequently and heavily 

affected by natural disasters. Therefore, the central budget is subject to more 
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pressure when blocks of urgent subsidies are required to help these provinces 

overcome the disasters. 

“In 2009, the main projects developed through several years as well as the 

agricultural sector of Kon Tum were almost completely destroyed by a storm N
0
9, 

called a historic storm. In particular, 12 thousand hectares of agricultural land was 

swept away by the flood waters; 420 projects including 145 transport projects and 98 

irrigation projects were devastated; 170 chain-bridges were damaged; and 3,000 

houses were demolished. The poverty rate of Kon Tum doubled after the storm. As a 

result, about VND 250 billion from the central budget, accounting for approximately 

14 percent of Kon Tum’s budget expenditure in 2009, was subsidised for Kon Tum 

to overcome this severe disaster” (A provincial official of Department of Finance of 

Kon Tum).

Finally, an increasing gap in socio-economic development between poor and 

rich regions as well as between poor and rich provinces also put more pressure on 

the central budget during the new budget stability period. This is because the central 

government has responsibilities for solving uneven development between regions 

and between provinces. For example, the gap in GDP per capita between the poorest 

North West region and the richest South East region increased from approximately 

3.6 in 1990 to nearly 5.3 in 2004 and 4.9 in 2008. Further, the gap in GDP per capita 

between the richest city (Ho Chi Minh City) and the poorest province (Ha Giang) 

increased from 6.5 in 1990 to 7.2 in 2004 and 6.9 in 2008.

In conclusion, the central government faced difficulties in securing resources 

for re-allocation to poorer provinces; therefore, solutions for improving the budget 



182

capacity of poorer provinces should be considered to reduce budget pressure on the 

central government. For example, additional special policies attracting investors, 

especially foreign investors to invest in infrastructure through Build-Operate-

Transfer (BOT) and Build-Transfer (BT) projects should be issued to promote socio-

economic development in poorer provinces. Although the distribution of FDI across 

provinces has become less uneven since 2004, about 73 percent of FDI in Vietnam 

in 2008 was still concentrated in 11 richer cities/provinces including Ho Chi Minh 

City, Dong Nai, Binh Duong, Hanoi, Ba Ria Vung Tau, Da Nang, Hai Phong, Can 

Tho, Quang Ninh, Vinh Phuc, and Khanh Hoa

27

. In addition, policies aimed at 

improving public investment efficiency and stabilising the economy should be 

strengthened to generate more resources for the central government, because public 

investment in Vietnam has recently tended to be unaffordable, inefficient, and 

unsustainable (Vietnam Development Report, 2011).

6.2. POSSIBLE OVER-RELIANCE OF SOME PROVINCES ON 

SUBSIDIES FROM THE CENTRAL AUTHORITIES

Some poor provinces over-relied on transfers from the central authorities due to the 

following reasons: 

Firstly, their sources of revenue including revenues which they could collect 

totally and revenues shared with the central government did not meet their budget 

expenditures. Indeed, in 2008, the total revenue collected by Ha Giang, one of 

27

Author’s calculation based on FDI of the Ministry of Planning and Investment of Vietnam
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poorest provinces, was only VND 214 billion, accounting for approximately 5.7 

percent of its total budget expenditure. 

Secondly, contributions of organisations and individuals to the budgets of 

poorer provinces were insignificant as people mainly contributed in kind to 

infrastructure development projects in their areas. For instance, the contributions of 

individuals and organisations of Lang Son were roughly VND one billion, 

accounting for only 0.03 percent of its budget expenditure in 2008.

Thirdly, although provinces were allowed to mobilise additional resources to 

meet their requirements of budget expenditures, the capital mobilised by poorer 

provinces was insignificant (for more details, please see Section 5.2.3 of Chapter 5). 

Therefore, transfers from the central government are the main resources contributing 

considerably to budget expenditures of poor provinces.

However, the question is that if poor provinces do not rely mainly on 

subsidies from the central government, what other resources can they rely on? The 

fact is that the resources able to be mobilised by poor provinces are limited; 

therefore, they have to rely primarily on transfers from the central authorities (A 

provincial official of Department of Finance of Quang Ngai).

In order to mitigate the over-reliance of some provinces on transfers from the 

central authorities, relevant policies should be issued to encourage poorer provinces 

to create additional sources of revenue. In particular, in the short-term, finance and 

tax officials should sit together to determine officially what additional sources of 

revenue can be collected or which fees can be upgraded. This is because these some 

fees may be no longer appropriate to current socio-economic conditions, for 
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example, due to the inflation factor or which new taxes and fees can be promulgated 

caused by new socio-economic activities. In the long-term, the central government 

should have stronger strategies to diminish the gap in socio-economic development 

between wealthy and poor provinces. In particular, policies improving the 

investment environment to attract more investors to contribute to projects in poor 

provinces should be used to promote their socio-economic development. Indeed, 

according to Vietnam Chamber of Commerce and Industry (VCCI), during the 

period 2006-2010, although the Provincial Competitiveness Index (PCI) reflecting 

an advantageous investment environment of poorer provinces were much improved, 

their PCI were still much lower than those of richer provinces. For instance, in 2009, 

the PCI of Cao Bang, one of the poorest provinces, was only 45/100 compared with 

74/100 of Binh Duong, one of the richest provinces. In addition, the government 

should encourage rich provinces to support poor provinces through a direct support 

mechanism. For example, each rich province should have responsibilities for 

supporting a few poor provinces not only with capital but also technologies and 

management skills. For example, Dong Nai has recently been twinned with Kon 

Tum and Dong Nai has then supported Kon Tum directly with about VND three 

billion each year. 
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6.3. SUGGESTIONS RECEIVED FROM OFFICIALS 

INTERVIEWED REGARDING SPECIFIC ASPECTS OF 

CENTRAL-PROVINCIAL GOVERNMENT BUDGETARY 

ARRANGEMENTS

Although both richer and poorer provinces do not protest the budget redistribution 

mechanism for poorer provinces, they each have particular requests to secure their 

advantage, as follows:

6.3.1. Budget revenue arrangements 

In general, provincial officials indicated that the sources of revenue of a majority of 

provinces still do not meet their requirements for budget expenditures (for more 

detail, please see Table 5.3 of Chapter 5); therefore, the following issues should be 

considered.

6.3.1.1. Sources of budget revenue

Firstly, poorer provinces proposed that some sources of revenue such as import taxes 

and export taxes currently collected totally for the central government should be 

shared with provincial governments. For instance, in 2010, those taxes collected by 

Phu Tho for the central government were nearly VND 130 billion, reflecting nearly 

10 percent of its total budget revenues. Therefore, the province proposed keeping 20 

percent of those taxes. 
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Some provinces having border gates, such as Lang Son argued that because 

of their role in import activities and export activities, revenues from import and 

export activities through their border gates should be kept 100 percent by them to 

invest in their areas. For example, in 2008, budget revenues collected from export 

and import activities through Lang Son’s border gate were VND 1,500 billion but 

only VND 60 billion were distributed to Lang Son for its service activities. 

Therefore, Lang Son did not have adequate capital to re-invest in its area. For 

example, -TTg, the Dong Dang 

Overpass in Lang Son’s area was financed by revenues collected from import and 

export activities through Lang Son’s border gate area. The total investment for the 

project was about VND 46 billion but it was delayed due to the shortage of 

investment. The reason was that although 50 percent of total revenues collected from 

import and export activities through Lang Son’s border gate was kept by the 

province and re-invested in its border gate area as stipulated in Decision 

-TTg, from 2003 that Decision was no longer valid. Therefore, Lang 

Son had no adequate investment for the Dong Dang Overpass. 

In contrast, other provinces such as Hanoi protested against the proposals of 

provinces having border gates although they appreciate the role of those provinces in 

import and export tax collection. They argued that products imported and exported 

through Lang Son’s border gate were not produced by Lang Son, whereas Lang Son 

received revenues through the tax collection services. 

Clause -CP implementing the 2002 State Budget 

Law stipulated that sources of revenue from petroleum exploration and exploitation 
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activities are to be collected exclusively by the central government. However, Ba 

Ria Vung Tau suggested that 50 percent of the sources of revenue collected from 

environmental protection fees based on petroleum exploitation activities in its area 

should be collected by the province in order to prioritise environmental protection 

projects as instructed in Decree 04 -CP. 

In conclusion, provinces tended to request more resources to meet their 

requirements for socio-economic development (for richer provinces) or to be less 

dependent on the central government (for poorer provinces). However, it is 

suggested that the central government should not approve these proposals because of 

the following reasons. The central government has been under pressure to secure 

adequate resources for redistribution to poorer provinces (as discussed in Section 

6.1). Also, poor provinces having no advantage from import/export collection and 

environmental protection fees based on petroleum exploitation activities will suffer a 

loss because they cannot receive more transfers from the central government due to 

the limitations on the central budget. 

In addition, according to Dec -CP, provinces having projects 

in border gate areas are protected in that they can submit projects for the central 

government’s approval and receive investment from the central budget. 

Secondly, poorer provinces suggested that certain main sources of budget 

revenue currently shared between the central and provincial governments should be 

re-considered. 

For example with CIT, according to the 2003 Corporate Income Tax Law, 

during the period 2004-2008, CIT was collected in provinces where enterprises had 
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their main offices or registered offices. This led to inequality in the tax collection 

between provinces because many enterprises had subsidiaries in poorer provinces 

and their business activities including public service consumption took place in 

poorer provinces rather than richer provinces where these enterprises usually had 

main or registered offices. Therefore, this system was more favourable to richer and 

most industrial provinces.  

The 2008 Corporate Income Tax Law partially adjusted the previous 

regulation by instructing that “CIT is collected in provinces where enterprises have 

main offices. In the case where enterprises have subsidiaries in other provinces, CIT 

will be shared between provinces where enterprises have head offices and the 

provinces where enterprises have subsidiaries, on the basis of their expenses”. 

However, if these subsidiaries only focus on service activities, CIT is still collected 

totally in provinces where enterprises have main offices. Therefore, provinces 

having these subsidiaries still suffer a loss when CIT collected from service 

activities is transferred to rich provinces where enterprises often have main offices. 

However, the fact is that it is difficult and complicated if CIT from service 

activities is collected in provinces where enterprises have subsidiaries as the service 

activities of these subsidiaries, for example by banks and financial companies are 

diversified or provided in different forms. In addition, it is difficult to divide 

turnover and expense of these subsidiaries. 

Regarding VAT, during the period 2000-2008, VAT was debited and 

credited in different provincial jurisdictions, which led to inequality in the VAT 

collection between provinces. In particular, although enterprises had equipment 
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manufactured in other provinces, the VAT was collected in provinces where the 

enterprises had head offices. Therefore, the VAT also tended to benefit richer cities 

and industrial provinces where the enterprises’ head offices were located. However, 

the shortcomings were addressed by the 2008 Value Added Tax Law and Circular 

129/2008/TT-BTC. In particular, Circular 129/2008/TT-BTC instructs that “the 

VAT will be shared between provinces where enterprises have head offices and the 

provinces where enterprises have manufacturers, on the basis of their turnover”. 

In addition, according to the 1998 Luxury Tax Law and the 2008 Luxury Tax 

Law, luxury taxes on products are collected in provinces where enterprises have 

manufacturers or importers rather than in provinces where the products are bought, 

sold, or consumed; this benefits richer provinces where enterprises have 

manufacturers or importers. In addition, a luxury tax division based on the origin of 

products results in provinces attempting market protection or industry distortion. For 

example, luxury tax levied on alcohol and tobacco led to each province wanting to 

establish its own tobacco factories and distilleries. Therefore, a possible solution is 

that excise tax should be shared between the provinces where enterprises have 

manufacturers or importers and the provinces where their products are purchased 

and consumed, based on turnover of products sold in the later provinces. This 

solution may help provinces receive additional resources due to products consumed 

in their local jurisdictions as well as preventing provinces from issuing market 

protection policies. 

Thirdly, some poorer provinces such as Quang Nam argued that poorer 

provinces having lower revenues collected from lottery activities compared with 
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those of richer provinces should be allocated additional sources of revenue. 

According to Resolution 68/2006/NQ-QH XI, provincial People’s Councils have 

authority to invest all revenues collected from lottery activities in their education and 

health projects; however, some poorer provinces had insignificant revenues collected 

from lottery activities. For example, in 2008, the revenues collected from lottery 

activities in Quang Nam were VND 26 billion, accounting for only 7.3 percent of its 

recurrent expenditure for education and health. In contrast, in the same year, the 

revenues collected from lottery activity in Ba Ria Vung Tau were VND 404 billion, 

accounting for 138 percent of its recurrent expenditure for education and health

28

. 

Therefore, Quang Nam requested to be assigned other supplemental sources of 

revenue to compensate for its low revenues from lottery activities. 

Fourthly, some poor provinces such as Bac Kan suggested that if subsidies 

from the central budget to poor provinces are more than 70 percent of their budget 

expenditures, all sources of budget revenue in their administrative areas including 

sources of revenue currently collected totally by the central government should be 

collected and kept by poor provinces. This helps reduce expenses and the time delay 

of transfers from the central to provincial governments. In contrast, other poor 

provinces such as Lao Cai suggested that sources of revenue shared between the 

central and provincial governments such as VAT, CIT and excise tax on domestic 

goods and services should be concentrated in the central budget. Then, the central 

government will be able to redistribute its revenues to the poorer provinces. 

28

Source: the MOF 
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However, analysis shows that if all sources of revenue were to be collected 

by the poorer provinces, shortcomings may occur. In particular, if the VAT is 

collected by local governments, they may only focus on VAT collection rather than 

excise tax because of insignificant revenue collected from excise tax. For instance,

in 2008, the total VAT collected by Bac Kan was VND about 62 billion, accounting 

for 30 percent of its total budget revenue gathered, whereas the total excise tax 

gathered by the province was about VND 2.2 billion, accounting for only one 

percent of the total budget revenue collected in its administrative area

29

. In contrast, 

if all sources of budget revenue shared between the central and provincial 

governments were concentrated in the central budget and then distributed to the 

poorer provinces, the central government may be excessive and the previous “ask 

and give” mechanism may be re-occurred. 

6.3.1.2. Sharing rates of shared taxes between the central and provincial 

governments 

Some well-off provinces indicated that sharing rates of shared taxes between the 

central and provincial governments during the budget stability period is 

disadvantageous to them. Indeed, during the budget stability period 2007-2010, the 

sharing rates of shared taxes between the central government and Ho Chi Minh City, 

Hanoi, and Ba Ria Vung Tau were 26 percent, 31 percent, and 46 percent, 

respectively. Therefore, they suggested that the sharing rates should be increasingly 

adjusted. For example, Ba Ria Vung Tau proposed to increase its sharing rate to 55 

29

Author’s calculation based on the VAT and excise tax collected by Bac Kan in 2008 

(Source: the MOF).
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percent as changes of the government policies impacted negatively on its sources of 

budget revenue. For example, in 2010, the changes of the trading mechanism in gas 

from the Cuu Long project led to a decrease of nearly VND 411 billion in terms of 

revenue collection for Ba Ria Vung Tau.  Similarly, during the period 2007-2010, 

the sharing rate of shared taxes between Can Tho and the central government was 96 

percent. However, during the budget stability period 2011-2015, its sharing rate was 

decreasingly adjusted to 72 percent. Therefore, Can Tho suggested that the sharing 

rate should be adjusted to at least 96 percent in order to secure sufficient resources 

for its socio-economic development. 

An emerging province such as Quang Ngai showed that the province 

received considerable transfers from the central government until 2010. After the 

Dung Quat Oil Refinery started operating in 2010, the budget revenue of Quang 

Ngai increased dramatically. For example, in 2010, budget revenue collected from 

the Dung Quat Oil Refinery accounted for 80 percent of the total budget revenue of 

Quang Ngai. Therefore, the sharing rate of shared taxes between Quang Ngai and the 

central budget was determined at 61 percent. However, Quang Ngai suggested that 

the sharing rate should be increased to meet its requirements of development 

investment because Quang Ngai is still a poor province in which its six out of 14 

districts

30

are extremely poor. 

The central officials did not agree with the proposals of wealthy provinces. 

The reason is that the central budget was under pressure and the national budget 

deficit occurred every year (as indicated in Section 6.1). In addition, the sharing 

30

According to Resolution 30a/2008/NQ-CP
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rates between the central and provincial governments are determined by a clearer 

formula (as indicated in Section 5.1.2 of Chapter 5). In the case of Quang Ngai, the 

central government would not approve the provincial request because six extremely 

poor districts of Quang Ngai have been supported by the central government as 

stipulated in Resolution 30a/2008/NQ-CP

31

. 

In summary, it is suggested that the sharing rates should be unchanged in 

order to secure adequate revenues for redistribution to poorer provinces. 

6.3.1.3. Budget revenue forecast

As instructed in the 2002 State Budget Law, budget forecasts of provinces are based 

on real budget revenues collected in a previous year, any changes in tax policies in a 

current year, and expected economic growth in the next year. However, poorer 

provinces including Lang Son suggested that the MOF should assess budget revenue 

forecasts of provinces more accurately, especially those of wealthy provinces. This 

is because during the budget stability period 2007-2010, budget revenues collected 

by some richer provinces were in reality much higher than their budget forecasts. 

For example, in 2008, the excess of revenues over budget estimates of Ho Chi Minh 

City was about VND 24,099 billion, accounting for 129 percent of its budget 

forecast. 

31

Resolution 30a/2008/NQ-CP supports the 62 poor districts of Vietnam 
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6.3.2. Budget over-collection reward mechanism

Wealthy provinces including Ho Chi Minh City indicated that reward rates for their 

excess of revenues over budget estimates from shared taxes were low and should be 

increased up to 100 percent. However, central officials did not agree with the 

provincial proposals. The reason was that rich provinces including Ho Chi Minh

City have been the economic and commercial centres of Vietnam and play a very 

important role in generating revenues for the whole country. Moreover, public 

investment by the central authorities in rich provinces was relatively significant. For 

example, public investment of the 10 richest cities/provinces

32

accounted for 

approximately 47 percent of the total public investment of the 61 provinces in 2004 

and 42 percent of the total public investment of the 61 provinces in 2008. The 

central officials suggested the following image “a family has several children but 

only a few of them prosper. In addition, their original prosperities resulted 

significantly from their parents’ investment. For that reason, the prosperous brothers 

cannot not keep 100 percent of their excess of revenues over budget estimates and 

let other brothers be hungry”. In contrast, poor provinces are not interested in the 

mechanism because their excess of revenues over budget estimates from shared

taxes was not significant. 

However, if the reward rates were increased, reward rates should be 

increased to 50 percent for provinces transferring their revenues to the central 

government in order to encourage further richer provinces in collecting shared taxes. 

Reward rates for Hanoi and Ho Chi Minh City should be unchanged at 100 percent 

32

Based on their GDP per capita and industrial level
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and 79 percent, respectively. The reason is that under the current regulation, the 

reward rates are fixed at 30 percent for all provinces (excluding Hanoi and Ho Chi 

Minh City), and this may reduce the motivation of richer provinces such as Binh 

Duong and Dong Nai in collecting their shared taxes. 

Concerning the use of excess of revenues over budget estimates, according to 

Conclusion 20/2008/KL-TW, about 50 percent of provincial excess of revenues over 

budget estimates must be used for salary reform. For example, in 2008, the excess of 

revenues over budget estimates of Quang Nam was VND 100 billion and the 

province was required to use VND 50 billion for salary reform. Therefore, poor 

provinces such as Quang Nam suggested that the central government should re-

regulate the use of excess of revenues over budget estimates for certain provinces. In 

particular, provinces which can balance their budget revenues and expenditures

should be required to use 50 percent of excess of revenues over budget estimates for 

their salary reform. Provinces receiving transfers from the central budget, for 

example below 50 percent in terms of transfer-expenditure ratios, should be 

requested to use 20 percent of excess of revenues over budget estimates for salary 

reform. Provinces receiving above 50 percent in terms of transfer-expenditure ratios 

should be allowed to use 100 percent of any annual excess of revenues over budget 

estimates for their development investment and the central government should 

provide them with 100 percent of resources for salary reform. 

The proposals of the provinces are acceptable because richer provinces can 

use 50 percent of their excess of revenues over budget estimates for salary reform to 

reduce budget pressure on the central government when new salary policies are 
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issued. In contrast, the excess of revenues over budget estimates of poor provinces 

should be prioritised for their development investment and the central government 

should secure resources for their salary reform.  

6.3.3. Budget expenditure arrangements

In general, there is a heavy demand on budget expenditure tasks of the majority of 

provinces compared with their own revenues. Evidence is that in 2008, 50 of 61

provinces still received subsidies from the central government to compensate for 

their expenditures (as indicated in Table 5.3 of Chapter 5). For that reason, 

provinces, especially poorer provinces suggested that expenditure assignments 

should be adjusted. 

Firstly, the budget allocation norm for recurrent expenditures based on 

population in the first year of each budget stability period does not really support 

provinces having a low population and large, remote, and mountainous areas. 

Indeed, although the budget distribution norm for recurrent expenditure per head in 

mountainous areas is higher than that of urban or lowland areas, total budget 

allocation for recurrent expenditure for provinces having a low population does not 

meet their requirements of recurrent expenditure. For example, in 2008, Bac Kan 

was located in mountainous and complicated terrain with a very small population of 

306 thousand, whereas it had very large area of 4,860 square kilometres

33

. In 

addition, its administrative apparatus and administrative costs were still relatively 

similar to those of provinces in urban or lowland areas. However, total budget 

33

Source: the GSO
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allocation for administration expenditures of provinces having less than 400 

thousand of population such as Bac Kan was approximately 68 percent compared 

with that of provinces having above 500 thousand of population and 33 percent in 

comparison with that of provinces having above one million population. 

Central officials in contrast indicated that provinces having a low population 

were already supported by the central budget. In particular, provinces having a 

population below 500 thousand were allocated a further nearly 10 percent

34

of their 

budget distribution norm based on population during the budget stability period 

2007-2010 and 12 percent

35

of their budget distribution norm based on population 

during the budget stability period 2011-2015. However, provinces having a low 

population argued that although the additional budget for recurrent expenditure of 

provinces was distributed to compensate for their low population, the budget

supplement were not really adequate. For example, in 2008, Kon Tum had a very 

small population of 401 thousand but very large mountainous area of about 9,700 

square kilometres

36

. However, in 2008, Kon Tum received a supplement of about 

VND seven billion, accounting for only 0.64 percent of its recurrent expenditure. 

The provincial officials of Kon Tum suggested that a higher budget allocation norm 

for provinces having a low population density should be considered. In addition, 

rates of budget supplement for provinces having a low population should be 

increased to 20 percent from the present 12 percent. 

34

-TTg

35

-TTg

36

Source: the GSO
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Regarding the use of recurrent expenditures, Decision 59/20 -TTg 

instructs “budget expenditure for education (excluding salary) is to be about 20 

percent of provincial total budget expenditure for education”. However, provincial 

officials argued that this percentage was low because in 2010, total budget 

expenditures for education per student were low, for example, about VND 4.1 

million (approximately USD 214) per student

37

. In addition, recurrent expenditures 

for education (excluding salary) such as books, furniture, and educational aids were 

heavy, especially in mountainous provinces. For example, poor provinces such as 

Kon Tum indicated that in 2010, 50 percent of the Kon Tum population were ethnic 

minorities and ethnic minority students lived sparsely in its mountainous areas. 

Therefore, budget expenditures for books, furniture, and educational aids did not 

completely meet requirements of education expenditures. They suggested that the 

percentage applied for education expenditures excluding salary should be 40 percent. 

Similarly, richer provinces including Hanoi and Ho Chi Minh City were also 

restricted by the regulation although the recurrent expenditure for education 

(excluding salary) of Hanoi and Ho Chi Minh City from their own resources could 

be higher than 20 percent of their total expenditure for education. 

From this analysis, it is recommended that a higher budget allocation norm 

for provinces having a low population density should be considered. Also, the rates 

of budget supplement for provinces having a low population should be increased to 

20 percent of the budget distribution norm based on population. In addition, the 

ratios of budget expenditure for education (excluding salary) of richer provinces to 

37

Author’s calculation based on data of the GSO and the MOF
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their total expenditure for education could be higher than 20 percent in order to 

utilise their available resources.  

Secondly, provinces are usually required to have corresponding capital when 

policies issued by the central government or special purpose transfers from the 

central to provincial governments are implemented. However, poorer provinces 

indicated that the requirement is impractical because they have no or not enough 

revenues to provide corresponding capital for implementing the policies. For that 

reason, the policies’ progress and efficiencies are impacted negatively. For example, 

according to -TTg, since 2008, a policy supporting houses for 

poor households has been deployed. As indicated in the policy, provinces are 

required to contribute at least 20 percent of the capital provided by the central 

government. After four years, about 350 thousand poor households, accounting for 

around 68 percent of total poor households were supported. Nevertheless, the 

policy’s progress was slowed because poor provinces, especially those in the Central 

Highlands faced difficulties in contributing the corresponding capital. 

In addition, Jiang and Zhao (2003) found that if special purpose grants 

required corresponding capital from local governments, local governments either 

had to raise the corresponding capital by increasing the tax burden on their local 

people or tried to divert the grants to other purposes. However, Bird, Litvack and 

Rao (1995) argued that the capital or specific purpose transfers provided by the 

central government were more effective when local governments were required to 

make corresponding contributions. 
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From the above analysis, a possible solution is that in determining 

corresponding capital for provinces, the central government contributions should be 

based on the budget capacity of provinces. This solution may encourage richer 

provinces to contribute more corresponding capital to their projects’ implementation 

and reduce budget pressure of the central government. On the other hand, projects’ 

progress in poorer provinces may not be adversely affected due to the shortage of the 

provincial corresponding capital.

Thirdly, some budget expenditure assignments between the central and 

provincial governments are not clear and are too broad (Martinez-Vazquez, 2004). 

Indeed, Clause 31 and Clause 33 of the 2002 State Budget Law used unclear general 

words to describe the expenditure responsibilities of the central and provincial 

governments. For instance, Clause 31 instructs “investment in non productive-

activities in education and health-care managed by the central government” or 

Clause 33 indicates “spending on non-productive activities in education and health-

care managed by local governments”. The vague expenditure assignments have 

resulted in weak accountability and risk (Wescott, Nguyen-Huu-Hieu, and Vu-

Quynh-Huong, 2009).

In addition, provincial officials of Quang Ngai and Phu Tho showed that 

when new policies are issued by the central government, provinces are generally 

requested to allocate revenues for these policies based on the 2002 State Budget 

Law. For example, provinces are generally required to support security and the 

military, but often the budget allocation for those tasks was not included in 

provincial budget estimates. Poor provinces indicated that the requirements are too 
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general and not feasible because they have no revenue to support those tasks. 

Therefore, it is suggested that precise responsibilities should be assigned between 

the central and provincial governments to improve clarity in their expenditure 

obligations. In the case where budget expenditure responsibilities need to be shared 

between the central and provincial governments, the responsibilities should be clear 

and feasible. 

Fourthly, poor provinces including Phu Tho indicated that social security 

policies, for example for healthcare assistance and education assistance, should be 

decentralised to them in order to implement these policies on schedule. In 2010, 

expenses for implementing health insurance and ethnic minority assistance were 

allocated by the central government and the policies’ progress was slowed. The 

reason was that the central government only calculated part of expenses of these 

policies in the provincial budget balance and the provinces had to wait for the 

balance. 

Fifthly, some poor provinces including Bac Kan suggested that their budget 

expenditure tasks should not be divided into investment expenditure and recurrent 

expenditure because they wanted to have autonomy in allocating their resources for 

their socio-economic development. They argued that the central government only 

needs to oversee provincial investment output and efficiencies. For example, how 

many schools or kilometres of road planned by the state budget were built after each 

period? However, provinces may allocate their resources mainly for priority targets 

or recurrent expenditures if the inspection of the central government is not 
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effectively implemented. In addition, measures of recurrent expenditure and capital 

expenditure are generally different (Schroeder and Smoke, 2001). 

6.3.4. Budget stability period 

Wealthy provinces including Hanoi suggested that the budget stability period should 

be five years because a five year budget stability period coincides with the five year 

socio-economic development plan

38

. The actual evidence was that Hanoi faced a lot 

of difficulties in setting up both the 2001-2005 and the 2006-2010 five year socio-

economic development plans. This is because the three year budget stability period 

2004-2006 and the four year budget stability period 2007-2010 did not match its five 

year socio-economic development plans. The reason is that Hanoi did not know its 

budget plans for the remaining years of the five year socio-economic development 

plans. 

Furthermore, wealthy provinces may receive more benefits from their higher 

excess of revenues over budget estimates in the last years of each budget stability

period through the budget over-collection reward mechanism. For example, in 2008, 

according to the budget forecast of Ho Chi Minh City, revenues collected 100 

percent by the City were about VND 5,400 billion, whereas the actual revenues 

collected 100 percent by the City were around VND 12,000 billion. 

In contrast, poor provinces including Bac Kan, Lang Son, Phu Tho, Thanh 

Hoa, and Kon Tum suggested that the budget stability period should be two or three 

38

In Vietnam, a socio-economic development plan, called medium term plan, determined at 

all levels of government is five year 
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years. The reason was that during the budget stability period, balancing transfers 

from the central to provincial governments are unchanged; therefore, the balancing 

transfers did not meet their increasing requirements of budget expenditure tasks and 

annual inflation. For example, during the budget stability period 2007-2010, the 

budget revenue of Phu Tho increased about 20 percent, from VND 800 billion in 

2007 to VND 1,300 billion in 2010, whereas its growth rate of budget expenditure 

was 23 percent, from VND 3,400 billion in 2007 to VND 4,160 billion in 2010. 

However, during the period 2007-2010, total balancing transfers from the central 

budget distributed to the province was unchanged, at VND 945 billion per year. 

Therefore, Phu Tho faced difficulties in the last years of the budget stability period 

due to the gap between revenue collection and budget expenditure as well as high 

inflation in 2008

39

. 

However, other poor provinces such as Quang Nam, Quang Ngai, and Bac 

Kan supported five year budget stability periods if the inflation factor is added 

annually into balancing transfers. According to Lang Son and Phu Tho, if the budget 

stability period was to be five years, budget estimates should be reviewed after two 

or three years. Based on the results of budget estimates, additional transfers to poor 

provinces should be allocated to compensate for inflation’s negative effects. 

Responding to the provincial proposals, central officials indicated that 

Decision 59/ -TTg overcomes the shortcomings of the budget stability

period. In particular, during the budget stability period 2011-2015, the central 

government will subsidise poorer provinces each year to lessen their budget 

39

In 2008, the inflation was about 23 percent (Source: the GSO)
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difficulties. However, poorer provinces such as Kon Tum argued that the stipulation 

is not realistic because partial subsidy for poorer provinces cannot help them 

overcome their budget obstacles. They suggested that the central government should 

increase balancing transfers to poorer provinces to make sure that their growth rate 

of budget expenditures in the next year are not lower than the growth rate of the 

national average expenditure. 

Besides, Clause 4 of the 2002 State Budget Law instructs “after each budget 

stability period, subsidies from the central government to poorer provinces are to be 

decreased, whereas wealthy provinces have to transfer more shared revenues to the 

central budget”. Therefore, wealthy provinces including Dong Nai argued that this 

stipulation is not practical because transfers from the rich provinces to the central 

budget should be flexible based on their socio-economic development in each 

period. However, the stipulation could be considered a method for restricting the 

over-reliance of some provinces on the central government. 

Based on the above analysis, it can be suggested that the budget stability

period should be five years as it is suitable for socio-economic development plan. 

However, the inflation factor should be taken into account when annual balancing 

transfers are made to provincial governments. In addition, the central government 

should adjust balancing transfers for poorer provinces to make sure that their growth 

rate of budget expenditures in the next year are not lower than the growth rate of the 

national average budget expenditures. 
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6.3.5. Transfers from the central to provincial governments

Regarding balancing transfers, poorer provinces including Bac Giang suggested that 

the inflation factor should be considered each year when transfers are distributed. 

Indeed, during the budget stability period 2007-2010, there were no supplementary 

subsidies added into balancing transfers although inflation was high, namely 8.3 

percent in 2007, 23.1 percent in 2008, and 11.8 percent in 2010

40

. Therefore, it 

would seem that inflation should be taken into account when balancing transfers are 

distributed to provinces. 

Concerning targeted transfers, poor provinces suggested that the transfers 

should be distributed to allow them to implement projects on schedule. For example, 

according to Decision 167/2008/Q -TTg, each poor household in rural or 

mountainous areas was supported VND six million or VND seven million by the 

central government to build houses. In addition, each poor household was prioritised 

to borrow VND eight million from the Vietnam Bank for Social Policies (VBSP) to 

supplement the building of houses. However, in 2010, although poor households of 

Bac Giang had already borrowed money from the VBSP, a majority of them were 

unable to receive support from the central government. In contrast, in 2010, although 

poor households in Kon Tum had already received support from the central 

government, a majority of them were not able to borrow money from the VBSP. It 

seems that poorer households were often unable to access funds from the central 

government and the VBSP on schedule. 

40

Source: the IMF and the GSO
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Provinces having certain conditions suggested that they receive more 

transfers from the central government. 

Firstly, provinces having borders with other countries such as Dien Bien 

requested the central government to transfer more subsidies to them. The reason was 

that the local authorities of these provinces not only have the responsibility to ensure 

national security and defence in border areas but also to promote foreign affairs. 

Dien Bien is a poor and mountainous province with difficult terrain, located in the 

North West region. The north west of Dien Bien borders on China, while its south 

west borders on Laos. Provincial officials of Dien Bien argued that although the 

transfers from the central government to Dien Bien accounted for approximately 75 

percent of its budget expenditure in 2008, the transfers did not meet its requirements 

of expenditure tasks when national security and defence expenditure were taken into 

account. Therefore, Dien Bien requested to receive more subsidises to meet its 

expenditure requirements, especially security, defence, and foreign affairs. 

Secondly, provinces having many islands also requested additional resources. 

For example, Kien Giang has more than 100 islands and a majority of those islands 

are inhabited. In 2011, people living in those islands still had to use electricity 

generators instead of the National Grid. In 2011, the average expense per electricity 

kilowatt produced by generators was VND 7,500 but the actual electricity price paid 

by inhabitants was VND 1,200. Therefore, the province had to subsidise the gap 

between the electricity produced and the price paid by inhabitants. For that reason, 

the province requested a supplement of about VND 35 billion each year for that 

expenditure task.
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Thirdly, some provinces required more transfers from the central government 

for their radiobroadcasting and television programs. This is because the budget for 

radiobroadcasting and television based on population was limited to about VND 

seven billion per one million populations, whereas some provinces broadcasted in 

both “Kinh” language

41

and ethnic minority languages. 

Although the proposals of provinces for additional subsidies are derived from 

their difficulties in budget expenditures, the central government should not transfer 

more subsidies to provinces having border lines, islands, or ethnic minorities. The 

reason was that budget allocation for such provinces have been based on their 

specific characteristics. Indeed, according to Decision 139/2003/Q -TTg, during the 

period 2004-2006, provinces having specific characteristics including islands, border 

lines, and radiobroadcasting and television programs in ethnic minority languages 

were additionally subsidised by the central government. During the period 2007-

2010, provinces having districts and communes located in border areas, island 

districts, and island communes were supplemented about VND 200 million per 

commune and VND one billion per district for their defense expenditures or VND 

150 million per commune and VND 400 million per district for their security tasks. 

Provinces having borders with other countries were additionally allocated about 

VND 200 million per commune per year to promote foreign affairs (Decision 

151/2006/Q - -TTg, subsidies from the 

central government for communes having borders with two countries are 1.1 times 

those of communes located in border areas to meet the former’s requirements of 

defense, security, and foreign affairs. Similarly, during the period 2007-2015, 

41

“Kinh” language is the national language of Vietnam
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subsidies per capita for radiobroadcasting and television programs in mountainous 

areas are now approximately 1.9 times those in rural areas.

Concerning requests for additional transfers from the central government due 

to changes of the central government’s policies, poor provinces suggested that the 

central government should supplement by at least 50 percent any budget loss of 

revenue due to the changes. In the period 2008-2009, the central government in 

order to prevent economic recession granted tax exemption and tax relief for 

companies. This led to decrease in sources of revenue of provinces. For example, in 

2009, budget revenue actually collected by Lam Dong declined about VND 419 

billion, accounting for approximately 19 percent of the total budget revenue forecast. 

However, the central government supplemented only 25 percent of the provincial 

budget loss of revenue. 

6.3.6. Borrowing of provincial governments

There were major issues in borrowing by provincial governments, as follows: 

Firstly, wealthy provinces including Hanoi and Ho Chi Minh City indicated 

that the proportion of outstanding debts as stipulated in Item 3, Clause 8 of the 2002 

State Budget Law was inflexible. The reason was that rich provinces could not 

mobilise sufficient investment for their huge infrastructure projects because the 

proportion of outstanding debts must not exceed 100 percent of their annual capital 

construction investment. For instance, the Underground project of Hanoi was started 

in 2010 and will be opened for public use in 2015. The total investment for the 

project is nearly VND 18 thousand billion (approximately USD 0.9 billion) and 
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Hanoi needs to issue investment bonds for the project. Therefore, the stipulation may 

be violated if the bonds are issued or the project may be delayed if investment 

mobilised does not meet its requirements. 

Similar to Hanoi and Ho Chi Minh City but stronger, one of richer provinces 

Dong Nai argued that the proportion of outstanding debts is impractical. The 

province argued that wealthier provinces need to mobilise more domestic capital to 

meet their requirements of development investment but they are not permitted to do 

so due to the borrowing condition. In contrast, poorer provinces tend not to take full 

advantage of the borrowing condition because they are afraid of not clearing their 

loans on time. 

A notable point is that poorer provinces have different opinions regarding the 

proportion of outstanding debts. Indeed, some poorer provinces such as Phu Tho and 

Cao Bang criticised the proportion of outstanding debts. The reason was that they 

were not able to mobilise more investment for their requirements of infrastructure 

projects because the proportion of outstanding debts must not exceed 30 percent of 

their annual capital construction investment. In contrast, some poor provinces such 

as Quang Ngai argued that the current percentage of outstanding debts is suitable 

because poor provinces need to ensure their solvency, whereas a poor province such 

as Quang Nam gave no opinions about the proportion of outstanding debts due to its 

low demand of borrowing. 

Provinces argued that the time-frame for clearing the debts (as stipulated in 

Circular 49/2005/TT-BTC) is too short. Indeed, poor provinces such as Thanh Hoa 

and Bac Giang argued that a short time-frame for clearing debts was one of obstacles 
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when they advanced capital received from the national Treasury. For example, in 

2009, Bac Giang faced difficulty in clearing debts when the province advanced VND 

50 billion from the national Treasury for building its industrial zones. Therefore, 

they suggested that the time frame for clearing debts should be longer. 

Further, provincial officials indicated that procedures for advancing 

investment from the national Treasury are strict and complicated. In particular, in 

order to advance capital from the national Treasury, provinces must have feasible 

projects approved by their People’s Councils before submitting their borrowing 

proposals to the MOF. Their borrowing plans must be clarified, as follows: a list of 

borrowing projects, borrowing progress, progress of clearing debts, total outstanding 

debts already mobilised, and arrangements for the correct and effective use of 

investment to be mobilised. As a result, poor provinces tend to wait for transfers 

from the central government. 

In responding to proposals of provinces for adjusting borrowing conditions, 

central officials argued that if the proportion of outstanding debts and the time-frame 

are increasingly adjusted, which financial resources will provinces, especially poor 

provinces mobilise? How can they clear their debts? The central officials indicated 

that current provincial governments may overspend and shift the repayment of debts 

to future governments and taxpayers. 

From the above analysis, it is suggested that the central government should 

re-consider the proportion of outstanding debts for certain provinces. In particular, 

the central government should base its decision on the capacity of provinces to clear 

debts. However, supervision requirements of investment efficiency and progress of 
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loan repayments of provincial governments need to be strengthened. Loan 

repayment of local governments has been problematic in some other countries. For 

instance, some local governments in Indonesia did not repay their loans and their 

central government was unable to force them to repay their loans on time due to the 

weak administration of collections (Lewis, 2003). 

The time-frame for clearing debts should be unchanged. According to Clause 

-CP, the national Treasury is mainly responsible for 

paying budget expenditures and provinces are only allowed to advance unused 

investment from the national Treasury. Therefore, the time-frame for unused 

investment repayment is satisfactory. 

Secondly, poorer provinces such as Bac Giang argued that it is very difficult 

for them to issue investment bonds because local government organisations are not 

allowed to use sources of budget revenue to buy the bonds. In addition, their private 

sectors are small and poverty rates of poor provinces are still high. Therefore, private 

enterprises and poor people are not interested in buying investment bonds issued by 

poor provinces. For example, in 2008, contributions of the private sector to the GDP 

of Bac Giang were VND 97 billion, accounting for only 0.78 percent of its GDP. In 

-

provinces had more than 50 percent of poor and close to poor households. In the

same year, eight provinces had from 40 percent to 50 percent of poor and close to 

poor households. A possible solution is that the central government should issue 

bonds and distribute them for important projects in poor provinces. 
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Thirdly, both central and provincial officials showed that during the period 

1997-2005, a majority of development investment funds focused on indirect 

investment rather than direct investment. These funds tended to be lent directly to 

investors rather than cooperating with them in infrastructure projects and this limited 

the capability of attracting investors to participate in their projects. For example, in 

2004, only four out of 13 funds of provinces such as Ho Chi Minh City, Dong Nai, 

Binh Duong, and Khanh Hoa implemented direct investment for projects. In 

addition, the stipulations of development investment funds were fragmented and the 

capability of mobilising capital for poor provinces was still limited. As a result, scale 

and scope of the funds were narrowed and effective investment activities of the 

funds were still not promoted. 

After the stipulations of the development investment fund were officially 

institutionalised in Dec -CP, only the funds of rich provinces such 

as Ho Chi Minh City, Dong Nai, Binh Duong, Hanoi, and Tien Giang have operated 

effectively. In addition, a majority of funds still focus on indirect investment rather 

than direct investment. For instance, only eight funds of wealthy provinces have 

invested directly in projects. The reason was that the funds of rich provinces faced 

difficulties in seeking feasible projects in which to invest or lend their capital. For 

example, Hanoi argued that “wealthy provinces do not face difficulties in mobilising 

sources of unused capital from their budgets or in mobilising entrusted capital; 

however, they faced difficulties in seeking feasible projects. Therefore, their 

mobilised capital was sometimes not timely or used inefficiently”. In contrast, poor 

provinces faced difficulties in mobilising capital although they were encouraged to 

issue bonds for the funds. 
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Fourthly, poorer provinces such as Thanh Hoa argued that their land 

development funds were still small compared with those of richer provinces. The 

reason was that natural resources, including sources of land of poor provinces, are 

usually rented or auctioned at lower prices because poor provinces do not have 

enough funds to clear the ground or create clean land funds. For instance, in 2010, 

although the population of Thanh Hoa was about 3.4 million, accounting for half of 

that of Hanoi and Thanh Hoa’s areas were around 11 thousand square kilometres, 

accounting for 3.3 times of that of Hanoi, the capital per head of Hanoi’s land 

development fund was about four times compared with that of Thanh Hoa. This

illustrates that the funds of poorer provinces have contributed insignificantly to their 

development investment.

In addition, poor provinces including Phu Tho indicated that the use of land 

development funds for development investment is not realistic. In particular, the 

fund has been currently used, as follows: 10 percent of the fund is used for issuing 

land-rights certificates, 30 percent of the fund is used for clearing the ground to 

attract more potential enterprises, 30 percent of the fund is used for development 

investment, and 30 percent is used for new countryside development. Therefore, 

poor provinces argued that the 30 percent of the fund used for development 

investment as well as for clearing the ground are low because sources of revenue 

actually collected for the land development fund are not really significant. For 

example, in 2010, total revenue collected from the source of the land of Phu Tho was 

VND 200 billion. According to Decree 69/2009/N -CP, the total money extracted 

for its land development fund was VND 60 billion, accounting for about 1.4 percent 
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of its budget expenditure in 2010. However, total money used for development 

investment and for clearing the ground was only VND 18 billion, respectively. 

From the above analyses, it is recommended that poorer provinces should be 

allowed to advance capital from their financial reserve funds for clearing ground and 

creating clean land funds. This is because clean land funds may be rented or 

auctioned at higher prices, and will generate more resources for the land 

development funds. In addition, the clean land funds may attract more potential 

investors to invest their capital in the provinces. The capital advanced from poorer 

provincial financial reserve funds will be repaid by sources of revenue through the 

clean land funds rented or auctioned or by sources of budget revenue from new 

investment projects. 

6.4. CHAPTER SUMMARY

This chapter examines significant issues which arise in implementing the budgetary 

arrangements between the central and provincial governments. In particular, the 

analysis suggests that the central government faces on-going difficulties in securing 

adequate resources for redistribution to poorer provinces. Although both central and 

richer-provincial officials were willing to help poorer provinces through the budget 

redistribution mechanism, the limited size of the central budget and the relatively 

small number of provinces which could be regarded as sufficiently rich to be able to 

afford making contributions to the central budget are two key constraints impacting 

negatively on the current budget redistribution mechanism in favour of poorer 
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provinces. The findings also indicate a possible over-reliance of some provinces on 

transfers from the central government. 

In addition, the chapter analyses in detail some suggestions made by the 

officials interviewed with regard to particular aspects of central-provincial 

government budgetary arrangements. Throughout the analysis, recommendations for 

addressing the relevant issues are also included where appropriate. For example, the 

revenue capacity of poorer provinces should be strengthened through improving 

their business environment to attract more investment. Provinces having a low 

population and difficult terrain should be further supported by the central authorities. 

In addition, the budget stability period should be five years but the inflation factor 

should be taken into account when balancing transfers are transferred to provinces. 

Timely targeted transfers should be distributed for provinces, especially poorer 

provinces in order to allow them to implement their projects on schedule. Further, in 

determining the proportion of outstanding debts for certain provinces, the central 

government should base its decision on the capacity of provinces to clear debts. 

However, supervision requirements of investment efficiency and progress of loan 

repayments of provincial governments need to be strengthened.



216

CHAPTER 7

CONCLUSION

This chapter starts with an overview of the study’s main contributions to the 

literature. It then presents a summary of key findings regarding the three main 

research sub-topics: (1) the trends and patterns of provincial output disparity in 

Vietnam, (2) the government responses to provincial economic disparities through 

central-provincial government financial relations, and (3) the main issues that have 

arisen in implementing the government financial relations to address the disparities. 

The chapter then concludes with a discussion of some limitations of the study and 

possible directions for future research.

The chapter is organised as follows. Section 7.1 presents an overview of the 

main contributions of the study. The key findings of the study and their policy 

implications are summarised and discussed in Section 7.2. Section 7.3 discusses the 

limitations of the study and recommendations for future research. 

7.1. MAIN CONTRIBUTIONS

This study contributes to knowledge in at least two respects.

Firstly, the study uses and interprets recent data and, more importantly, 

synthesises findings from several analytical approaches into a set of consistent 

interpretations in order to gain a better understanding of the output dynamics at the 
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provincial level in Vietnam during the period 1990-2008. Of particular interest is the 

reconciliation of results from applying recent time series techniques, including those 

proposed by Phillips and Sul (2007, 2009), with findings obtained through simpler 

but useful methods such as conventional measures of dispersion, and the use of 

geographical information and local history with regard to specific locations as a 

supplement to economic and financial data. 

Secondly, the study has made contributions toward gaining a better 

understanding of the Vietnamese government’s responses to regional economic 

disparities through changes in the central-provincial government financial relations, 

and of the many (often quite complex) issues which have arisen in implementing 

these financial relations decisions. Where appropriate, recommendations for 

addressing the relevant issues have also been made.  

7.2. MAIN FINDINGS AND POLICY IMPLICATIONS 

The trends and patterns of provincial output disparity in Vietnam (Chapter 4)

Complementary analytical methods applied in this study helped to gain useful 

insights into various aspects of provincial output disparities in Vietnam during the 

period 1990-2008. In particular, the results of applying the Phillips and Sul’s method 

(2007, 2009) indicated that GDP per capita of provinces tended to diverge over the 

period taken as a whole. Similarly, during the study period, the results of using the 

pair-wise approach of Pesaran (2007) showed clear evidence of no overall 

convergence of GDP per capita across provinces. However, using conventional 
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measures of sigma-convergence, it was found that there was a clear break in the 

divergence trend around 2004, when it actually reversed itself.

Applying the time-varying individual common factor model developed by 

Phillips and Sul (2007, 2009) the results showed that most of the provinces could be 

grouped into seven convergence clubs. Within each of these clubs, the members 

tended to converge, but the club averages tended to diverge from one another. 

Focusing on the time path of each province’s output level relative to that of a 

reference economy, for example Ho Chi Minh City, and allowing for possible 

structural breaks, the results indicated that during the sub-period 1990-1997, almost 

all provinces diverged from Ho Chi Minh City (that is, fell further below it), but in 

the latest sub-period (2005-2008) an overwhelming majority of them converged 

upward toward it. The exceptions included a number of the poorest provincial 

performers, which tended to be located in geographically and economically isolated 

regions of the country. 

The turn-around which occurred in 2004, from a divergence trend to a 

convergence trend, appears to have been facilitated by significant movements toward 

a more even distribution of FDI across provinces, and by major public investment 

programs which targeted the infrastructure in poorer provinces, and which were 

supported by substantial transfers from the central government to poorer provinces.

The findings also indicated that the strongest performing provinces were 

those (like Binh Duong, Dong Nai, and Tay Ninh) which had strong economic ties 

with the country’s commercial capital (Ho Chi Minh City) or (in the case of Vinh 

Phuc) with the administrative capital (Hanoi). In addition, the analysis highlighted
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the strength and importance of Quang Ninh, Hai Phong, Da Nang, and Bac Lieu as 

regional or local economic centres, as well as the benefits of proximity to such 

centres. This confirms the fostering role and positive spill-over of the economic 

centres towards their surrounding provinces. Therefore, it is worth promoting further 

positive impacts of the existing economic centres on their adjacent provinces.

Although provincial output disparities in Vietnam decreased significantly 

after 2004 and a majority of provinces tended to catch up with Ho Chi Minh City, 

poorer provinces located in remote, mountainous areas or not well connected to 

strong economic hubs still lagged behind. For example, poor provinces tend to be 

located in remote, mountainous areas (such as Lai Chau - Dien Bien, Bac Kan, and 

Yen Bai) or are not well connected to strong economic hubs (such as Son La, Hoa 

Binh, Ha Giang, Bac Giang, Quang Binh, Quang Tri, and Ninh Thuan). Their 

disadvantageous locations resulted in some of the weakest growth performances 

among the provinces considered. Further, five of these ten provinces (Lai Chau -

Dien Bien, Ha Giang, Bac Kan, Bac Giang, and Ninh Thuan) failed to converge 

toward Ho Chi Minh City even in the latest sub-period (2005-2008) when almost all 

other provinces (located throughout the country) did so. Therefore, the government 

should pay more attention to these poorest provinces in order to safeguard their 

socio-economic development. 

The government’s responses to provincial economic disparities through central-

provincial government financial relations (Chapter 5)

The study analysed major changes in the main features of central-provincial 

government financial arrangements, especially changes in the transfer mechanism 
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from the central to provincial governments after the 2002 State Budget Law was put 

into effect in 2004. For example, the transfer mechanism from the central to 

provincial governments is now based on clearer norms and more importantly, the 

norms have been much more systematic and favourable to poorer provinces. The 

findings showed that after 2004 transfers from the central to provincial governments 

conformed much more closely to objective, pre-determined criteria than before. 

Econometric estimations confirmed that in the post-2004 sub-period, poorer 

provinces obtained more-than-proportionate assistance from the central government, 

and that the favourable treatment was statistically significant. Responses from 

interviews and statistical data suggested that after 2004, transfers from the central to 

provincial governments played a much more important role in reducing poverty and 

provincial output disparities. Furthermore, as of 2008, the transfers were still a main 

source contributing considerable additional resources to the budget expenditures of 

poorer provinces. 

The key issues which have arisen in implementing the central-provincial 

government financial relations to address the disparities (Chapter 6)

The analysis of main issues in implementing the budgetary arrangements between 

the central and provincial governments suggested that the central government faces 

on-going difficulties in securing adequate resources for redistribution to poorer 

provinces. Although both central and richer-provincial officials were willing to help 

poorer provinces through the budget redistribution mechanism, the limit on the size 

of the central budget and the relatively small number of provinces which could be 

regarded as sufficiently rich to be able to afford making contributions to the central 
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budget are two key constraints impacting negatively on the current budget 

redistribution mechanism in favour of poorer provinces. The findings also indicated

a possible over-reliance of some provinces on transfers from the central government. 

In addition, the study analysed in detail some suggestions made by the 

officials interviewed with regard to particular aspects of central-provincial 

government budgetary arrangements. Throughout the analysis, recommendations for 

addressing the relevant issues are included where appropriate. For example, the 

revenue capacity of poorer provinces should be strengthened through improving 

their business environment to attract more investment. Provinces having a low 

population and difficult terrain should be further supported by the central authorities. 

In addition, the budget stability period should be five years but the annual inflation 

factor should be taken into account when balancing transfers are transferred to 

provinces. Timely targeted transfers should be distributed to provinces, especially 

poorer provinces in order to allow them to deploy their projects on schedule. Further, 

in determining the proportion of outstanding debts for certain provinces, the central 

government should base its decision on the capacity of provinces to clear debts. At 

the same time, the supervision requirements of investment efficiency and progress of 

loan repayments of provincial governments need to be strengthened.

7.3. LIMITATIONS OF THE STUDY AND FUTURE RESEARCH

DIRECTIONS

Similar to other empirical research, this study also has limitations that motivate 

considerations for further studies.
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Firstly, although stationarity tests (such as the KPSS test) were used to check 

whether the data series are stationary (chapter 4), the short time period of the data 

and the presence of structural breaks may have limited their usefulness in this 

particular instance. Further, the turn-around which occurred in 2004, from a 

divergence trend to a convergence trend, appears to have been experienced for a 

short period 2005-2008. Therefore, future research is needed to examine whether 

that recent convergence trend continues into the medium and longer term. 

Secondly, due to data constraints, sectoral and special-interest properties of 

provinces such as industrial composition, labour force characteristics, and 

demographic characteristics associated with provinces in each convergent club have 

not been examined. This work remains for future research to investigate. 

Thirdly, although this study has examined trends in the revenues collected 

solely by provincial governments and trends in revenues collected by provincial 

governments but shared with the central government, time constraints have not 

permitted an in-depth examination of inter-provincial variations in the central 

government’s share in the latter revenues. The author intends to pursue this line of 

enquiry after the submission of the present study.

Fourthly, although the government responses to provincial economic 

disparities in Vietnam through central-provincial government financial relations 

were analysed, financial relations between provincial governments and lower levels 

of government have not been explored. In addition, the government responses 

through particular policies such as the Nationally Targeted Programme on Hunger 

Eradication and Poverty Reduction, the Programme for Socio-Economic 
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Development in Extremely Difficult Communes in Ethnic Minority and 

Mountainous Areas, namely P135, and the strategies of Focal Economic Zones have 

not been analysed to any depth in the study. For that reason, it remains of interest for 

researchers to analyse financial relations between provincial governments and lower 

levels of government, as well as the impacts of the above specific policies/strategies 

on poverty reduction and provincial output disparities in Vietnam.
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APPENDICES

APPENDIX A

Overview of Vietnam’s Geography and Administrative Boundaries

Lying on the eastern part of the Indochinese peninsula, Vietnam is a strip of land 

shaped like the letter “S”, with an area of approximately 331,000 km

2 

and a 

population of nearly 87.8 million

42

. The country borders China to the north, Laos 

and Cambodia to the west, the East Sea to the east and the Pacific Ocean to the east 

and south. The country’s total length from north to south is about 1,650 kilometres 

with a coastline of around 3,260 kilometres and an inland border of roughly 4,510 

kilometres. The administrative map of Vietnam is divided into 64 provinces (for 

details, please see Map A1). These provinces are grouped into eight regions, namely 

the North West region, the North East, the Red River Delta, the North Central Coast, 

the South Central Coast, the Central Highlands, the South East, and the Mekong 

River Delta region (for details, please see Map A2).

42

Source: the GSO (2011)
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Map A1: The provincial map of Vietnam

Source: the GSO
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Map A2: The regional map of Vietnam

Source: the GSO
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APPENDIX B

Ethical clearance certificate

HUMAN RESEARCH ETHICS COMMITTEE

ETHICAL CLEARANCE CERTIFICATE

This certificate generated on 10-02-2010.

This certificate confirms that protocol 'PROVINCIAL OUTPUT DISPARITIES 

AND GOVERNMENT RESPONSES: VIETNAM, 1990-2008' (GU Protocol 

Number AFE/14/09/HREC) has ethical clearance from the Griffith University 

Human Research Ethics Committee (HREC) and has been issued with authorisation 

to be commenced.

The ethical clearance for this protocol runs from 10-02-2010 to 20-08-2011.

The named members of the research team for this protocol are:

Professor Tom Nguyen

PhD Candidate Xuan-Binh Vu

The research team has been sent correspondence that lists the standard conditions of 

ethical clearance that apply to Griffith University protocols.

The HREC is established in accordance with the National Statement on Ethical 

Conduct on Research Involving Humans. The operation of this Committee is 

outlined in the HREC Standard Operating Procedure, which is available from 

www.gu.edu.au/or/ethics.

Please do not hesitate to contact me if you have any further queries about this matter.

Dr Gary Allen

Manager, Research Ethics

Office for Research

G39 room 3.55 Gold Coast Campus

Griffith University

Phone: 3735 5585

Facsimile: 07 5552 9058

Email: g.allen@griffith.edu.au
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APPENDIX C

“Provincial Output Disparities and Government Responses: Vietnam, 1990-2008”

INFORMATION SHEET

Chief Investigator

Professor Tom Nguyen

Griffith Business School

Telephone: +61 7 3735 7617

Email: t.nguyen@griffith.edu.au

Student Investigator

Xuan-Binh Vu (PhD Candidate)

Griffith Business School

Telephone: +61 (0) 4 2206 5851

Email: b.vu@griffith.edu.au

Why is the research being conducted?

These interviews will be conducted as instruments to collect additional data and 

information for a PhD project regarding the role of transfers from the central to 

provincial governments in helping to reduce poverty and provincial output 

disparities in Vietnam. Also, these interviews will be conducted to examine issues 

arising in implementing central-provincial government financial relations to address 

provincial output disparities. 

What you will be asked to do?

You will be asked a number of questions about the role of transfers from the central 

to provincial governments in helping to reduce poverty and provincial output 
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disparities in Vietnam and issues in implementing central-provincial government 

financial relations to address provincial output disparities. You will also be asked to 

provide advice regarding the availability of official reports and other relevant 

documents that can be obtained by members of the public. If you agree, the 

interview will be recorded and the transcript of the recording will be used as a basis 

for analysis. You may be requested to grant permission for a follow-up interview to 

clarify issues raised in the first interview.

The basis by which participants will be selected or screened

A sample of approximately four central officials and 15 provincial officials will be 

selected from key government Ministries and provinces according to their roles (for 

central officials) and locality (for provincial officials). Potential participants will be 

identified through recommendations by knowledgeable associates of the researchers, 

on the basis of their experience with implementing government policies in this area. 

The expected benefits of the research

The objective of these interviews is to help provide a better understanding of the role 

of transfers from the central to provincial governments in helping to reduce poverty 

and provincial output disparities and issues in implementing central-provincial 

government financial relations to address provincial output disparities in Vietnam. 

The outcomes of this study will help build a solid foundation for the analysis, 

formation and evaluation of future policies. It is hoped that the research will 

contribute toward reducing provincial output disparities across provinces in the 

future. 
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Risks to you

It is unlikely that you will suffer any adverse effects as a result of your participation in 

this research project.

Your confidentiality 

Please be assured that all information collected will be strictly confidential. No 

personal identity will be revealed as only aggregate, general results will be 

presented, and comments will be attributed anonymously, for example “Central 

Official named as C” or “Provincial Official named as P”. 

Your participation is voluntary

While the success of this study will depend considerably on your response, your 

participation is completely voluntary. You may withdraw from this research project 

at any time and there will be no penalty imposed on you in any way.

Questions/further information

For any queries related to the interviews, please do not hesitate to contact the 

researchers using the details at the start of this document.

The ethical conduct of this research

Griffith University conducts research in accordance with the National Statement on 

Ethical Conduct in Human Research. If you have any complaint related to the ethical 

aspects of this study, please contact the Manager, Research Ethics on +61 7 3735 

5585 or research-ethics@griffith.edu.au
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Feedback to you

If you are interested in being informed of the results of the interviews, please feel 

free to indicate this at the time of the interview, or contact the Chief Investigator or 

the Student Investigator at any time. 
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“Provincial Output Disparities and Government Responses: Vietnam, 1990-2008”

CONSENT FORM

Research Team

Prof Tom Nguyen (Principal Investigator)

Mr Xuan-Binh Vu (Student Investigator)

Griffith Business School, Griffith University, Nathan, QLD 4111, 

Australia 

Tel:  +61 7 3735 7617 (Australia)

+84 (0) 902 166 217 (Vietnam)

Email: T.Nguyen@griffith.edu.au

b.vu.griffith.edu.au

By signing below, I confirm that I have read and understood the information sheet and 

in particular have noted that:

• My involvement in this research will include an interview and possibly a follow-

up session;

• My questions (if any) have been answered to my satisfaction;

• I understand the risks involved;

• I understand that there will be no direct benefit to me from my participation in this 

research;

• I understand that my participation in this research is voluntary;

• If I have any additional questions I can contact the research team;

• I understand that I am free to withdraw at any time, without comment or penalty;

• I understand that I can contact the Manager, Research Ethics, at Griffith 

University Human Research Ethics Committee on +61 7 3735 5585 (or research-

ethics@griffith.edu.au) if I have any concerns about the ethical conduct of the project; 

• I agree to participate in the project.

Name Signature Date
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MAIN THEMES AND QUESTIONS FOR THE INTERVIEWS

Interviewee code:……………………………………………………………………...

Time started:………..…… Time finished:….………………..Date:………………….

I. Personal experiences

1. How many years in government/public service?

2. What agencies, positions, timing?

……………………………………………………………………………………..

3. Which positions/time periods were most relevant in terms of your experiences 

with income disparities at regional/provincial level?

……………………………………………………………………………………

How deeply involved were you with matters relating to income disparities at 

regional/provincial level? For example, was there any point in time when these 

matters were a major focus of your work?

……………………………………………………………………………………

………….…………………………………………………………………………

II. Overview
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4. My research to date has concentrated on comparing and analysing GDP per 

capita at the provincial level, and the possible effects on such disparities of 

central and provincial government financial relations.

* From your perspectives:

+ Have I missed something crucial?

……………………………………………………………………………………

………….…………………………………………………………………………

+ What are the most important/relevant strategies, policies or programs in terms of 

their impact on regional disparities?

……………………………………………………………………………………

………….…………………………………………………………………………

III. Advice regarding documents and material available to the public

5. What documents or materials (that can be obtained by the public) would you 

recommend for me to collect? From which sources?

Name of materials Sources
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IV. Central-provincial government financial arrangements

6. How difficult was it for the central government to secure resources for 

redistribution to poorer provinces?

……………………………………………………………………………………

………….…………………………………………………………………………

……………………………………………………………………………………

7. Did richer provinces protest/resist? If yes, how did they protest (for example, 

issues relating to revenue assignments, expenditure assignments, shared taxes 

between the central and provincial governments, budget redistribution 

mechanism from the central to provincial governments, provincial borrowing, 

budget over-collection reward mechanism, and budget stability period? What 

were the opinions of your province? How did the central government address 

these issues?

……….…………………………………………………………………………….

.……………………………………………………………………………………

……………………………………………………………………………………

8. Did poorer provinces over-rely on transfers from the central government rather 

than trying to raise/borrow the resources themselves? If yes, how did the central 

government address this issue?

……………………………………………………………………………………

………….…………………………………………………………………………
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……………………………………………………………………………………

9. How significant were transfers from the central government relative to provincial 

governments’ own revenues? Were there any other means (apart from 

raising/borrowing the resources) that provincial authorities could have used to 

obtain additional resources to meet their needs?

……………………………………………………………………………………

…….………………………………………………………………………………

……………………………………………………………………………………

10. How would you rate the efficiency of central-provincial government financial 

relations in helping to reduce poverty and provincial output disparities?

very 

effective

effective somewhat 

effective

no 

impact

somewhat 

ineffective

very 

ineffective

do not 

know

Central-provincial government 

financial arrangements

- before the 2002 State Budget 

Law came into effect in 2004

- after the 2002 State Budget 

Law came into effect in 2004
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APPENDIX D: Vietnam synthesis (relative to Ho Chi Minh City)

* indicates significant at 10 per cent

** indicates significant at 5 per cent

*** indicates significant at 1 per cent

Phillips-Sul

Province Region Club Intercept 1 Slope 1 Intercept 2 Slope 2 Slope 3

Bac Lieu MRD 1 Below *** Negative*** Positive*** Positive***

Binh Duong SE 1 Below *** Negative*** Positive* Positive*** Positive***

SE 1 Below *** Positive** Positive*** Positive***

Ha Noi RRD 1 Below *** Negative*** Positive***

Ho Chi Minh City SE 1
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Quang Ninh NE 1 Below *** Negative*** Positive** Positive*** Positive***

Tay Ninh SE 1 Below *** Negative*** Positive** Positive*** Positive***

Vinh Phuc RRD 1 Below *** Positive* Positive*** Positive***

Bac Ninh RRD 2 Below*** Negative*** Positive*** Positive*** Positive***

Ca Mau MRD 2 Below*** Negative*** Positive*** Positive***

Can Tho - Hau Giang MRD 2 Below*** Negative*** Negative** Positive*** Positive***

Hung Yen RRD 2 Below*** Negative*** Positive** Positive*** Positive***

Khanh Hoa SCC 2 Below*** Negative*** Positive*** Positive**

Kien Giang MRD 2 Below*** Negative*** Positive** Positive***

Binh Thuan SE 3 Below*** Negative*** Positive*** Positive***

MRD 3 Below*** Negative*** Positive***

Hai Duong RRD 3 Below*** Negative*** Positive*** Positive***
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CH 3 Below*** Negative* Positive***

Long An MRD 3 Below*** Negative*** Positive***

Ninh Binh RRD 3 Below*** Negative*** Positive*** Positive***

Soc Trang MRD 3 Below*** Negative*** Positive*** Positive* Positive***

An Giang MRD 4 Below *** Negative*** Negative* Positive***

Ben Tre MRD 4 Below *** Negative*** Negative* Positive***

Cao Bang NE 4 Below *** Negative*** Positive** Positive*** Positive***

Tien Giang MRD 4 Below *** Negative*** Positive** Positive***

Tra Vinh MRD 4 Below *** Negative*** Positive*** Positive***

Vinh Long MRD 4 Below *** Negative*** Negative* Positive***

SCC 5 Below*** Negative*** Positive***

Ha Nam RRD 5 Below*** Negative*** Positive* Positive***
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Ha Tay RRD 5 Below*** Negative*** Positive*** Positive***

Quang Nam SCC 5 Below*** Negative*** Positive* Positive***

Binh Phuoc SE 6 Below*** Negative*** Negative*** Positive** Positive***

- Dak Lak CH 6 Below*** Negative*** Positive* Negative***

Gia Lai CH 6 Below*** Negative*** Positive* Positive***

Ha Tinh NCC 6 Below*** Negative*** Positive* Positive***

Kon Tum CH 6 Below*** Negative***

Lao Cai NE 6 Below*** Negative*** Positive** Positive***

RRD 6 Below *** Negative*** Negative*** Positive***

Nghe An NCC 6 Below*** Negative*** Positive* Positive***

Phu Tho NE 6 Below*** Negative*** Positive** Positive*** Positive*

Phu Yen SCC 6 Below*** Negative*** Positive* Positive***
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Quang Ngai SCC 6 Below*** Negative*** Positive** Positive***

Thai Binh RRD 6 Below*** Negative*** Negative*** Positive***

Thai Nguyen NE 6 Below*** Negative*** Positive**

Thanh Hoa NCC 6 Below*** Negative*** Positive** Positive**

Thua Thien Hue NCC 6 Below*** Negative*** Positive** Positive***

Tuyen Quang NE 6 Below*** Negative*** Positive*** Positive***

Bac Kan NE 7 Below *** Negative*** Positive***

Hoa Binh NW 7 Below *** Negative*** Positive***

Ninh Thuan SE 7 Below *** Negative*** Negative* Negative***

Quang Binh NCC 7 Below *** Negative*** Positive***

Quang Tri NCC 7 Below *** Negative*** Positive* Negative** Positive***

Son La NW 7 Below *** Negative*** Positive***
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Yen Bai NE 7 Below *** Negative*** Positive** Positive**

Ba Ria - Vung Tau SE 8 Above*** Negative*** Positive** Positive*** Negative***

Bac Giang NE 8 Below*** Negative***

SCC 8 Below*** Negative*** Positive*** Positive*

Ha Giang NE 8 Below*** Negative*** Positive** Positive***

Hai Phong RRD 8 Below*** Negative* Negative** Positive*** Positive***

Lai Chau - Dien Bien NW 8 Below*** Negative*** Negative***

Lang Son NE 8 Below*** Negative*** Positive** Positive*** Positive**
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APPENDIX E: Vietnam synthesis (relative to Ho Chi Minh City)

* indicates significant at 10 per cent

** indicates significant at 5 per cent

*** indicates significant at 1 per cent

Club Intercept 1 Slope 1 Intercept 2 Slope 2 Slope 3

Club 1 Below*** Negative*** Positive* Positive*** Positive***

Club 2 Below*** Negative*** Positive*** Positive***

Club 3 Below*** Negative*** Positive***

Club 4 Below*** Negative*** Positive***

Club 5 Below*** Negative*** Positive** Positive***

Club 6 Below*** Negative*** Positive** Positive***

Club 7 Below*** Negative*** Positive***
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APPENDIX F: Vietnam synthesis (relative to the national average)

* indicates significant at 10%

** indicates significant at 5%

*** indicates significant at 1%

Phillips-Sul

Province Region Club Intercept 1 Slope 1 Intercept 2 Slope 2 Slope 3

Bac Lieu MRD 1 Below*** Negative*** Negative** Positive***

Binh Duong SE 1 Above*** Positive*** Positive***

SE 1 Above*** Positive*** Negative** Positive*** Positive***

Ha Noi RRD 1 Above*** Positive*** Negative**

Ho Chi Minh City SE 1 Above*** Positive*** Negative* Negative*** Negative***

Quang Ninh NE 1 Below Negative*** Positive** Positive***

Tay Ninh SE 1 Below*** Positive** Positive*** Positive***

Vinh Phuc RRD 1 Below*** Positive*** Positive***
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Bac Ninh RRD 2 Below*** Negative* Positive*** Positive*** Positive**

Ca Mau MRD 2 Above*** Negative*** Positive***

Can Tho - Hau Giang MRD 2 Below*** Negative*** Negative*** Positive*** Positive***

Hung Yen RRD 2 Below*** Negative*** Positive*** Positive*** Positive**

Khanh Hoa SCC 2 Above*** Negative*** Negative*** Negative***

Kien Giang MRD 2 Above*** Negative*** Negative**

Binh Thuan SE 3 Below*** Negative** Positive***

MRD 3 Below*** Negative*** Positive***

Hai Duong RRD 3 Below*** Positive*

CH 3 Below* Positive*** Negative** Negative** Positive***

Long An MRD 3 Above*** Negative*** Negative Negative***

Ninh Binh RRD 3 Below*** Negative*** Positive***

Soc Trang MRD 3 Below*** Negative*** Positive*** Negative*** Positive**

An Giang MRD 4 Above Negative*** Negative***

Ben Tre MRD 4 Above*** Negative*** Negative* Negative*** Negative***
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Cao Bang NE 4 Below*** Positive*** Positive** Positive** Negative*

Tien Giang MRD 4 Below*** Negative*** Positive*** Negative*** Negative*

Tra Vinh MRD 4 Below*** Negative*** Negative** Negative*** Positive***

Vinh Long MRD 4 Below*** Negative** Negative***

SCC 5 Below*** Negative***

Ha Nam RRD 5 Below*** Negative*** Negative*

Ha Tay RRD 5 Below*** Negative***

Quang Nam SCC 5 Below*** Negative*** Negative*** Positive***

Binh Phuoc SE 6 Below*** Negative*** Negative*** Positive***

- Dak Lak CH 6 Above*** Negative*** Positive* Negative***

Gia Lai CH 6 Below*** Negative*** Negative*

Ha Tinh NCC 6 Below*** Negative*** Negative***

Kon Tum CH 6 Below*** Negative*** Negative*

Lao Cai NE 6 Below*** Negative*** Negative** Positive***

RRD 6 Below*** Negative*** Negative*** Negative***
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Nghe An NCC 6 Below*** Negative*** Negative***

Phu Tho NE 6 Below*** Negative*** Positive*** Negative***

Phu Yen SCC 6 Below*** Negative*** Negative**

Quang Ngai SCC 6 Below*** Negative*** Positive** Negative** Positive***

Thai Binh RRD 6 Below*** Negative*** Negative* Negative**

Thai Nguyen NE 6 Below*** Positive** Negative*

Thanh Hoa NCC 6 Below*** Negative*** Positive** Negative***

Thua Thien Hue NCC 6 Below*** Negative*** Positive** Negative**

Tuyen Quang NE 6 Below*** Negative***

Bac Kan NE 7 Below*** Negative*** Positive** Negative*

Hoa Binh NW 7 Below*** Negative*** Negative*** Negative*

Ninh Thuan SE 7 Below*** Negative*** Negative*** Negative*** Negative*

Quang Binh NCC 7 Below*** Negative*** Negative***

Quang Tri NCC 7 Below*** Negative*** Negative*** Negative**

Son La NW 7 Below*** Negative*** Negative** Positive***
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Yen Bai NE 7 Below*** Negative*** Positive*** Negative** Negative**

Ba Ria - Vung Tau SE 8 Above*** Positive** Positive*** Negative***

Bac Giang NE 8 Below*** Negative*** Negative*** Negative***

SCC 8 Above*** Positive*** Positive*** Negative**

Ha Giang NE 8 Below*** Negative*** Positive** Negative**

Hai Phong RRD 8 Above*** Positive*** Negative*** Positive**

Lai Chau - Dien Bien NW 8 Below*** Negative*** Negative*** Negative***

Lang Son NE 8 Below*** Negative* Positive* Negative***
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APPENDIX G: Vietnam synthesis (relative to the national average)

** indicates significant at 5%

*** indicates significant at 1%

Club Intercept 1 Slope 1 Intercept 2 Slope 2 Slope 3

Club 1 Above*** Positive***

Club 2 Above*** Negative*** Positive*** Positive***

Club 3 Below*** Negative** Negative*** Positive***

Club 4 Below*** Negative*** Negative***

Club 5 Below*** Negative*** Negative***

Club 6 Below*** Negative*** Positive** Negative*** Negative***

Club 7 Below*** Negative*** Negative***



250

APPENDIX H: Revenue assignments and expenditure assignments between the central and provincial governments

Revenue assignments Expenditure assignments

Sources of budget 

revenue collected 

exclusively by the 

central government

Sources of budget 

revenue collected 

totally by provincial 

governments

Sources of budget 

revenue shared 

between the central and 

provincial governments

Budget expenditures undertaken 

by the central government

Budget expenditures 

undertaken by provincial 

governments

1. Value Added Tax 

(VAT) on imported 

products;

2. Import tax and 

export tax;

3. Excise tax on 

imported products;

4. Corporate income 

1. Land and housing 

tax; 

2. Natural resources tax 

(excluding tax and 

other revenues from the 

petroleum industry);

3. License tax; 

1. VAT (excluding 

VAT on imported 

products collected by 

the central 

government); 

2. CIT (excluding CIT 

collected by the central 

government); 

3. Personal income 

1. Developmental investment

a.  Investment in socio-economic 

infrastructure projects managed by 

the central government;

b. Investment in State owned 

enterprises, State economic 

organisations, State financial 

organisations, contributions of 

share capital to joint-ventures 

1. Developmental investment

a.  Investment in socio-

economic infrastructure 

projects managed by local 

governments;

b. Investment in State owned 

enterprises, State economic 

organisations, and State 

financial organisations 
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tax (CIT);

5. Tax on revenues 

from the petroleum 

industry;

6. Proceeds collected 

from government 

lending and capital 

contributions;

7. Unused revenue 

of previous fiscal 

years;

4. Land transfer tax;

5. Agricultural land use 

tax; 

6. Land use fees;

7. Rental of land; 

8. Proceeds from the 

sale and lease of State 

owned houses and 

buildings; 

9. Registration fees for 

ownership of property; 

10. Tax from lottery 

activity;

11. Tax collected from 

local government 

taxes;

4. Profit remittent tax. 

5. Excise tax on 

domestic goods and 

services;

6. Petroleum fees 

collected from 

petroleum business 

activities.

requiring the participation of the 

State;

c. Contribution to the State reserve 

fund;

d. Other legal expenditures

2. Recurrent expenditures

a. Investment in education and 

training, health-care, culture, 

information, arts and literature, 

sports, science and technology, 

and environment managed by the 

central government;

b. Non-economic activities 

managed by the central 

government;

c. National defense, security, and 

managed by local 

governments;

c. Other legal expenditures

2. Recurrent expenditures 

a. Investment in education and 

training, health-care, culture, 

information, arts and literature, 

sports, science and technology, 

and environment managed by 

local governments;

b. Defense, security and, social 

order decentralised for local 

governments;

c. Operations of the State 

organisations, the Communist 

Party, and social-political 
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lending and capital 

contributions;

12.  Direct grants for 

local governments;

13. Proceeds from 

utilisation of public 

land and properties;

14. Proceeds mobilised 

from organisations and 

individuals in 

accordance with legal 

stipulations;

15. Voluntary 

contributions; 

16. Unused revenue of 

previous fiscal years; 

social order;

d. Operations of the central 

organisations, the Communist 

Party, and social-political 

organisations at central level;

e. Price subsidy 

f. National programs implemented 

by the central government;

g. Support for the social insurance 

fund;

h. Support for beneficiaries of 

social welfare;

i. Support for political-social-

professional organisations, social 

organisations, and social-

professional organisations at 

organisations at local levels;

d. Support for political-social-

professional organisations, 

social organisations, and 

social-professional 

organisations at local levels;

e. Support for beneficiaries of 

social welfare managed by 

local governments;

f. National programs 

decentralised for local 

governments;

g. Price subsidy;

3. Provincial governments’ 

debt payments;

4. Supplementary expenditures 
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17. Subsidies from the 

central government; 

18. Contributions from 

organisations and 

individuals for 

infrastructure 

construction in 

accordance with 

regulations. 

central level;

3. The central government’s debt 

payments (both principal and 

interest); 

4. Aids and loans in accordance 

with regulations; 

5. Supplementary expenditures on 

the central government’s financial 

reserve fund; 

6. Subsidies to provincial budgets. 

on financial reverse fund; 

5. Subsidies to local 

governments.  

(Source: the Ministry of Finance of Vietnam)
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