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ABSTRACT

The alleviation of poverty in society is an imperative of governments and an
influence on economies around the world. Economic growth has for many decades
been believed to be a placatory instrument but reliance on economic development does
not necessarily yield optimum results. Hence, poverty reduction has also been a
fascination for researchers who seek to target specific questions thus contributing to
the social welfare of defined populations. These cumulative efforts of researchers are
intended to initiate change in government policies thus transforming the world into the
way we would like it to be.

This thesis is dedicated to answering a set of such questions by presenting a
quantitative assessment of industry related variables in Vietnam. The study proceeds
by integrating conceptual and empirical literature relating to the topic of investigation.
The topic of poverty has attracted significant attention and has therefore been studied
extensively. Prominent contributors such as economist Amartyr Sen and the World
Bank institution are drawn upon to present a concise definition of poverty. Poverty
lines are then presented as a mechanism used to initiate quantitative assessments of
poverty. This concept is delineated in the context of Vietnam. International and
Vietnamese empirical studies are reviewed and a background to Vietnam’s economic
reform process is presented. Together, these initial steps form a platform from which
the study emanates.

The thesis then aims to examine the relationship between poverty reduction and
the manufacturing sector in Vietnam using household-level and provincial-level data
obtained from reliable Vietnamese sources. At the household level, cross-section and
panel data models are used to investigate the empirical relationship between the
percentage of household members who are employed in the manufacturing sector and
household per capita income and household per capita expenditure. Probit models are
used to investigate the empirical relationship between the percentage of household
members who are employed in the manufacturing sector and a household’s propensity
to fall into poverty. The fraction of household members working in manufacturing
sector is found to be positively associated with household per capita income and

household per capita expenditure. This study also finds that a household’s probability



of being in poverty is strongly and inversely related to the fraction of that household’s
members working in the manufacturing sector.

At the provincial level, the spatial relationship between poverty and the
manufacturing sector is econometrically investigated by estimating cross-section
models, fixed effect models as well as spatial lag and spatial error models. The results
show that there is a spatial relationship between poverty rates among neighbouring
provinces. Furthermore, due to spatial spillovers, that the relationship between
employment in manufacturing and poverty reduction is not straighforward.
Policymakers need to take into account locational and connectivity issues to ensure
that manufacturing activities can contribute effectively towards poverty reduction.
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CHAPTER 1 INTRODUCTION

1.1 Background to the Research

A key econonomic issue in modern societies is poverty - the deprivation of basic
human needs such as food, shelter, and education. In today’s world it is unfortunate
that many individuals and households still languish without their basic needs being
met. Satisfaction of these basic needs is regarded by most countries and our largest
economic institutions as an imperative to raising living standards. All nations must
address the issue of poverty at some level, particularly because, as a country develops
economically, so too will the desires of its citizens.

Vietnam is a lower-middle income country which has made significant progress
in eradicating poverty. Though Vietnam’s economic position is not currently regarded
as lofty by world standards, it is nonetheless remarkable because of the way and speed
with which it was transformed from a centrally planned low-income economy to a
market-oriented middle-income economy. Vietnam’s dramatic transformation began in
1986 when it embarked on an economic reform program known as Doi Moi. This
program, it is argued, was the primary reason for the country’s speedy economic
development (Beresford, 2008). Its GDP growth since 1986 has been impressive when
compared to neighbouring countries and it is now a member of various regional and
international groups such as the Association of Southeast Asian Nations (ASEAN),
Asia-Pacific Economic Cooperation (APEC) and the World Trade Organization
(WTO). These achievements have allowed the nation to augment its citizens’
wellbeing but more must be done, particularly because recent observations indicate
that poverty reduction in Vietnam has been slowing down.

The next phase of Vietnam’s economic development has already been laid out
by the government’s Socio-Economic Development Strategy (SEDP) for the 2011 —
2020 period. This strategic plan outlines Vietnam’s aspirations to become a modern,
industrialised country by 2035 and this goal is laudable. The term ‘industrialisation’ is
generally defined to cover four main industrial sub sectors — mining, manufacturing,
construction and utilities — but is used more narrowly in this thesis. The focus in this
thesis is on manufacturing, defined as the “... activity where inputs are transformed
into different forms of product, so that value is created at different stages in the

production process” (Weiss, 2011, p 1). Practically, by looking at country data, and



discursively, by examining academic literature, the progress of the manufacturing
sector has proxied well for overall industrial progress. The two terms are therefore
considered synonymous and are used interchangeably throughout this thesis. This also
follows from an observed tendency in the literature on development economics
(UNIDO, 2013; Weiss, 2011).

Broadly speaking, industrialisation has been a positive driver of economic
development throughout history, hence why Vietnam’s long-term strategic plan may
be deemed praiseworthy. Nevertheless, the link between such economic development
and the improvement of people’s well-being is tenuous. To date there remains an
unclear theoretical relationship, as well as mixed empirical evidence, between the two
issues. Pertinent questions relating to Vietnam’s strategy for industrialisation and
poverty reduction must therefore be addressed. The complexity of issues such as this
means that there is much research that remains to be done. Complex problems require
in-depth investigations, and we must strive to understand the multiplicity of influential
factors.

This study seeks to investigate influential factors involved in the relationship
between the manufacturing sector and poverty reduction. To date this relationship
remains unclear. “Trickle-down” economic theory, for example, represents a common
attempt to disseminate the link between industrialisation and poverty reduction. It
stipulates that tax cuts for wealthy investors will result in industrial expansion and spur
overall economic growth which, over time, will replace and eventually surpass any lost
government revenue from said taxes. Citizens, it is argued, will then benefit from
higher incomes and lower priced goods and services in the medium to long term.
However, efforts to achieve this trickle-down effect have not proven to be achievable.
One study, exploring the time period 1979 — 2005, has shown that incomes in the US
economy of the lower quintile rose by six percent as a result of such policy. This
sounds reasonable but when compared to the eighty percenty increase of those in the
top quintile it appears that wealth had trickled up, not down (Greenhouse, 2008).

The literature review in Chapter 2 delves more deeply into the empirical
evidence and theoretical approaches. It is shown that ambiguity exists in empirical
research and also that various theoretical approaches may contain disparate
explanations. However, some common threads are noted. One important thread noted

in Chapter 2 literature review is that manufacturing has the potential to play a
2



significant role in reducing poverty across a variety of international and Vietnamese
contexts. This is particularly relevant in the context of an export oriented
manufacturing sector whose effects cascade into the creation of higher incomes for the
poor. Vietnam has been engaging in export oriented policy but recently there has been
a downturn in Vietnamese manufacturing and this may be deemed worrisome. A
robust manufacturing based trade environment is deemed to be a contributing factor to
poverty reduction in developing economies (World Bank 2001)'. This observation

provides the motivation for this research.

1.2 Research Objectives and Research Questions
The study aims to analyse the relationship between industrialization and poverty
alleviation in Vietnam. The main goals of this study are to:
Q) evaluate the status of poverty in Vietnam
(i) identify the relationship between the development of the manufacturing
sector and poverty eradication at household level and provincial level;
and
The specific research questions for this study on industrialisation and poverty
alleviation are as follows:
1) What is the relationship between poverty and the manufacturing sector in
Vietham?
2) Are there differences in the relationship between poverty and the
manufacturing sector in rural and urban areas?
3) What is the relationship between the manufacturing sector and poverty at
the provincial level?
4) Are there any indirect or induced effects from neighbouring provinces on

poverty?

1.3 Justifications for the Research

Poverty has long been an issue of the greatest concern in development
economics (Lipton & Ravallion, 1995). The study of poverty begins with the
measurement of poverty. Haughton and Khandker (2009) identified four reasons for

! Even though the focus of this thesis is manufacturing, it should be noted that the services sector has
become increasingly important and thus is also important when examining poverty reduction.
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the interest in measuring poverty. Firstly, the measurement of poverty is a necessary
way to keep poor people on the world’s political agenda with statistically visible
information because what gets measured gets attention. Secondly, the quantitative
identification of impoverished people allows domestic and international organisations
and institutions to target those most in need and intervene where appropriate. Thirdly,
measuring poverty allows economists, policy makers and interested parties to predict
the effects of, and then evaluate, policies and programs designed to help poor people.
Fourthly, quantitative measurements assist in evaluating the effectiveness of
institutions whose goal is to help poor people.

These four reasons provide justifications for the measurement of poverty.
Further analyses on poverty are facilitated by such measurements. The World Bank
(2001) indicates that analyses are important first steps in formulating appropriate
strategies for developing nations. Such strategies must consider fairness and human
dignity as well as economic growth to be considered morally sound; hence, analyses
that take into account poverty are of utmost importance. Once formulated, the aim of
these analyses is to inform the process of identifying appropriate objectives by
focusing on a specific area. Identification of relevant delivery mechanisms and use of
performance indicators will assist the researcher who seeks to enhance national
strategies.

World leaders have agreed that addressing poverty at a strategic and national
level is supremely important, and their commitment has solidified since the
establishment of the Millennium Development Goals in the year 2000. Ostensibly
profound achievements have followed from this commitment. According to the World
Bank’s poverty and equity databases, extreme poverty rates declined considerably
between the years 1989 and 2012. Nonetheless, poverty remains prevalent throughout
the world. There are also disparate results in terms of poverty alleviation in recent
decades from region to region. The successes of regions such as East Asia, the Pacific
and Europe, for example, can be contrasted with lagging regions such as and Central
Asia and Sub-Saharan Africa. The complexity of the issue is further compounded
because poverty reduction does not always run parallel to economic growth — the
relationship between economic growth and poverty may not be as simple as the ideas

that growth reduces poverty. Therefore, the issue of sustainable poverty reduction has



been an interesting subject for research and indepth analyses, such as that contained
within this thesis, that seek to tackle the problem in the long term are necessary.

The research conducted in this thesis focuses on manufacturing’s role in
reducing poverty, and the topic is relevant particularly for developing countries in
Asia. Lavopa and Szirmai (2012) place similar emphasis on the role of the
manufacturing sector in poverty alleviation. They conclude that employment and
income generated from the manufacturing sector can reduce poverty significantly and
directly, hence they describe these as ‘direct impacts’. These direct impacts constitute
one of three main channels that substantiate the link between the growth of the
manufacturing sector and poverty alleviation.

Vietnam presents itself as an interesting case for investigation. There has been
remarkable progress in Vietnam with regards to the reduction of extreme poverty and
the promotion of shared prosperity over the last two decades since Doi Moi. Over that
time, the nation experienced high and sustained rates of economic growth, driven by a
series of market-oriented reforms. This growth has been accompanied by pronounced
structural changes at the aggregate level. In terms of GDP, from 2010-2013, the
agriculture sector’s share of GDP fell to half of what it was in the early 1990s. The
industrial sector, which includes manufacturing and construction, has been the most
rapidly growing and dynamic sector in Vietnam, and within this sector, manufacturing
accounts for 18.88 percent of the 41.24 percent share of GDP. The services sector has
expanded more modestly from levels witnessed in the early 1990s.

Accompanying this shift is the change in the labour force’s structure. The
agricultural sector accounted for more than two thirds of those employed in the period
1986-1990, but the proportion of agricultural workers dropped steadily to about 46
percent by 2013. Corresponding to this downward trend is an increase in the
proportion of workers employed in the industrial sector. In 1990, the number of
labourers working in the industrial sector accounted for less than 14 percent of the total
labour force, but in 2013 this proportion had increased to 32 percent. That means that
each year the additional one percentage point of labourers that moved out of the
agricultural sector was almost entirely absorbed by the industrial sector. The
percentage of labourers working in the manufacturing sector increased from 11.8
percent in 2005 to 14 percent in 2013.



As noted above, Vietnam has made impressive achievements in poverty
reduction in the relatively short period of time since Doi Moi and this has been
accompanied by significant development of the manufacturing sector in terms of its
share of GDP and the labour force’s structure. These advancements are tangible but
there has been relatively little research dedicated to understanding these positive
outcomes. Attention has focused primarily on the relationship between economic
growth and poverty reduction, and between sectoral growth and poverty reduction at
the macro level. Unfortunately, there is a paucity of studies investigating the spatial
aspects of poverty, especially on the relationship between manufacturing activities and
poverty rates at the provincial level. Thus, there is a need to undertake further research
on spatial aspects of the impact of industrialization on poverty alleviation in Vietnam.
This is essential for designing effective government policies for poverty reduction. In
addition, there is no empirical study that investigates the relationship between the
manufacturing sector, household expenditure, household income and poverty status at
the household level through the proportion of household members working in the
manufacturing sector.

The caveat mentioned above must be addressed. Kozel (2014) acknowledges
the great advancements that Vietnam has made but nonetheless notes that many
aspects of poverty in Vietnam have been carried over from the 1990s. Individuals still
have low education and skill levels in Vietnam. There is a dependence on subsistence
agriculture in many parts of the country, particularly for those people who are
physically and socially isolated and who dwell in regions located away from built up
metropolitan centres like Ho Chi Minh City and Hanoi. There is also significant
disadvantage that can be linked to certain ethnicities in Vietnam. Kozel (2014) finds
that the 53 smallest ethnic groups in Vietnam constitute 15 percent of the population
but account for approximately half of all poor people in Vietnam. Specifically, these
minorities constitute 47 percent of total poor in 2010 up from 28 percent in 1998 and
68 percent of extreme poor in 2010 up from 43 percent in 1998. These statistics are
attributable to the fact that many of these ethnic minority groups reside in areas far
from the opportunities that industry can provide. Indeed, Kozel (2014) notes that those
who escaped poverty were able to do so by gaining better education and skills,

migrating to urbanised areas and moving into manufacturing and services roles.



Overall however, the average annual povety reduction in recent years has been
decreasing. It has decreased by 2.01 percentage points in three years (the percentage of
poor households decreased by 2.24 percentage points in 2011, by 2.16 percentage
points in 2012, and by 1.80 percentage points in 2013). Despite these positive results,
the statistics show that poverty reduction has been only modest in recent years.
Moreover, government policies related to poverty alleviation have been perceived to
be less effective recently and this must be reversed. Studies such as the present one

will assist in this endeavour.

1.4  Contribution and Significance of the Research

With the objective and the justification of the research presented above, this
study is expected to make significant contributions in several areas.

It will contribute to understanding the role of the manufacturing sector and
poverty in the existing literature, especially on manufacturing and poverty alleviation,
both in the world and in Vietnam in particular.

It will provide empirical analyses at household level in the form of statistical
correlations between variables such as the proportion of household members working
in the manufacturing sector and a households’ per capita income, households’ per
capita expenditure; households’ income poverty propensity, and the ability of
households to escape income poverty. Empirical analyses at provincial level are also
carried out involving the correlations between the percentage of labour rate working in
the manufacturing sector and the poverty rate at the provincial level.

In addition, this study contributes to an understanding of the key factors
influencing employment in the manufacturing sector in the context of Vietnam.

The findings from this study will provide insights for policy makers in Vietnam
for better understanding of the relationship between industrialisation and poverty
eradication at the household and provincial levels.

1.5 Methodology and Data

To achieve the above objectives, this study will adhere to a quantitative
methodological framework. Hence, the researcher will attempt to observe phenomena
independently of the context within which they reside and abstract these observations

with numbers. Context is only considered so that appropriate variables may be selected



and then analysed. The framework presented here includes an initial conceptual and
contextual examination and can be described in several steps.

Firstly, the study reviews the country background to provide the context of the
study. This will allow the researcher to identify relevant variables to be used in
subsequent steps.

Second, it reviews the literature to understand more about poverty issues, and the
role of manufacturing and poverty in economic development. This review is essential
as it provides additional background and understanding about definitions, concepts and
measurement of poverty in developed and developing economies.

Third, it investigates empirical studies relating to poverty and its measurement,
especially the correlation between manufacturing and poverty. The investigations
cover different approaches to poverty at micro and macro levels. It then suggests an
econometric approach based on an income or expenditure function, and a poverty
function, to examime poverty and evaluate the impacts of different variables on
poverty at household level. At provincial level, the analysis is based on spatial
regression.

Fourth, the correlation between manufacturing and poverty in Vietnam is
quantitatively analysed by employing a series of econometric analyses. The
econometric models used will range from micro (household) using household level
data from five surveys in the 2004- 2012 period to macro-level models with spatial
dimensions based on aggregated data at the provincial level using household surveys
and enterprise surveys (ES) in the 2004-2012 period.

Fifth, results from the empirical analysis are interpreted and discussed. Results
from this research are compared with results from other studies about poverty in
Vietnam and other countries. Based on the empirical results, policy recommendations
are developed to improve living standards of poor households.

The econometric techniques depicted in step four above are well established and
will align this study with others that have examined poverty. OLS, Panel and Probit
approaches are used to unveil relationships between variables. The data set is also
established as a reliable source and several other studies have used it. This
methodological consistency with other studies is valuable to ensure that the researcher

does make spurious conclusions.



Nonetheless, the chosen set of abstracted variables will differentiate this study
and this is important as it allows the researcher to make an original contribution.
Furthermore, this study uses data from the Vietham Household Living Standards
Surveys (VHLSS) from 2004 to 2012 conducted by GSO. This research is the first to
use the updated 2012 data set to analyse manufacturing and poverty at household level.

A brief look at methodological similarities will demonstrate specifically how this
study differs from others in a similar context.

Existing quantitative studies about poverty in Vietnam have applied a poverty
function or a welfare function and used the VHLSSs from 1998 to 2008 to examine
factors influencing household income or expenditure and poverty status at the
household level (Giang & Pfau, 2009; Bui et al. 2014; Hoang et al. 2014). For
example, Hoang et al. (2014) used a probit model to investigate the effects of non-farm
activity on household expenditure and poverty reduction in rural areas using the
VHLSS from 2002-2008. Bui et al. (2014) utilised the VHLSS 2008 and employed the
standard consumption and income regression to examine the effect of natural shocks
on household income and consumption. However, they do not fully discuss the
benefits of welfare resulting specifically from the manufacturing sector and do not
consider utilising specific variables relating to the manufacturing sector to capture the
effect of industrialization on poverty in Vietnam. Furthermore, these studies do not use
updated data until 2012.

In addition, spatial factors are not considered in examining determinants of
poverty in the existing quantitative studies. Spatial factors are important, however, for
designing socio-economic strategies for localities or regions, especially at the
provincial level.

Like the existing quantitative studies about poverty in Vietnam, this study
utilises popular approaches such as OLS estimation, Fixed effects and Probit models to
examine the relationship between manufacturing and poverty at the household level.
Unlike many however, the current study uses data from the VHLSS from 2004 to 2012
conducted by GSO. This research is the first to use the updated data until 2012 to
analyse manufacturing and poverty at household level. At provincial level, this study
also uses OLS estimations and Fixed effects models in oder to estimate the relationship
between the manufacturing sector and poverty rate, but this is the first study that uses

matching data from VHLSSs and ESs from the years 2004-2012, which are conducted
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by GSO. More specially, it uses a Spatial lag model (SLM) and Spatial error model
(SEM) to explore whether there are any spillover effects in terms of manufacturing

employment from neighbouring provinces on poverty reduction.

1.6 Organisation of Thesis

This study is organised and presented in seven chapters which are briefly
outlined below. Chapter 2 provides a literature review on the nature of poverty, factors
impacting on poverty reduction, and the relationship between industrialisation and
poverty. Chapter 3 provides an overview on economic development, poverty in
Vietnam from 1986 to 2012. Chapter 4 provides a descriptive analysis of poverty
levels in Vietnam at national level. Chapter 5 is the first of two analytical chapters in
the thesis. It focuses on understanding the relationship between the manufacturing
sector and the poor at the household level. Chapter 6 is the second analytical chapter. It
focuses on spatial characteristics and understanding the relationship between the
manufacturing sector and poverty rates at the province level. Chapter 7 presents

conclusion, limitations, policy implications and recommendations for future study.
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CHAPTER 2 LITERATURE REVIEW

2.1 Introduction

Poverty is a core issue for many developing economies (Lipton & Ravallion,
1995). Discovering ways to address poverty can be difficult but recent experiences
have shed light on potential ways forward. For many countries, industrial development
has contributed to economic growth and created many new employment opportunities.
The current study will argue that successful and appropriately staged industrialisation,
with its associated growth benefits, can be strategically leveraged to accelerate poverty
reduction and enhance the well-being of people in Vietnam. In particular, poverty can
be alleviated by generating higher productivity in the industrial sector, through
structural shifts in employment (creation of new jobs), through the creation of more
well-paid jobs and by benefits associated with knowledge spillovers between
industries. The issue is significant and complex and the relationship between
industrialization, employment, poverty has therefore attracted the attention of
dedicated researchers and policy makers. Researchers have expanded the conceptual
and empirical foundations for studying poverty. Many have studied the impact of
industrialization on the economy (economies) as a whole.

The aims of this chapter are twofold. Firstly, it will survey the relevant literature
regarding poverty and the manufacturing sector and present an analytical and
empirically supported case for industrialisation in Vietnam with a focus on
manufacturing. This analysis will follow from a detailed explanation of the concepts
and measurement issues involved. Secondly, the methodological and econometric
framework will be elucidated and data sources will be described.

There are four additional sections in this chapter. Section 2.2 will focus on the
concepts and definitions of poverty. Section 2.3 will discuss the measurement of
poverty. Section 2.4 will review studies on the relationship between the manufacturing
sector, household’s income or income, and poverty at both micro and macro levels.
This section will also review the theoretical insights into economic development,
structural change, and poverty. Section 2.5 will consolidate the literature review and

discuss existing research gaps.
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2.2 Concepts and Definitions of Poverty
The study of poverty begins with an understanding of the concept and definition
of poverty. Researchers on poverty have expanded the knowledge base on these topics

over the years.

2.2.1 Concepts of Poverty

As a concept, poverty can difficult to define since there are various ways to
approach it. The conventional view of poverty places emphasis on the deprivation of
income or consumption. This is a reasonable view because wealth adequately reflects
an individual’s social circumstances and poverty depicts low wealth. Nonetheless,
setting thresholds strictly in these terms may not sufficiently address the issue because
one’s relative deprivation may be influenced by other circumstances. For instance, an
individual may be paid a salary but have it taken away forcefully week to week and
therefore may be unable to buy food. Or an individual might not earn a salary but
might possess land on which to grow food. In either case, one’s deprivation of
sustenance may not depend on income. Moreover, poverty strikes hardest when the
circumstances of low income earners do not allow them to improve their standard of
living (Sen, 1983). Income may therefore seem an arbitrary measure but, as will be
seen in the next section, it is a less unreasonable estimate of poverty than may be
expected and there are advantages to using it.

In a bid to create a more holistic definition of poverty, the World Bank’s World
Development Report 1990, which focused on poverty, defined poverty as the
incapacity to attain a minimal standard of living and perceived poverty as a
multidimensional concept which includes deprivation (World Bank, 1990). Ten years
later, the World Bank’s World Development Report 2001(with the theme “Attacking
Poverty”) used a definition of poverty with a broadened scope for the term
‘deprivation’ that includes aspects such as material deprivation (starvation, lack of
shelter and clothing, illness...); low level of education and health care; institutional
discrimination; impediments by social barriers and norms; and vulnerability (World
Bank, 2001). All of these deficiencies can be referred to as ‘capability deficiencies’
(United Nations Statistics Division, 2005).

The European Union’s ‘official’ definition of poverty also acknowledges that

non-monetary deficiencies can contribute to poverty. In 1984, the European
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Commission succinctly defined poor people as, “persons, families and groups of
persons whose resources (material, cultural and social) are so limited as to exclude
them from the minimum acceptable way of life in the Member State in which they
live” (EEC, 1985, cited in Spicker et al, 2007).

In Vietnam, the government acknowledges the general definition of poverty
that was proposed in the Asian-Pacific Conference on poverty reduction organized in
Thailand on September 1993. The proposed definition states:

“Poverty is a situation in which a proportion of the population does not enjoy the
satisfaction of basic human needs that have been recognized by the society
depending on the level of economic and social development and local customs and
practices” (The Socialist Republic of Vietnam, 2003, p. 17).

The above definition suffices the needs of the present study and will be referred
to throughout. It is regarded as apt not only because it is the definition used by the
Vietnamese government but also because it consolidates econometric and social
dimensions elegantly. There are two noteworthy points. Firstly, the definition
recognises that poverty is a binary state. Either one is poor or one is not. This
addresses a primary methodological concern in that it allows one to measure poverty; it
allows the economist to concisely define what they are measuring and advance the
econometric analysis. Secondly, the definition acknowledges that poverty has a
contextual element and that one’s ‘satisfaction of basic human needs’ can depend on
one’s relative circumstances. Those relative circumstances, involving personal, spatial
and temporal aspects, represent the theoretical range of the present study; ‘who’ is
involved and ‘where’ and ‘when’ the study took place are regarded as contextual
limitations and therefore constrain the generalisability of core theoretical propositions
made by the economist (Whetten, 1989).

When juxtaposed, these two points may seem contradictory but they are not.
The former states that an individual is either poor or not poor. The latter simply
indicates that poverty measurement can be problematic.

In its efforts to tackle poverty and social exclusion, the first Opportunity For
All Report (The Secretary of State for Social Security, 1999) weighed in on the

meaning of poverty and poverty measurement and similarly acknowledged the
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dynamic nature of poverty in the world. In so doing the report noted that income was
an important aspect of poverty reduction but it also pointed out other aspects, including
the environment. The report discussed some of the problems of poverty and provided a
definition as follows:

“Poverty affects different aspects of people’s lives, existing when people
are denied opportunities to work, to learn, to live healthy and fulfilling lives, and to
live out their retirement years in security. Lack of income, access to good quality
health, education and housing and the quality of the local environment all affect
people’s well-being. Our view of poverty covers all these aspects.” (The Secretary
of State for Social Security, 1999, p. 23)

The report continues:
“Low income is an important aspect of poverty. But short spells of low income
may not damage an individual’s well-being or their prospects in the longer term...
The problem is not restricted to limited income. Poverty exists when those on low
income lack the opportunities to improve their position... without an improvement
in opportunity, individuals are unable to take control of their own lives.”(The
Secretary of State for Social Security, 1999, p. 23)

Consolidating these definitions, poverty can be regarded as present wherever
people’s income (or expenditure) are comparatively low and/or where people lack the
productive resources to be able to improve their situation including the alleviation of
capability deficiencies.

It must be noted that the term ‘poverty’ is often attributed to households and
families, not just to an individual. Many studies have examined poverty from the
perspective of groups of people instead of just individuals (Townsend, 1973; Hick,
2015; Walker et al, 2014; Arpino & Assve, 2014). The rationale behind this is that
many, if not the majority, of household members do not or are unable to earn incomes.
This means that a salary of an individual, typically the household head, may have to be
split up between remaining household members. Surveys intended for
multidimensional analysis at the household level are often designed to take this into
account. This is advantageous since there are constraints on the amount and quality of

data retrievable. Household surveys, as opposed to individual level surveys, can
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alleviate this burden. There is a drawback however since this approach does not tend to
recognise or include the contribution of productive non-income earning household
members. Furthermore, Vijaya et al (2014) noted that observations made only at the
household level can mask the observed gender differences in well-being at the
individual level. Nevertheless, multidimensional studies on poverty and poverty
reduction have tended to accept this weakness, particularly because the circumstances
of the household head or highest income earner are usually comparable and thus serve
as a reasonable proxy. Income therefore retains an instrumental or ‘absolute’

characteristic and is a reasonable indicator.

2.2.2 Poverty Lines

In the previous section, two points were raised in regard to Vietnam’s (2003)
definition of poverty. Firstly, that poverty is a binary position and secondly that it can
be a term that encompasses many aspects and may be difficult to measure. Absolute
poverty lines are used to address the first of these points in that they permit the user to
effectively count the number of people who are either poor or not poor. In this sense
they can be considered a reliable way to estimate poverty and compare results but they
may not accurately reflect relative deprivation.

To maintain reliability, absolute poverty lines must use consistently available
economic data to define the level below which one is considered poor. Thus income
(or expenditure) is most often used since these figures are the most easily obtained.
Once set, the poverty line defines the level of expenditure (or income) needed for a
household to escape poverty (Haughton & Khandker, 2009). Absolute poverty lines
are therefore “anchored in some absolute standard of what households should be able
to count on in order to meet their basic needs” (Grosh et al. 2008, p. 454). Income, in
the form of currency, intuitively serves this purpose not only because it can be
‘counted’, this benefit applies to relative poverty lines too, but also because it can be
reduced or ‘anchored’ to one global standard through application of purchasing power
parity (PPP) — currently this standard is the US dollar.

Absolute poverty lines are used for both national and international purposes
and can be considered independently and in conjunction with relative poverty lines,
however relative poverty lines are usually used when a country is unable to reliably

estimate a set of common characteristics such as income or expenditure (Grosh et al.
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2008). A relative poverty line can be established in relation to a country’s mean or
median distribution of income, but this type has been described as a “special case”
(Ravallion, 2001, p6). Rather, relative poverty lines typically refer to those that rise in
relation to the population’s average expenditure (Ravallion, 2001). This contrasts with
absolute poverty lines which seek a static threshold (adjusted only for inflation). Some
European middle income countries primarily utilise relative poverty lines but most use
absolute poverty lines since the fixed threshold allows the country to compare poverty
across regions and time.

An absolute poverty line is “fixed in terms of the standards indicator being
used and fixed over the entire domain of the poverty comparison” (Ravallion, 1992, p.
25). In the other words, an absolute poverty line is set so that it represents the same
purchasing power year after year (allowing for inflation). The World Bank recently
updated one such poverty line in 2008, the international poverty line, which it raised
from $1 per day to $1.25, largely due to inflation. The year 2008 therefore represents a
starting point for the new ‘domain’ of comparison. Poverty rates based on the $1 per
day absolute poverty line are not comparable to rates based on the $1.25 line. The
international poverty line was reviewed even more recently and is now set at $1.90 as
of October 2015. The international poverty line is an arbitrary baseline but is
particularly useful for international comparisons. It is also valuable simply because it
easy to use and can be applied across so many countries. The present study does not
use this particular threshold but will refer to again in later chapters.

The international poverty line has advantages, but countries will usually set
their own absolute poverty lines because every society has its own views about what
constitutes its minimum standard of living. In Vietnam, the government has
established absolute poverty lines which have been used for many decades. The
Vietnamese government has benefited from assistance from the World Bank in setting
these thresholds. These country specific poverty lines will be investigated more closely
in Chapter 3.

Absolute thresholds, whilst imperfect, allow the user to divorce external
influences, such as scale or geography, from assessments of poverty. This allows users
to make precise poverty profiles of a country. Absolute poverty lines are therefore vital
for judging the effectiveness of antipoverty policies and specific government projects

over time. Furthermore, by focusing on a designated poor segment of a country at a
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given time, researchers can design targeted programs and evaluate their success. Good
projects can be leveraged or investigated further whilst others can be abandoned.

When using absolute indicators, good projects will be those that reduce
absolute poverty. Since absolute poverty is often measured in terms of income, a
positive outcome is one that favourably impacts the income of a targeted segment. This
resolution in absolute terms can sidestep the problem of relative deprivation because
increasing one’s income can usually improve that individual’s well-being, and the

well-being of those around, regardless of other circumstances.

2.3 Measuring Poverty

The previous section established definitions for the relevant terms and concepts
used in this study. These concepts will be applied in the proceeding quantitative
endeavour and therefore must be metrically delineated as well as defined. This section
examines the issues, processes and more definitions associated with measuring the
concepts of poverty. A closer, contextual examination is presented in Chapter 3
regarding the measurement of poverty in Vietnam specifically.

It was previously acknowledged that one’s definition of poverty depends to a
large extent on the norms of the society within which one dwells. Any attempt to
measure poverty must consider these factors and will lend respective weight to them.
The presence of this contextual dilemma for defining poverty has generated various
data gathering and measurement methods. This sub-section delineates the terms and
processes associated with poverty measurement. It then examines three measures of
poverty which are used for different purposes: the head count index, the poverty gap
index and the squared poverty gap index. As will be seen, each method has been
tailored for specific purposes, but each follows the same basic path.

Nallari and Griffith (2011, p. 17) outline three steps for measuring poverty: (i)
Define an indicator of well being; (ii) Establish a poverty line based on that indicator
to distinguish between poor and non-poor; (iii) Generate a summary statistic showing
the distribution of this well-being indicator. The nuances of poverty measurement are
mostly contained within the first of these three steps. The World Bank (2004, p. 5)
notes that the selection of indicators is a “political process, which needs to be

undertaken in light of existing constraints”.
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The term ‘constraints’ here may apply to resource capabilities, but it also refers
to the intent of the policy maker or researcher and the framework? within which he or
she operates. These constraints manifest in the definitions and analysis of goals,
indicators and targets. According to the Poverty Monitoring Guidance Note 1 Selecting
Indicators (World Bank, 2004), a goal encompasses a set of objectives which are
deemed desirable by the relevant social group. The word ‘desirable’ here demonstrates
the reason for the political process mentioned above since that which is ‘desirable’ is
contestable. Goals are often expressed qualitatively in ways which are easily
communicable to the public such as “improve national health” or “reduce poverty”.
Indicators are variables that are used to measure progress towards the stated goals.
Hospital admissions provide an indication of national health whilst the number of
people on low income is an indication of poverty. Targets are the quantitative
abstractions of stated goals and are conveyed in terms such as, “reduce hospital
admissions by twenty percent” or, “eliminate people who earn less than $1.90 per
day”.

The definition of an indicator, step one in Nallari and Griffith’s (2011) study,
thus depends on the goal being addressed. But indicators, in and of themselves, are
insulated from the politics of goal-setting because they are merely abstractions of
progress. So, if it can be shown that the goal setting process is apolitical and/or sound
then the establishment of an indicator in the measurement process is simplified and
need not be subject to severe contemporary scrutiny (assuming it is relevant). The
present study seeks to address the goal of poverty reduction. Clearly then, goal setting
in relation to poverty is a political process. Fortunately, the reduction of poverty is
accepted as a global imperative and there is no debate about whether the goal is sound.

Progress towards a goal can be broken down into various stages®. Analysis at
each stage will require a separate indicator. The World Bank (2004) describes the
purposes of four types of indicator related to each stage: (i) Input indicators are used to
depict the amount of a specific variable, financial, physical or otherwise, dedicated to

the achievement of a stated goal; (ii) Output indicators show the amount of goods and

’Here, the term ‘framework’ can be equated with ‘methodology’. This will be examined more closely
in Chapter 5. These frameworks exist to ensure analytical capability and consistency and, consequently,
are effective means of addressing issues, such as poverty, in society.

The temporal aspect of quantitative studies is acknowledged, but constraints of the present study do
not allow for more than a cursory discussion here.
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services produced by the inputs and can be thought of as the culmination of an activity,
event or process. Input and output indicators are referred to as ‘intermediate’ indicators
because they attempt to measure factors that affect outcomes or impacts; (iii) Outcome
indicators can be thought of as those that show the end result of previous activities
involving inputs and outputs, but these indicators do not actually reflect dimensions of
well-being. Rather they convey information about key aspects that contribute to well-
being; (iv) Impact indicators are used to assess well-being directly and provide
information about progress towards stated goals. Outcome and impact indicators are
referred to as ‘final’ indicators because they are used to measure the end effects on an
individual’s (potential for) well-being. These four types of indicators can be
exemplified with reference to poverty (reduction), the topic of the current
investigation. In this context, an input indicator might be money used to stimulate job
creation. Number of jobs created would then become the output indicator. An outcome
indicator would be the number of people additionally employed. The relevant impact
indicator would then be the incomes of people in the targeted group.

The poverty line can be established, step two of Nallari and Griffith’s (2011)
process, once the indicator has been defined. To establish an absolute poverty line one
must first decide the level of income below which one is deemed poor. For absolute
poverty lines, this threshold remains static for the duration of its use, adjusted only for
inflation. In the context of poverty measurement, this second step remains apolitical,
however it may be argued that the level of thresholds may be manipulated for political
reasons, particularly in regard to the formation of policy and as a way of ‘juking the
stats’.

According to Nallari and Griffith (2011) step three can now be performed and
the summary statistic showing the distribution of the defined indicator can be
generated. In the context of poverty, this distribution will indicate the number of
people who suffer lack of the basic requirements deemed necessary by society.
Observations such as this are estimates of the incidence of poverty and are described
by the head-count index. Ravallion (1992) mentions that the head count index is
popular because it is easily understandable and simple to produce. It distinguishes
between poor and non-poor and therefore satisfies the requirements of binary analysis.
This allows users to assess current poverty levels and is useful for assessing overall

progress towards poverty reduction. But studies into poverty (in comparable countries)
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seek to determine not only the level of poverty according to an absolute measure but
also the depth and severity of poverty.

The ‘depth’ of poverty in society indicates the extent of deprivation among the
poor. In other words, ‘how poor are poor people?” The head count index provides no
indication of extent but only asks, ‘how many poor people are there?’ One statistic
does demonstrate extent. This is the poverty gap index. This index is defined as the
aggregate shortfall of average incomes relative to the poverty line. It therefore shows
how far below the poverty line poor people are and it provides an estimate of the
amount of resources needed to eliminate poverty in a given social group. This index is
a better indication than the head-count index because it provides practical information
about the resources needed to eliminate poverty (Haughton & Khanker, 2009)

Another index, the squared poverty gap ratio, considers not only the depth of
poverty but also attempts to estimate the severity of poverty in a group. ‘Severity’ in
this context refers to the distribution of income among poor people and is therefore an
indication of inequality amongst that group. As with any income distribution, this
index will illuminate those poorest in society. These people typically require the most
assistance. Policies applied using this index will therefore tend to be focussed on
eliminating extreme poverty.

These three measures of poverty are classed within Foster, Greer and
Thorbecke’s (1984) set. For these measures, it is assumed that information is available
for an indicator of welfare such as income or expenditure per capita and it is assumed
that the poverty line has been established. These types of measures are generated
according to the formula (Foster, Greer & Thorbecke, 1984, pp. 761-764) :

a
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Where Xx; is the welfare indicator such as income or expenditure per capita, for
poor person i, z is the poverty line, n is the number of people in the sample population,
g is the number of poor people, and o can be interpreted as a measure of inequality
aversion.

When o = 0, the above equation reduces to g/n, the number of poor people in

the population divided number of the people in the sample population. This measure is
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called the headcount ratio or, when turned into a percentage, the headcount index PO.
The ratio varies from 0 when there are no poor in a society to 1 when a whole society
IS poor.

When o = 1, the poverty gap index is produced, which shows the shortfall of
the poor’s income from the poverty line expressed as an average of all people in the
population. This index can be written as:

PG = = I.H
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H is the above mentioned headcount index, while | is often referred to as the

“income gap ratio” and defined as:
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Where 1" denotes the mean income of the poor. This index shows the ratio of

mean depth of poverty to the poverty line. The range of poverty gap index is from 0 to
the value of H. If everyone gets rid of poverty, no one is poor, and the P1 index equals
0. If there are poor, and the poor have no income at all, the poverty gap P1 equals the
headcount ratio H.

When o = 2, the squared poverty gap index which is also called the FGT index
P, is produced. This index also measures the severity (or intensity) of poverty, and
ranges from 0, where there are no poor in a society, to the value of the headcount ratio
H, when all of the poor have no income. This index gives more weight to poorer
individuals, thus it takes into account income distribution among the poor. However,
academic and institutional contributions have generated other, more feasible, ways of

measuring income inequality in society.

2.4 Literature Review

The concepts, ideas and measurements identified and delineated above
constitute the foundations of this study and can be regarded, broadly, as the topic of
investigation. The intent in this thesis is to demonstrate the impact of specific factors
on these concepts which will allow for appropriate policy direction based on cogent

interpretation.
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Early investigations in this study directed attention towards the potential
benefits of focusing on manufacturing in Vietnam to reduce poverty. It is necessary to
parse other studies conducted in this area and understand how certain factors, variables
and constructs are related. Understanding the answers to these ‘how’ questions will
allow the researcher to hone her own research questions and this will be necessary
before attempting to explain, through theory, ‘why’ these relationships exist (Whetten,
1989).

The following review of literature is not comprehensive but allows the
researcher to map the issues and, in some cases, causality is implied and generalised.
Only material that is directly relevant is considered and critiqued. Thus the literature
review will help to elucidate what factors are involved and how they interact.

This section is structured as follows. Sub-section 2.4.1 discusses international
studies and Vietnamese studies related to poverty and the manufacturing sector at
household level. This sub-section focuses mainly on measements of poverty through
per capita household income, per capita household expenditure and household poverty
status. Sub-section 2.4.2 focuses on international studies and Vietnamese studies
related to manufacturing sector and poverty at provincial level. In sub-section 2.4.3
includes the theoretical insights into economic growth, structural change, and poverty.

2.4.1 Studies on Poverty and Manufacturing Sector at the Household Level
a) International Studies

Many of the studies on poverty are aimed at estimating the relationship
between pertinent and contextual variables and levels of poverty. It is with these types
of studies that the following review of literature is concerned. The literature reviewed
in this sub-section is intended to correspond to the analyses conducted in Chapter 5,
hence only studies that are concerned with micro level investigations are considered.

At the micro level (household level), Mukherjee and Benson (2003) used the
secondary industry occupation variable (household numbers employed in
manufacturing sector) to find out one of variables determinated per capita expenditure
in Malawi in 1998.

Most poverty studies at household level focus on income or consumption
expenditures as material dimensions of individual and household poverty. There is

considerable uncertainty as to which of these indicators is a better measure of poverty
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(c.f. Atkinson, 1991; Ravallion, 1992; Atkinson et al. 1995). In many empirical
applications, the measure of choice in developed countries is income while in
developing countries it is consumption (Ravallion, 1992). In this regard, transition
societies seem to occupy an intermediate position between developed and developing
economies, with many empirical studies making use of both welfare measures (see,
e.g., Keane & Prasad (2002) for Poland, Gorodnichenko & Sabirianova Peter (2007)
for Ukraine, Gorodnichenko et al. (2010) for Russia).

The adoption of an appropriate model usually depends upon the primary
purpose of the study. A common method used to analyse poverty is based on income
equation, which postulates that real consumption or income is a function of observed
household characteristics. However, dependent variable could be a numerical
consumption variable or a defined binary variable. A study following the former
method usually attempts to explain the level of expenditure or income per capita; the
dependent variable is a function of household, individual and community
characteristics. One concern about this approach is its inability to distinguish poor and
non-poor households (Minot, 2000). With the latter method, a research that is based on
a certain poverty line and per capita expenditure data often investigates the
determinants of whether a household is poor or not. The dependent variable, which is
also a function of the same characteristics as aforementioned, is binary; therefore, it
directly relates to poverty. Nevertheless, applying the dichotomous regress and model
faces the concern with losing some of the information due to counting on a poverty
line (Haughton & Khandker, 2009).

For the first approach, the natural logarithm of total daily per capita
consumption or income of survey households is considered as the dependent variable.
Studies that use this approach include: Glewwe (1991) in Cote d’Ivoire in 1986; Datt
et al (2000) in Mozambique in 1997; Appleton (2001) in Uganda in 1992; Mukherjee
& Benson (2003) in Malawi in 1998; Datt & Jolliffe (2005) in Egypt in 1997; Bruck et
al (2010) in Ukraine in 1996 and 2004; Sakuhuni et al. (2011) in Zimbabwe in 2005;
Onyeiwu & Liu (2011) in Kenya in 2007 and 2009; Gounder (2013) in Fiji in 2002-
2003.

It must be noted that under this approach the definition of per capita
consumption or income of surveyed households differs between countries. For

instance, in Egypt, per capita consumption was regarded as the sum of total food
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consumption (including food that the household purchased, grew, and received from
other sources for 123 food items); total non-food (the sum of expenditures on 45 non-
food items, including expenditures on fuel, clothing, schooling, health, cleaning items,
tobacco, and several miscellaneous items), non-durable-good expenses; estimated use
value of durable goods (constructed for 22 items by estimating rates of depreciation for
items and using estimated interest rates from the Egypt Integrated Household Survey
data); and an actual or imputed rental value of housing (Datt & Jolliffe, 2005). By
contrast, in Malawi, per capita consumption included total food consumption, whether
purchased or home grown; total nonfood nondurable goods expenditure, including
gifts to others outside the household; estimated use-value of durable consumer goods;
and rental value of housing for the household, actual or imputed (Mukherjee &
Benson, 2003 ).

Several sets of independent variables are used to explain household income and
household expenditure. Most of the empirical studies used popular exogenous
determinants such as household and community characteristics, namely household
demographic, education levels and occupation, agricultural saturation, access to
services and utilities, community characteristics and access to services at the
community level variables. Exogenous variables are assumed to influence the values of
endogenous variables, but are not influenced by those variables in return because no
feedback relation between the endogenous and exogenous variables is assumed (Judge
et al. 1985).

An important limitation reviewed in Chapter 2 is that only one study
(Mukherjee & Benson, 2003) used the secondary industry occupation variable
(household numbers employed in manufacturing sector) to unveil the relationship
between the manufacturing sector and poverty at the household level. Haughton and
Khandker (2009) divide them into four general groups: Regional, community,
household and individual characteristics, while Glewwe (1991) groups explanatory
variables into five categories: Household composition, regional dummy variables,
physical assets, human capital and community characteristics.

Apart from a linear model, several studies have used probit models or logistic
regressions to estimate the determinants of poverty. In Cote d’Ivoice and Sri Lanka
such studies were conducted with the probability of a household being in poverty

defined as the dependent variable (see Grootaert, 1997; De Silva, 2008). In order to
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estimate the probability of a household being in poverty, the dependent variable is a
dummy variable. It takes on the value of 1 if a household’s per capita expenditure is
below the poverty line. Otherwise, it is 0. In a study on Sri Lanka, De Silva (2008)
used absolute poverty lines such as Rs. 1,206 (national), Rs. 1,391 (urban), Rs. 1,189
(rural) (see De Silva, 2008). In Grootaert’s study of Cote D’ivoire, three poverty lines
were used — one set at plus and the other minus 25 per cent of the basic line; and a
third line was set at 75,000 CFAF per year (Grootaert, 1997 ). These studies
demonstrate the diversity of methods that can be employed to assess determinants of
poverty. Whilst diversity exists in results too, poverty probability, the generated
statistic in these studies, is particularly useful for discovering which factors can have
the greatest impact on poverty reduction.

Some studies have used both the linear model and the probit model due to the
merits attributed to both approaches (cf. Appleton, 2001; Brick et al., 2010; Grounder,
2013; Kedir & Sookram, 2013). The welfare functions utilise the full information on
the distribution of income and expenditure while the poverty functions collapses this
information into two values (Ravallion, 1992; Grootaert, 1997). However, there is
debate in the literature on the efficacy of these models because the level regression
analysis lacks the ability to distinguish between poor and non poor households (Minot,
2000).

In particular, constant parameters are imposed over the entire distribution, thus
it is merely assumed that the effect of household characteristics and other variables on
welfare is constant over the entire distribution. Additionally, the level regression is
criticized for the not paying explicit attention to the poor and giving excessive weight
to outliers (Baulch & Masset, 2003). In contrast to the level regression, the discrete
method finds that information could be lost due to the use of a binary dependent

variable.

b) Vietnamese Studies
Vietnamese poverty studies typically utilise an early series of Vietnam
Household Living Standard Surveys (VHLSS) that provide a rich, standard and
qualified data source on households’ expenditure and income. Notable are the recent

studies by Giang and Pfau (2009), Bui et al. (2014) and Hoang et al. (2014) who
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applied a poverty function or a welfare function and used the VHLSS to examine the
factors influencing household income or expenditure, poverty and inequality.

In the study of Giang and Pfau (2009), a probit model similar to that used in
some international studies was used to examine the determinants of poverty in both
urban and rural areas with the VHLSS 2004. This study focused on Vietnamese
elderly. Hoang et al. (2014) also used a probit model to investigate the effects of non-
farm activity on household expenditure and poverty reduction in rural areas using the
VHLSS from 2002-2008. It was found that the probability of poverty was reduced by
7-12 percent, if an additional household member was involved with non-farm activity.
This also helped to increase household expenditure by 14 percent over a two-year
period, quite a significant increase.

The insights gained from the above studies were consequential for the
researcher in the formative period of the present study. In particular, it was found that
the user list of the VHLSS was extensive. This does not necessarily make the surveys
efficacious but it does lend usability to the data source through consensus. The above
studies also highlighted and confirmed a suspicion that manufacturing had a significant
role to play in Vietnam’s continuing development — a primary concern for the current
researcher.

Bui et al. (2014) utilised the VHLSS 2008 and employed the standard
consumption and income regression to examine the effect of natural shocks on
household income and consumption. Additionally, in order to identify the determinants
of poverty at the household level, Le (2013) adopted a reduced form of the
determinants of household welfare that could be estimated in a simple natural log
linear specification. This study paid more attention to urban poverty and used the
Urban Poverty Survey 2009- a survey conducted in Vietnam’s biggest cities. The
Urban Poverty Survey is thus contrasted with the VHLSS as a data source in that it
focuses on urban poverty whereas the VHLSSs are representative of the entire
Vietnamese population, covering both urban and rural areas and encompassing all
regions.

Minot and Baulch (2005) and Minot et al. (2006) examined the relationship
between poverty and common indicators for both urban and rural areas utilising the
VHLSS in 1997-1998 and 1999 Population and Housing Census in conjunction with

other sources. These empirical studies demonstrated which household characteristics
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affected real per capita expenditure. These studies also exposed the likelihood of a
household becoming poor based on measures of household welfare.

Results were consistent across these studies. In both studies, populous
households were associated with lower per capita expenditure in both urban and rural
areas. In rural areas, households with a large proportion of elderly members, children
and/or women were more likely to be poor, however in urban areas only those
households with burdensome young humans were likely to be poor. Concerning
ethnicity in rural areas, the coefficient was significant at the 10 percent level but it was
not statistically significant in urban areas. The educational level of the household head
was a good predictor of a household’s per capita expenditure as these variables are
jointly significant at the 1 percent level in both rural and urban areas. The head’s
occupation was a statistically significant predictor of per capita expenditure in rural
and urban areas. A head of household who was working in a skilled occupation was
better off than other households; for regional dummy variables, in both rural and urban
areas, households living in four southern regions were better off than those in the
Northern Uplands (Minot & Baulch, 2005; Minot et al., 2006).

Empirical studies such as those parsed above have provided a sound base from
which to make some relevant observations. Firstly, like the international studies, some
studies about the relationship between poverty and the various factors in Vietnam have
employed a welfare function and/or a poverty function since these are two main
regression techniques for analysing the determinants of poverty (Haughton &
Khandker, 2009). Secondly, most of the aforementioned Vietnamese empirical studies
produce results using the VHLSS from 1997 to 2008 (Giang & Pfau, 2009; Bui et al.,
2014; Hoang et al. 2014; Minot & Baulch, 2005; Minot et al. 2006). Thirdly, the
household and individual-level characteristics of Vietnamese studies using the VHLSS
are comparable to international studies® (Vu & Baulch, 2011). This consistency is
beneficial for those concerned with measuring poverty and developing effective
strategies to combat the problem. As discussed in Chapter 2, the World Bank (1999)

and World Bank (2012) has utilised evidence garnered from such studies to inform

* Common characteristics include household size, household head's ethnicity, proportion of children,
proportion of elderly, proportion of female, human capital (educational levels), occupation categories
and participation in non-farm economy. These popular poverty indicators were also listed among
potential poverty indicators at household level.
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their reports and support our theoretical understanding of poverty and poverty
reduction.

Many key characteristics of poor households in Vietnam at the end of the
1990s and in 2014 are still the same, although poverty has fallen dramatically. The key
characteristics of poor households at the end of the 1990s drew on the 1993 and 1998
Vietnam Living Standards Survey (VLSS) whereas those of poor households today
drew on the 2010 VHLSS. Kozel (2014) addresses the latter set and notes the key
characteristics of poor households including: “low education and skills, dependency on
subsistence agriculture, physical and social isolation, specific disadvantages linked to
ethnic identity, and exposure to natural disasters and risks.” He continues with an
affirming statement: “Those who moved out of poverty acquired more schooling and
job skills, diversified out of agriculture and into manufacturing and services, and
reduced their exposure to seasonal hardships and shocks through income
diversification and migration”. Furthermore, demographic factors such as high
dependency ratios and possessing a female as head of a household become less
correlated with poverty (Kozel, 2014). Households with three or more children were
more likely to be poor even after adjusting for economies of scale (Kozel, 2014) — a
point which is neither vague nor trivial.

As can be seen, the complexity of studies such as these deepens as the
microscope is focussed and researchers must take account of this fact. One way to
hone the present study is to ignore less pertinent details, provided doing so would not
significantly jeopardise findings, and focus on those with greater impact on the topic of
investigation. Scrutiny of studies such as Hoang et al. (2014) and Kozel (2014)
demonstrated the importance of certain factors. In particular, these authors found that
improvements to peoples’ well being have generally resulted from technological
advancement and diversification. In those cases the authors noted that education and a
more skilled workforce were vitally important. Therefore, the current study will utilise
variables that align with these findings.

A major limitation of the above studies is that they do not fully discuss the
benefits of welfare resulting specifically from the manufacturing sector. This is an
unfortunate omission and research gap especially when the Vietnamese government
has put forth an ambitious objective of becoming a large industrialized country by

2035. There are a few studies on the manufacturing-poverty link for Vietnam. Some of
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these studies can be placed within the Lavopa and Szirmai’s (2012) framework e.g.
Nadvi and Thoburn (2004); Thoburn, Sutherland and Nguyen (2007). Specifically, the
role of manufacturing in poverty reduction was acknowledged by Nadvi and Thoburn
(2004) and Thoburn, Sutherland and Nguyen (2007) and policy guidance was inferred.
Nevertheless, these studies were mainly qualitative. Quantitative data was used for
descriptive purposes only.

Nadvi and Thoburn’s (2004) research used qualitative and quantitative methods
based on data gathered from previous research and from interviews conducted in 2002,
The study aimed to provide insights on the ebb and flow of employment in the
Vietnamese textile industry (p.258). The results showed that female workers who
worked for state-owned enterprises (SOEs) had higher wages compared with workers
in small private firms because subsidized state credit was available to SOEs.
Furthermore, those with residency status seeking employment in SOEs faced fewer
barriers to waged work within their own regions (Nadvi & Thoburn, 2004). This
means that the poorest groups of people in Vietnam did not gain from the ebb and flow
of the trade environment.

In the study of Thoburn, Sutherland and Nguyen (2007), the authors used
primary data which was collected from eighty “semi-structured interviews” during the
period 2001-2002 in Hanoi and Ho Chi Minh. Respondents were selected from seven
state-owned enterprises and one Vietnam-Taiwan joint venture to trace the impact of
employment and restructuring in the Vietnamese textile industry on poverty. The
researchers pointed out that employment in the textile industry assisted workers
acquire assets and enabled them to save their money. In contrast, retrenched workers
were losers because of the lack of mechanical skills ( p.362). However, they
acknowledged that the sample size was small and did not make claims to be
representative of the textile industry in Vietnam (p.351) since data on household
characteristics were only collected from eighty people in two cities. Also, they

emphasized that quantitative data was just used descriptively in the research (p.351).

2.4.2 Studies on Poverty and the Manufacturing Sector at the Provincial Level
Sectoral contribution to nation’s economic development can vary by country
and there will always be contextual circumstances which may help or hinder each

sector. This sub-section analyses international and Vietnamese studies to determine the
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extent, across different contexts, of manufacturing’s contribution to various countries’

economic development.

a) International Studies

Park (1998) and Lavopa and Szirmai (2012) emphasized that industrialization
affects poverty alleviation in the medium and long term via rapid economic growth and
the generation of income-earning opportunities for the poor. Specifically, Lavopa and
Szirmai (2012) found that rapid expansion of the manufacturing sub sector, especially
in lower income coutries, contributed to employment and poverty reduction more
greatly than other sectors. This implies that countries with underdeveloped industrial
and manufacturing capabilities would benefit disproportionally from large scale
manufacturing investments compared to industrialised counterparts.

In presenting their findings, Lapova and Szirmai (2012) classify the
contributions of the manufacturing sector according to three main channels. This
classification system is particularly useful for the researcher attempting to disseminate
findings. The three main includes: (1) employment and income generated within the
industrial sector (direct impact); (2) employment and income generated in other sectors
due to linkages between the manufacturing sector and the rest of the economy (indirect
impact); (3) employment, productivity growth and income generated in other sectors
due to the growth-enhancing character of the manufacturing sector (induced impact).
This chapter’s discussion focuses on the first pathway.

Direct impacts include the benefits experienced within the sector. Lapova and
Szirmai (2012) note that as manufacturing expands workers can improve their standard
of living regardless of their skill level because the manufacturing sector is able to
absorb less educated workers and provide them with stable roles and superior
compensation. This assertion is backed by empirical evidence which showed that, even
after controlling for certain characteristics, the average wages of manufacturing
employees was 8.4 per cent higher in the USA (Helper et al. 2012). Higher incomes,
they argue, are not country specific. Rather they are necessary in the sector and are
offered as a motivatory tool — productivity is higher in the faster paced sector and
therefore downtime must be minimised.

Increased incomes and poverty reduction are explicated as direct impacts in this

article but there is another associated advantage which relates to income inequality or
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fairness in society: Lapova and Szirmai (2012) note that the existence of the more
dynamic and high paid sector lends itself to a more equitable existence since it exposes
a middle ground of earnings between the high and low end in society.

Direct impacts are, however, limited by the fact that increasing productivity
will eventually constrain the employment market. Furthermore, the authors note that
the significance of these direct benefits is mitigated by the proportion of people
employed in manufacturing — typically between 10 — 20per cent of the country’s
workforce in developing Asian nations (exceptions include countries like Taiwan
whose manufacturing sector constitutes around 30per cent of total employment). This
suggests two things. Firstly that less developed nations would again stand to gain most
from manufacturing expansion. Secondly, whilst the direct benefits generated within
the sector are significant, the greatest benefits are those associated with the creation of
indirect and induced employment in other sectors.

One such study conducted at the provincial level was completed by Ali et al.
(2014). In this study conducted at the district level in Pakistan, the number of workers
employed in the manufacturing sector was chosen as a reasonable proxy for assessing
how the manufacturing sector impacted on multidimensional poverty by head count.
This figure was estimated by using OLS. The author noted that, “Manufacturing sector
employment significantly reduces the poverty levels in Pakistan” (Ali et al. 2014, p26).
Ali et al.’s (2014) study may not be generalizable across all contexts. Nonetheless,
their results provide evidence that the industrial sector must play a greater role than
was previously acknowledged. Studies such as these imply that industry is a better
catalyst than agriculture in reducing poverty. A contrasting study conducted at the
district level was performed by Deaton et al. (2014). This panel study found no
evidence that an increase in manufacturing employment share affected poverty rates in
Canada. The great advantage of Deaton et al.’s study is that it examined regional
variation in poverty. Studies such as this that go into deeper analyses of regional
poverty can provide valuable information about the specific characteristics of poor
people, for instance, where they are concentrated and why poverty exists there. This
country, however, resides in a very different context. Canada is a developed nation
with significant resources and high average incomes so these results may be expected.

In addition, it is noted that contiguous provinces could affect each other.

Hence, if a study could not detect spatial autocorrelation, the estimated results will be
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biased (Higazi et al., 2013; Joshi & Gebremedhin, 2012; and Sameti & Farahmand,
2009). For example, in the work of Hagazi et al., 2013, the authors applied spatial
regression models to contiguous data such as the SEM and the SLM. Data was from
Egypt’s census for 93 counties in 2006. The dependent variable was the percent of
individuals classified as poor (those who make less than $1 daily), and predictors were
demographic indicators, such as education level, and vocation. Explanatory Spatial
Data Analysis (ESDA) was performed to examine the existence of spatial clustering
and spatial autocorrelation between neighbouring counties. The ESDA revealed spatial
clusters and spatial correlation between locations. Recommendations were drawn
regarding the two spatial modes used and were provided to decision makers with
regard to the spatial dependence found, and neighbouring counties which need more
attention and more allocation of resoures in the areas of the given predictors.

Joshi and Gebremedhin (2012) utilised cross-sectional country level data from
1990 and 2000 for 420 counties in the Appalachian region to examine determinants of
poverty and income inequality. The experimental results from 1990 data showed a
positive correlation between one districts’ poverty rates. So if a district was adjacent to
another with a high poverty rate it also tended to have a higher poverty rate. Adjacent
districts with low poverty rates tended to maintain low levels of poverty and in some
cases were reduced even further.

Similarly, in the work of Sameti and Farahmand (2009), through spatial
econometric techniques, it was found that growth and inequality had spatial
dependence. Neighbours within the Euro-Mediterranean region could influence a
country’s economic growth and inequality.

There are ample studies which provide similar results to those above and some
common themes are noted. In particular, increased employment in manufacturing is
considered as an important contributor to poverty reduction in many of the studies.
Whilst the term ‘manufacturing’ does not proxy wholly or even adequately for the term
‘industrialisation’ it can reflect overall industrial progress. This distinction allows for
the imputation of appropriate variables in section 6.3 — those relating to manufacturing
only.

It must be noted that the above studies are located across different contexts, so
to test whether such imputations exist reasonably this study must also consider studies

conducted in the Vietnamese context. To date there is a paucity of such studies.
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b) Vietnamese Studies

Recently there have been two empirical studies relating to sectoral growth
which have pointed out the positive nexus between the industrial sector and poverty
reduction in Vietnam.

At the provincial level, Pham and Le (2012) used the random effect model. The
dependent variable was designated as the poverty rate and was calculated from
Vietnam household living standard surveys (VHLSS) from 1998 to 2008. The
independent variables were designated as the share of agriculture, industry and service
sectors in each province, GDP per capita and Gini coefficient. The authors found that
there was a positive association between the industrial sector and poverty reduction in
provinces where the share of industry was large — a one percent increase in the
proportion of the industry leads to a 0.57 percent lowering of poverty. The authors also
stressed that the development of industry is associated with the construction of
industrial parks and that industrial development is synonymous with the formation and
development of a strong labour market, especially for highly skilled workers in
Vietnam. These reasons supported the result that industrial sector contributed to
poverty reduction in high industry-share provinces. However, this study did not
examine whether the employment in manufacturing sector influences poverty rates at
the provincial level. This is a relevant omission since industrial parks and export
processing zone are considered as an ideal place for manufacturing base.

In addition, a number of researchers were also interested in geographically
disaggregated estimates of poverty using the small area approach. In this method, both
household survey and census data were combined (Minot, 2000; Minot et al., 2003;
Gian & Van der Weide, 2007; Cuong et al., 2010; Cuong, 2011). The authors
identified the relationship of the household characteristics, such as the head of
household characteristics, local characteristics and the poor households, and predicted
the probability of a household being in poverty. From that the authors determined
poverty rates at commune and district levels. From the information on district-level
and commune-level poverty rates and the utilisation of GIS software, the authors drew
the maps of poverty at district and commune levels in Vietnam. Studies such as these
precede comprehensive poverty mapping techniques which can then be used to
estimate poverty and inequality at the provincial, district and community levels.

However, these studies depended much on the level of generalized data (provincial,
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district or village levels), but the reality in Vietnam is that VHLSSs are only
representative at the provincial level (except census data).

A limitation of studies above is that the authors did not utilise specific variables
relating to the manufacturing sector. In particular, the authors omitted those which
have been deemed relevant for the present study in order to capture the effect of
industrialization on poverty in Vietnam. Yet form follows function. The form of the
present study follows from intent to address manufacturing sector and its respective
sectoral impacts. This provides an acute level of specificity by examining one channel
by which poverty may be reduced. The form of the above studies follows from intent
to identify and explain the channels themselves. Hence, some important questions are
overlooked and some variables have been neglected. Nonetheless, these variables are
only discernible after gaining insights from studies such as those mentioned above.

Sections 2.4.1 and 2.4.2 have highlighted empirical literature that generally
supports the role of manufacturing in poverty reduction. These studies were selected to
demonstrate this potential. Yet there are studies that have investigated the role of other
industrial and non-industrial sectors and these have found that these too can make a
significant contribution. Dorosh and Thurlow (2016), for example, measured sectoral
poverty-growth elasticities in five African countries. They found that the respective
agricultural sectors of each African nation still contributed most to poverty reduction
but was matched and in some cases surpassed by the services and manufacturing
sectors.

Such ambiguity is not difficult to find in empirical literature and exists due to
contextual differences between respective fields of investigation. Hence the findings of
Vietnamese and international studies above may only be able to give us partial
knowledge. A more comprehensive account of the relationships between sectoral
growth and poverty reduction must be found in theoretical literature. There is already a
bulky array of literature emerging on this topic and many studies are supported by
empirical findings. This literature is referenced throughout this thesis and is used
particlarly to lend support to important discussion points. This theoretical literature,
reviewed in the next section, seeks an optimal explanation of causality - one that

accounts for discrepencies in empirical findings.
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2.4.3 Theoretical insights: Structural change, Economic growth and Poverty

The theoretical literature on economic development and structural change can
be divided into two main strands. Harmonisation between the two approaches has been
problematic and becomes even moreso when attempting to locate the welfare
enhancing aspects. The first version, which was brought to prominence in the 1950’s
by Kuznets, examines the historical context of economy-wide phenomena and seeks a
comparison of the transformative experiences of advanced and developing economies.
Economists have tended to focus on specific features of such transformations rather
than focussing on generalised, economy-wide depictions. This approach places macro
features, such as industrialisation, urbanisation and migration, as central to the
historical evolution of nations’ structural change. This approach endured until supply
shocks of the 1970’s catalysed a more acute focus on shorter-run issues (Syrquin in
Chenery and Srinivasan, 1989). Thus a second approach emerged which tends toward
microeconomic issues grounded by sound theoretical underpinnings.

The following discussion embraces the first approach and presents an overview
of the discourse surrounding these macro issues. Kuznets (1957) illustrated many of
the issues as a set of “stylized facts”. These are considered to be empirical regularities
discovered through his research which depict the development of modern economic
structure and processes of structural transformation. It is argued that these facts, which
are discussed more below, are not necessarily theoretically elegant but maintain a
pragmatic element by allowing for appropriate policy formation (Syrquin in Chenery
and Srinivasan, 1989). These policies may be directed toward welfare enhancing
aspects of economic growth and a discussion of such possibilities concludes this
section.

Rostow (1960) uses the macro approach and presents a historical depiction of
what he deems the five stages of economic development®. Three features are noted as
particularly important for nations that are positioned for industrialisation within the
third stage - take-off. First is the acceleration of capital accumulation and doubling of
interest earnings within the economy until it reaches a point where, “Growth becomes
its normal condition. Compound interest becomes built, as it were, into its habits and

institutional structure” (Rostow, 1960 pp 3-4). The accumulation of capital is now

> The five stages include (i) traditional society; (ii) preconditions for take-off; (iii) take-off; (iv) drive to
maturity and; (v) the age of high mass consumption (Rostow, 1960).
35



recognized and inserted into most discussions of economic development in one way or
another as a defining feature. Second, he notes the importance of technological stimuli
for a burgeoning, industrialising economy but hastens to add that this is not the main
feature. Thirdly he notes that the presence of a strong and willing government - one
that recognises the imperative of commerce - is a necessary precondition for take-off.
Critics of Rostow have pointed out that this generalised view cannot be substantiated
across all economic contexts. Similarly, uniform transition through each stage may not
be achievable given that nations do not possess endogenous mechanisms of transition
(Gerschenkron, 1962).

A fourth macro feature which, when added to this list, can be coupled with
capital accumulation to form the two most important bases of economic development
and structural change is defined under the ‘staple approach’ (Hirschman, 1958). This
might also be referred to as a nation’s comparative advantage. The staple of an
economy is defined as the exploitation of a nation’s endowments and natural resources.
This approach indicates that demand pressures a response whereby the factors of
production, land, labor, capital and entrepeneurship, are leveraged. Discussion in
Chapter 3 of this thesis presents evidence which will imply that Vietnam is well
positioned to take-off based on these two main features. The second feature mentioned,
technology, is assumed to be easily transferrable in a global society. The third feature
mentioned, strong and willing government, is also demonstrated in Chapter 3 but it is
implied that more policy direction may be needed.

Trade represents another important consideration for developing economies.
One study, conducted by Balassa (1979), seems to support the stages approach which
paralells Rostow’s (1960) insight. It is understood that lower income countries are not
able to compete with already industrialised countries and therefore rely on industrial
imports. Without the presence of significant capital, such underdeveloped nations can
only delve into import substitutions in light industry. However, as capital accumulates
and a country reaches the next stage that the country begins to export some
manufactures. At a later stage that same nation may assess the feasibility of heavy
industry substitution and exportation. Syrquin (in Chenery and Srinivasan, 1989)
pinpoints Japan as a prime example of this situation. Thus Balassa (1979) showed that
development of a nation’s economy will move through each stage based on its

comparative advantage i.e.. based on differences in physical and human capital.
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Accordingly, the structure of exports changes as a nation progresses through each stage
of economic growth and produces more advanced manufacturing goods. This
increasingly favourable trade environment is featured in Kuznets’ (1966) work and is
cited as a characteristic of contemporary industrialisation.

More recent studies have also provided support for the temporal or “staged
approach”. The referenced authors do not go into great detail on the ‘welfare-
enhancing’ aspect of industrial development but Haraguchi and Rezonja (in Szirmai et

al, 2013, p1) note that:

“Countries at different development stages have comparative advantages in
different industries. Identifying latent comparative advantages and
understanding their evolutions helps countries pursue welfare-enhancing
industrial structural change, something many developing countries have been

struggling to achieve.”

Kuznets (1957) stressed this point and noted that a nation’s capacity, rate and
direction of structural change are highly dependent on its current circumstances and
economic status. Kuznets’ seminal work is not an acute portrayal of the ‘welfare-
enhancing’ aspect of industrial structural change but is centred around the premise that
a nation must adopt the most appropriate structural change and industrial strategy to
maximise its growth potential. His study also showed that inequality rises in the first
stages of industrial development as profits are returned to the ‘savings class’ but
subsequently drops off as they are more equitably distributed. Kuznets’ depiction of
the inverted ‘U’ shape displays this trend. His work is referenced again in Chapter 3 of
this thesis.

Similarly, Atlenburg (in Szirmai et al, 2013) notes that a nation’s industrial
policies should align with the state’s respective administrative and governance
capabilities in order to promote expedient and sustained economic growth. It is for this
reason that the economic and political background of Vietnam is examined in Chapter
3. Chenery (1979) also presents an empirically based examination of the bases for
structural change leading to growth across a variety of contexts. His contribution to

development theory is extensive and he finds a common theroretical thread — countries
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at given average income levels (subject only to their respective sectoral composition
and focus) become industrialised and this allows them to prosper.

The literature reviewed thus far has concentrated empirical and theoretical
work which demonstrates the potential of industrialisation as a conduit to prosperity
and much of the literature on development economics, at least that which relates to less
developed countries, has pointed to this positive nexus. Indeed, there is consensus.
UNIDO (2013) disseminates further and make an interesting point that the case for
industrialisation in advanced economies should not be cast aside. The report argues
that nations at three stages of specificity can benefit from different activities: (i) less
developed countries have the greatest potential for growth by investing in agro-
industry, textiles and garments; (ii) middles income countries have the greatest
potential for growth by investing in heavy industry including metal fabrication and
automobile manufacturing and; (iii) advanced economies have the greatest potential
for growth by investing in high tech industries, innovation and by committing to
service jobs associated with such industries.

The case for industrialisation is therefore considered strong from a purely
economic viewpoint and moreso for less developed countries. Nevertheless, such
arguments stumble through ambiguity when attempting to decipher how such
industrial policies, structural change and economic growth can contribute to the
reduction of poverty across various economic and political contexts. For a greater
insight into this relationship, a contrast between neo-classical and Keynsian theory is
presented below.

The neo-classical approach to explaining poverty accepts the classical
economic premise that individuals are endowed with unequal sets of skills and
conditions and these can be either burdensome or beneficial. But the neo-classicalist
also accepts the role of market failure in the form of externalities, moral hazard and
adverse selection and these can all excacerbate poverty in individuals. Though neo-
classical theories, like their classical counterparts, espouse wariness of government
intervention, there is considered to be a level of assistance that can be offered to the
poor that can maintain their level of well-being without affecting the efficiency of the
overall system. Microeconomic strategies are therefore considered to be highly

leveragable by neo-classical economists.
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Classical and neo-classical theories of poverty tend to focus on individual
characteristics and accordingly prescribe microeconomic and, in the case of classical
economics, laissez-faire solutions. But another set of theories, based on the work of
Keynes, suggest that the macro perspective is actually more important. Keynesians
believe that economic growth, for example that which can be achieved through
industrialisation, is central to poverty reduction, hence there is a tendency to focus on
fiscal policy, as opposed to employment solutions, as a means of propelling growth-
enhancing industry and reducing involuntary unemployment. This, it is believed, will
spur long term growth and augment the overall capacity of the nation’s economy to
grow thus contributing to the well-being of its citizens. A tenet of this perspective is
that government intervention is required across an array of economic issues including
industrialisation strategies. To reduce poverty, it is argued that resources should not be
offered directly to the poor but should be invested into the economy more broadly.
Jung and Smith (2007) described this activity as the “socialisation of investment”.
However, a blanket approach to public investment is eschewed. Rather it is thought
that investment in certain sectors is more beneficial than others. As Davis and
Sanchez-Martinez (2014, p 39) mention:

“The focus on public investment to attain the complimentary goals of economic
growth, employment and poverty reduction is strongest in certain crucial
sectors which are considered to be the strategic in the sense that they exhibit

the highest multiplier effects.”

UNIDO (2006) echoes this sentiment and makes a clear distinction between
the effectiveness of a strategy that provides basic human needs directly to the poor and
the effectiveness of a pro-poor industrialisation strategy aimed at raising incomes. This
latter type of strategy is comparable to “giving a person a fishing rod” instead of
simply “giving a person a fish”, as is the case in the former type of strategy.

UNIDO (2006) distinguishes between agro-based industrialisation strategies
and labor-intensive industrialisation strategies and the authors elaborate in sequential
chapters. It is noted that agro-based industrialisation strategies have been well
established and remain a viable option for low income countries. Labor-intensive

strategies, on the other hand, are acknowledged as having strong potential but remain
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an underresearched area. The publishing organisation claims in the report that the agro-
based strategies align with their own corporate mandates but it is also mentioned that
further research into labor-intensive strategies would be welcomed and would
contribute to a richer understanding of the issue. The report notes that such a strategy
is successful, and can only be successful, in the presence of two conditions.

Firstly, the strategy must comprehensively involve the poor. This is a concern
for policy makers who formulate such strategies. ‘Comprehensive’ involvement of the
poor is not easy, however, especially when important spatial relationshps may be
overlooked. Thus a pro-poor industrialisation strategy that was previously deemed
positive may falter in the presence of contributory studies, such as those involving
provincial level data. The current study considers such data in Chapter 6.

Secondly, the strategy must be viable in the long term. The determination of
‘viability’ requires significant appraisal of that industry and a country’s circumstances
(economic status, geography, proximity to supply chains, availability of technology,
etc). In favourable circumstances it is theorised that labour-intensive industrialisation
strategies can be an effective way to reduce poverty.

For both types of strategy, agro-based and labor-intensive, there is a strong
reliance on manufacturing to absorb workers. This is due to the nature of activities
undertaken, typically involving production and assembly. Successful East-Asian
industrialised economies have thrived by competitively engaging in high tech
manufacturing industries involving such activities. This has benefitted the poor not
only because such jobs attract higher wages but also because exposure to newer
technology can be leveraged by a more skilful and experienced workforce in the
future. Furthermore, such jobs, though considered ‘high-tech’, require no significant
level of education to attain. This contributes to satisfaction of the first of the conditions
mentioned above — poor people can be involved comprehensively.

Theoretical insights, such as that offered by UNIDO (2006), into the
relationship between industrialisation and poverty reduction often focus on
employment generation. This insight provides reasoning for the imputation of
employment related varibales in the current study. Employment generation under the
human capital approach to economic development stresses the synergistic role of
skilled employment as both a driver of economic growth and an effective way to

reduce poverty in society (UNIDO, 2013; Weiss, 2011; Davis and Sanchez-Martinez,
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2014). The major challenge relateing to this insight relates to the application of
poverty-reducing policies in practice. Targeting key drivers of welfare-enhancing
structural change can be difficult when there are lack of incentives to do so in the
private sector. The expansion of human capital, including the development of
education and skills and subsequent reduction of poverty, is one such area that would
be neglected in a competitive marketplace because employers must outlay significant
funds to achieve this goal (UNIDO, 2013). The same underinvestment applies to
innovation and technology because these facets of business are not easily appropriable
in underdeveloped economies and are subject to coordination failures.

Thus UNIDO (2013) mentions that policy makers with an industrialisation
agenda must: (i) harmonise policy in practice with the existing political system
because politicians will not underwrite prescriptions that do not do so; (ii) strive to
attain strong leadership that aligns with the transformative agenda; (iii) encourage
dialogue between public sector policy makers and private sector experts thus ensuring
that all stakeholders needs are considered and; (iv) augment the management
capabilities of those tasked with industrial policy making. Given these conditions,
UNIDO (2013) makes an argument for government policies that focus on
manufacturing growth. The implied benefits of such growth manifest in the creation of
better paid and more beneficial labour conditions for workers which then results in
reduction of poverty.

Saleem and Donaldson (2016) reinforce this sentiment. They argue that it was
only the presence of an active government and the ability of the economies in the six
nations examined (Japan, South Korea, Taiwan, Thailand, Hong Kong and Singapore)
to adapt that allowed those nations to reduce poverty primarily through
industrialisation. The theoretical insight garnered from this study is that laissez-faire
style governance cannot contribute significantly to poverty reduction. Instead there
must be a powerful and state sanctioned approach which focuses on industrial
development and structural change.

The discussion above maintains a common thread — that manufacturing is
regarded by theorists as a significant driver of structural change and economic growth
and that such growth can be reconciled with policies aimed at reducing poverty in
society. Industrialisation agendas, such as that espoused by Vietnam, may therefore be

regarded as positive from a social welfare perspective. Nevertheless, such agendas
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must pay heed to the economic, temporal and spatial potential of the country within
which they are applied. For example, it would be folly to expect a lower-middle
income country such as Vietnam to excel in the production of automobiles when there
are serious competitors like China and South Korea to contend with in the region.
Clearly, Vietnam does not possess competitive advantage in this area. Hence, policy
prescriptions must be reinforced by research which demonstrates where these
potentialities reside. The current research seeks to elaborate on these potentialities in
the context of Vietnam and policy recommendations in Chapter 7 are therefore derived

empirically and theoretically.

2.5 Summary and the gaps in the existing studies

a) At the household level (refer to 2.4.1):

Overall, the literature on the impacts of industrialization on poverty reduction
in Vietnam is still relatively sparse. This caveat may point to a general unwillingness
on behalf of the bulk of economic researchers who have tended to concentrate on
strategies and drivers of economic growth whilst overlooking the potential welfare
enhancing aspects. Such unwillingness may be understandable since all the seminal
theoretical work on industrialisation, some of which is reviewed in section 2.4.3, has
shyed away from this challenge. Kuznets’ research (1957) is a prime example. It has
helped us to understand how a developing nation progresses through various stages of
development. It also exposed how income inequality manifests and then recedes over
time. However, this work, and other research of that significant era, did not directly
specify on a micro scale the mechanisms by which poverty reduction may be
achieved. The above review of more recent empirical and conceptual literature has
highlighted ways in which this challenge might be approached, however a more
comprehensive attempt at deriving a sound economic theory of poverty reduction is
still required.

The reviewed studies have demonstrated where advancement can be made.
The development of the manufacturing sector, coupled with enhancement of
educational opportunities and health, were noted as salient starting points. Pham and
Le (2012), Minot (2000) and Minot et al. (2003) provided evidence of this. Lapova
and Szirmai (2012) established a foundation for analyses regarding direct, indirect and

induced impacts. Studies such as Glewwe (1991) and Minot (2000) have provided
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sound methodological insight which can be used to further our understanding. There
remains much work to be done on this topic and it will require adherence to empirical
methods to expose specific and significant contributors to poverty reduction.

The present study attempts to provide in depth empirical evidence on the links
between poverty reduction and the manufacturing sector in Vietnam. It was noted
above that existing quantitative studies have not included manufacturing as a
determinant of household poverty in both the cross-sectional data and panel data using
recent surveys. This distinguishes the present study from others conducted in a similar
context.

This is the first empirical study that investigates and attempts to prove whether
the ratio of a household’s skilled labourers based on vocational education positively
influences household expenditure, household income and poverty status. VVocational
education includes short-term technical worker, long-term technical worker,
professional high school, vocational college, and from college to Doctor of Philosophy
(PhD). Existing studies have merely examined the effect of educational levels of a
household head and using education levels® as proxy variables.

Whilst the government has recognized the importance of the number of skilled
household members, no empirical study has yet investigated this role in the
industrialization process. The government has set out a Technical-Vocational
Education and Training (TVET) Development Strategy for 2011-2020. The overall
objective of the strategy is to ensure that by 2020 vocational training will be supported
to improve income, reduce poverty, enhance sustainably and ensure social security
(Vietnam, 2012a)

This study is expected to shed more light on the effects of manufacturing sector
on households’ expenditure, households’ income and poverty status in Vietnam. It will
also analyse the links between vocational education, employment and poverty.

In the effort to extend the research on poverty in Vietnam, this study uses the
updated data of Vietnam’s household survey, namely, the VHLSS 2012. With this

updated data, the study can compare the role of employment in the manufacturing

® In the VHLSS, educational levels are divided into 12 main groups: (1) no diploma, (2) complete
primary school, (3) complete lower secondary school, (4) complete upper secondary school, (5)
complete short-term vocational training, (6) long-term vocational training, (7) professional high school,
(8) vocational college, (9) junior college diploma, (10) bachelor degree, (11) master degree, (12)
doctorate.
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sector across two stages in Vietnam’s development. First, in its early stage of
development when it was a low-income country. Second, when Vietnam had become a

lower middle-income country by the end of 2010.

b) At provincial level (refer to 2.4.2):
This study attempts to analyse factors that may be important for poverty
reduction at the provincial level. More specifically, it considers two main questions:
e What is the relationship between poverty rates and the manufacturing sector at
the provincial level?
e Are there any indirect or induced effects from the neighbouring provinces on
poverty reduction?

The design of the econometric analysis that follows maintains a similar approach
as those discussed above yet it differs from others conducted Vietnam.

Firstly, this will be the only quantitative study that investigates the relationship
between the Vietnamese manufacturing sector and poverty rates at the provincial level
using percentage of workers in the manufacturing sector as an imputed variable. The
study also proceeds with a combination of two kinds of data (VHLSSs and ESs) in
2004, 2006, 2008, 2010 and 2012.

In considering the relationship between the Vietnamese manufacturing sector
and poverty rates at the provincial level, this study also explores the presence of
indirect and induced effects. In particular, the study investigates whether growth in the
manufacturing sector can be associated with positive outcomes such as the creation of
employment or increased incomes. In so doing, the role of industrialisation in poverty
reduction is stressed and this will add to the body of knowledge concerning poverty
reduction in the Vietnamese context.

Secondly, this study uses the proportion of skilled workers as an exploratory
variable. This is estimated at the provincial level. Such spatial information is a weighty
addendum to the analytical base of this thesis, particularly because it fills a
considerable research gap.

Thirdly, this is the first study in Vietnam that uses spatial regression approach to
unveil correlation between observations and poverty rates. The benefits of spatial

information are acknowledged elsewhere in this study.
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In brief, the above review of literature (refer to 2.4.1 and 2.4.2) outlined the
major concepts and variables, and the relationship between them, in studies into
poverty. The limits of these studies are acknowledged. Nonetheless some common
insights have been obtained. The intent of this section is to apply these insights to
design a model that meets the requirements of the current investigation. This design

will require adherence to certain economically grounded principles.
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CHAPTER 3 VIETNAM’S ECONOMIC BACKGROUND

3.1 Introduction

The Vietnamese economy has experienced rapid economic growth and
undergone significant structural changes since the mid-1980s. The purpose of this
chapter is to provide a review of these economic developments in order to provide the
economic context for understanding the country’s achievements in poverty alleviation.
The context and trends observed will illuminate those factors that are most important
for poverty reduction at Vietnam’s current stage of economic development. The
imputation of appropriate variables in subsequent analytical chapters (Chapters 5 and
6) will rely on the observations made here.

The chapter divided into three more sections. Section 3.2 discusses Vietnam’s
most significant economic reforms, known as Doi Moi. Section 3.3 discusses economic
performance and structural changes in the post Doi Moi period. Section 3.4 discusses
the importance of understanding macroeconomic factors and how they contribute to

poverty alleviation.

3.2 Overview of Economic Transformation

Vietnam’s economy was based on Soviet-styled central planning. The centrally
planned economy operated from the latter half of the 1950s until the economy started
to make a transition to a market economy in the mid-1980s. The period of central
planning can be divided into two periods of time (during the war-time period from
1954 to 1975 and during the post-war period from 1976 to 1986 after the country
became unified). However, there were certain degrees of market elements and
piecemeal reforms in the centrally planned economy. These led the way to a successful
transition to a free market economy following the introduction of economic reforms
known as Doi Moi in 1986. This section presents discussion in two further parts.
Firstly, the historical background of Doi Moi is examined. Secondly, Vietnam’s most
significant economic reform is investigated along with economic developments since

that time.

3.2.1 Historical Background of Doi Moi (1954-1986)
During the period 1954 — 1975, the Vietnamese economy was based on

Marxist-Leninist principles and adapted the traditional Stalinist central planning model
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to suit local conditions during wartime. Following the defeat of the French at Dien
Bien Phu in 1954, and with its strong ties to the Soviet bloc, transition to a centrally
planned economy seemed inevitable. Thus, according to the neo-Stalinist model, land
reforms were immediately sought in 1954-55. Rural collectivisation and urbanisation
followed soon thereafter in 1959-60. A period of ‘socialist transformation’
simultaneously influenced commercial institutions thus driving down private
investment and mitigating the operation of a free market in Vietnam. By the early
1960s the Soviet impetus had saturated the Vietnamese landscape, at least in the north,
and the orthodox institutions of central planning were cemented (Fforde, 1999).
Institutions under the traditional Stalinist model are arbiters of the central
government. Authority in such systems is wielded, often via use of force, and is not
granted (Funnell, Cooper & Lee 2012). Fforde and de Vylder (1996) note that this
authority and monopolisation of industry is used to drive economic development with
resources being directed and allocated through the state’s distribution systems. Such
monopolisation in Vietnam allowed the state to focus on their priority tasks of national
construction and propagation of heavy industry, particularly from 1960 onwards
(Harvie & Tran, 1997). In the agricultural sector, plans and targets became managed
centrally and targets would be drawn up annually. These plans would then cascade
down through lower levels where cooperative plans would be drawn up. The
Vietnamese Government’s emphasis on agriculture during the fledgling years of
communist Vietham was evidenced by its large scale investment in infrastructure
there. Agricultural cooperatives subsequently employed in the government’s service
paid significant agricultural taxes and sold produce back to the state below market
price. In the industrial sector similar planning principles were established. Targets
were set for state owned enterprises (SOEsS) and inputs were governed centrally.
According to the plan, outputs were then traded via the state’s monopolised channels

(Fforde & De Vylder, 1996).

The advancement of the Stalinist model rallied people and resources in
Vietnam and was a catalysing force for the liberation of the South. Unfortunately, as
was the experience of many fledgling under communist principles, the central planning
system distorted the nation’s economy and inefficiency ensued. The country suffered

from misallocation and underutilisation of resources thus stunting its economic growth
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potential (Harvie & Tran, 1997). The central planning system also crippled the
country’s ability to source materials internally thus placing great reliance on imports.
Dang (2004, p.19) notes that the political and ideological force emparted by ‘Soviet-
style’ governments retain a common characteristic in that they themselves become the
greatest constraint on the pace of reform, “slowing it or, in the early stages especially,

negating or annulling initiatives to overcome crises in the economy.”

The deterioration of the Vietnamese economy was tempered by the thoughts of
Ho Chi Minh and a cultural impetus’ which placated the Stalinist model and made the
experience authentically Vietnamese. In the North, where the Stalinist agenda had
sprouted, obedience to ‘socialist duty’ was not intense. The North Vietnamese
economy tended to respond to local stimuli and eschewed property norms of the
Stalinist model in the agrarian economy. This response to local and household
demands was evidence of a relaxation of Stalinist principles and an at least tacit
acknowledgement of a countervailing market. Furthermore, units of the state sector
were encouraged to seek economic prosperity outside the centrally governed and
Stalinist plan (Fforde, 1993). Ideologically and in principle, the Vietnamese economy
resembled a Soviet style ‘command economy’ from the late 1950s. However local
imperatives, whether derived culturally, commercially, rhetorically or otherwise,
meant that many of the mechanisms of the command economy were not implemented
in practice, particularly in the south which did not provide a fecund ideological base
for communism (Mallon & Van Arkadie, 2004).

Central planning only became possible in the south following victory in the
Vietnam War and unification in 1975. Prior to this during the period 1954 — 1975 the
South had followed the US model of capitalism. The acknowledgement and exercise of
a capitalist-like market in the South meant that transition to a command economy
would be difficult (as will be seen, the presence of this market based economy in
Vietnam’s past also meant that transition back toward a free market economy would be
eased). The state pushed this agenda for four years but could not implement the model

successfully. Agriculture was, at this time, a major economic contributor in the South

" The Vietnames people have an eclectic background, have suffered through periods of imperialisation
and war and have had to recover their national independence more than once but they retain a strong
sense of nationalistic pride. The fortitude of the Vietnamese is acknowledged but investigated no
further here.
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but farmers, perhaps struggling with the new model or suffering from the indignities of
collectivisation, could not match previous levels of output (Beresford, 1993). This may
have been expected since policy in centrally planned economies focuses on
consistency of inputs and outputs but does not aim to achieve resource efficiency
(lvanov & Peleah, 2010). With this quandary various ‘fence-breaking’ activities were
opened up and the Vietnamese economy slid further from away from central

command.

During the period 1979 — 1983 the product contract system in agriculture was
one of the most common and thereby significant changes to the Soviet-style command
economy. This system had emerged during the 1960s where various small scale
provincial experiments had begun (Dang & Cuong, 1999; Dang, 2004). Under this
system land would be apportioned to individual households who would retain
responsibility for most of the physical work. Larger cooperatives agreed to engage all
other logistical and support work including the provision of inputs, ploughing,
irrigation and maintenance. Contracts were then arranged by the state for fixed levels
of output and any surplus achieved could be sold at the pre arranged price or on the
free market. This represented a significant boon for cooperatives and farmers as it
improved their terms of trade and fuelled incentive which was previously absent. The
contract system was installed in January 1981 by Directive #100-CT (Florde & de
Vylder, 1996; Dang & Cuong, 1999; Dang, 2004) and decentralisation became, at least
partially, formalised in agriculture. Efficiency gains in the economy’s largest sector at
the time ensued since greater flexibility allowed the economy to respond to both static

and dynamic processes (Fforde & De Vylder, 1996).

Nonetheless, if Vietnam sought to retain a prosperous economy intact and
maintain the welfare of its people it had to turn attention to heavy industry, attract
direct foreign investment and continue to transition to a more market oriented
economy (Perkins & Vu, 2010). By the end of the 1970s foreign aid from China and
the West had sharply declined and supplies flowing into state based industry had
shrivelled. Thus many monopolised factories facing the reality of their competitive
frailty necessarily engaged in activities outside of the central plan. The benefits of such
activities were quickly realised, particularly in cases where factories traded on the free

market. These factories could raise cash levels thus allowing them to incentivise
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employment, buy new materials or access markets that were previously unavailable
(Fforde & De Vylder, 1996). Chronologically, the progression of industrial reform
more or less paralleled that in agriculture. By the late 1970s the seeds of reform were

Sewn.

A significant step in Vietnamese industrial reform occurred at the Sixth Central
Committee Plenum in August 1979. Here the idea of ‘three interests’ — the state, the
collective and the individual — was approved. The institutional recognition of any
entity with interest outside of central command was philosophically and pragmatically
ground breaking (Dang, 2004). In January 1981 the Government Council issued
Decree No. 25-CP and the idea became the ‘Three Plan’ system. The three Plans
would be governed individually and separately. Plan A was the prerogative of the state.
Plan B would be governed by local institutions and businesses. Plan C entailed all
other market based activities. This piece of legislation was a potent rhetorical step in
severing central command’s hold of Vietnamese industry however in reality it merely
formalised arrangements that had existed for years (Dang, 2004). Occasionally these
arrangements were evidenced as policy. In some cases in the South, capitalist models

were temporarily advocated to spur growth and transition away from communism.

Later in 1981, Directive 100-CT and Decree 25-CP were introduced for
agriculture and industry respectively. These pieces of legislation formally recognised
and encouraged fence breaking activities thus severing central command’s overt role
(Fforde, 1999). Market forces began to play a larger role and Viethamese commerce
benefited from the optimisation of resource allocation both human and material. With
this, local businesses were provided a foundation to grow and Vietnam’s capital base
expanded (Fforde & De Vylder, 1996). With official government decress including
those above the augmented role of the market became formalised and transition from

central command was irreversible.

This sub section has demonstrated historical abrasiveness between the political
goals of central command and the practicalities of Vietnamese commerce and has
shown that the spread of socialism in Vietnam was never fully able to take root. Even
during the most thorough period of transformation the free market and private
economy were not eliminated. Thus, Vietnam’s central planning model adapted. The

use of contracts in agriculture and the government’s encouragement of market forces
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in industry provide evidence of this adaptation. Though the Vietnamese economy was
not strong by the mid 1980s even compared to other fledgling communist nations, it
had already begun to improve significantly and was well poised for seminal reform.
The culmination of this economic reform schedule occurred in 1986 and was known as
Doi Moi.

3.2.2 Doi Moi (Economic Reforms)

Doi Moi (economic reforms) was approved at the Sixth Party Congress held in
December 1986 and heralded the abandonment of central planning in Vietnam (Fforde
& De Vylder, 1996). Poignant aspects of this reform schedule included the recognition
of weaknesses of the centrally planned model and a willingness to alter policies so that
they could become more market oriented. As was discussed earlier, progress towards
economic reform was eased in some cases where capitalism had previously existed
(i.e. the South) and in others where the juxtaposition of market based transactions with
central command transactions had illustrated the former’s worth. Such a transformation
was underpinned by three main pillars: (i) market-oriented reforms; (ii) stabilization of
the macroeconomic environment; and (iii) Vietnam’s pro-active intergration into the
regional and world economy. A numbers of measures taken in accord with these policy
objectives have significantly broadened Vietnam’s economic opportunities and
enhanced its capacity to realize those opportunities. This sub section presents instances
of reform associated with DoiMoi whilst examining their respective sectoral effects
and delineates Vietnam’s economic progression since that time. Discussion also
focuses on the process of changing the thinking of industrialization and restructuring
of the sector in Vietnam through the congresses of the Party.

The inception of Doi Moi in December 1986 had immediate implications for
the economy of Vietnam and many previous efforts by the state to centralise and
restrict competition under central planning were now modified or reversed. This meant
the effective abandonment of the neo-Stalinist central planning programme (Fforde &
De Vylder, 1996). Reforms and privatisation in industry were slow to begin with
largely due to a ‘socialist orientation’ and unwillingness to reform. Hence private
economic activity benefited first and foremost under these new conditions (Riedel,
1995). Riedel (1995) notes that, “Stores and restaurants opened up almost as fast as
they were cracked down in 1978”. The year 1986 thus represented a significant turning
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point. Under Doi Moi the state recognised the value of a dynamic economy - flexible
and able to respond to contemporary forces. Communities and businesses responded
with optimism.

The initial impetus of Doi Moi contributed to the expansion of industry in
Vietnam. This expansion represents significant progress, particularly because this
aspect of the economy was recognized as a priority long before 1986. In fact, from the
Third Congress of the Party (1960), the problems of industrialization and restructuring
of economic sectors wereacknowledged as key areas where the Vietnamese economy
must be improved. The reports state that socialist industrialisation was necessary and,
in particular, the nation should concentrate on the “development of heavy industry in a
reasonable manner, and strive to develop industry and light industry"”. At the time, the
Vietnamese government was guided by the Soviet-style central command economy, so
the term ‘reasonable’ here seemingly refers to the parameters of communist economics
and the limited role of the market.

Industrialisation and restructuration were acknowledged, stressed and adjusted
via the Fouth, Fith and Sixth Congresses of the Party (Bui, 2006). Then, with the
‘reasonable’ barriers dismantled in 1986, Vietnam took a direct and market based
approach to solving the problems of industrialization and restructuration.‘Major
economic programs’ were focussed on the task of augmenting heavy industry and
infrastructure. This policy rather strongly advocated developmentin a relatively
independent and market based manner. The only other notable adjustment was that
sectoral development priorities in 1986 focussed on energy industries (electricity, coal,
petroleum) instead of further developing a number of heavy industries, as was the
intent of previous five Party Congresses.

Policy directed towards the promotion of industrialisation became focussed on
the absorbtion of inefficient or underutilised manpower and subsequently steering this
manpower towards the production of three economc staples — food and foodstuffs,
consumer goods and export goods. Here it is important to note the link between
Vietnam’s industrialisation policy and the manufacturing intensity of those targeted
economic segments. All segements are manufacturing intense (including mainly
support activities for the production of food and foodstuffs), hence there has been an

overt acknowledgement of this sub-sector’s role in Vietnam’s ongoing industrialisation
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process. The present study will seek to build upon these foundations laid in 1986 and
investigate their merit in contemporary society.

Along with above mentioned policy directives and concurrent adjustment of
investment structure, Vietnamese policy was directed at the development of an
economy that adhered to market principles and encouraged most forms of ownership.
The following milestones are particularly important:

In the agricultural sector, farmers’ conditions had improved considerably. Land
reforms of 1986 resolved to give farmers the right to choose what they produced on
their own land. These rights were enhanced again in 1988 when the Politburo issued
Resolution 10 leading to the decollectivisation of agriculture. This resolution further
loosened the state’s grasp on commerce and led to the return of household agriculture.
Positive responses were observed. Vietnam moved from a net importer of rice before
these reforms to the third largest exporter (Beresford, 1993). Gains were experienced
with other agricultural products including coffee, rubber and soy. By the late 1980s,
these achievements in agriculture, coupled with major exports from large scale
petroleum operations at the Bach Ho oil field, allowed Vietnam to turn its trade deficit
into a sizeable surplus (Perkins & Vu, 2010).

Non-state units in the industrial sector would now be allowed to compete with
SOEs where interests were deemed non-strategic. In 1987 Doi Moi had also entrenched
a relatively liberal investment law when compared with other South-East Asian
countries and this, coupled with its geographical proximity to global supply chains and
abundant labour resources (US Deparment of State, 2013), made Vietnam a more
attractive foreign investment prospect despite embargoes at the time.

A series of reforms were also conducted in other sectors, once again
demonstrating willingness for change. Many of these targeted the financial sector and
sought to prepare or right the economy with regard to the stabilization of inflation and
interest rates. In 1989 the exchange rate was floated, hyperinflation was arrested and
the banking system adopted a real interest rate. Also in 1989 the services sector
received a considerable boost when price controls were removed from factor markets
(Fforde & De Vylder, 1996). Thus progress was made towards macroeconomic
stabilization and a foundation for growth was laid. The legal system, trading
environment, financial environment and building capacity were similarly overhauled in

1989 leading to the complete transformation of Vietnam’s economy from centrally
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planned to market based in less than a decade (Dollar & Ljunggren, 1997; Fforde,
1999).

This tremendous series of reforms during the period 1986 — 1989 and
particularly in the year 1989 allowed Vietnam’s economic transition to be described as
an example of ‘bold reform’ or as a ‘big bang’ approach to economic transition similar
to that experienced by Eastern Bloc countries (Dollar, 1996; Riedel & Comer, 1996;
Riedel, 1997). Perkins and Vu (2010, p. 8) indicate that the Vietnam’s transition to a
market economy was rapid, “partly by choice and partly out of necessity,” whilst
Riedel and Comer (1996) argue that the style and rapidity of Vietnam’s transition
smacks of an absentee IMF orthodoxy.

Yet the view that Vietnam’s economy somehow exploded out of the ashes
tends to focus on the tremendous year of reform, 1989, and neglects more subtle
instances of officious reform which occurred from 1986 — 1989. Additionally, reform
may have appeared hasty on paper but circumstances, wrought over far less explosive
periods of time, may have eased Vietnam’s transition. As mentioned above, these
circumstances included capitalist sympathies in the South and recognition of a
countervailing market from which benefits could be garnered in the North. The potent
ideological influence of Stalinism was seemingly not enough to control Vietnam’s
economy. Agricultural and industrial concessions by central command had been made
almost since the war’s end.

Thus, the year 1989 may more aptly be described as a culminating year in
Vietnam’s history of reform. As was discussed in section 3.2.1, much of the boldness
attributed to this year of reform, 1989, was the result of a gradual implementation of
microeconomic reforms. Indeed, the Vietnamese trading environment that had been
supplanted by central command during the post war years 1975 — 1986 had forced the
adaptation of many economic units who found prosperity in the marketplace. The ‘big
bang’ of 1989 can therefore considered to be a carefully executed cultural and
commercial transition, perhaps guided by acquiescence to market forces, and supports
the view that transition was more cautious and evolved from the practicalities of
Vietnamese commerce (Naughton, 1996). Naughton (1996) furthers this argument
indicating that an extant free market in Vietnam was an upshot of previous government
policy which had forced certain economic units to seek markets whilst simultaneously

not restricting them. The raft of reforms in 1989 might therefore be most significant in
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that they signposted Vietnam’s full transition to a market based economy. However, in
some cases state based protection and inefficiency remained and it was recognised that
more had to be done to drive the economy. This typically involved the elimination of
any leftover hindrances to trade. Progress from this point was then a matter of
restructuration, stabilisation and deceleration of reform. Doi Moi was successful in
achieving these goals and driving Vietnam’s economy through the 1990s. But the
speed of this economic progress has slowed more recently. The next section will
outline economic trends in Vietnam since Doi Moi and will emphasise the role of

industrialisation in arresting this slowdown.

3.3 Post- Doi Moi (Economic Reform) performance and trends

Officially, Vietnam has been transitioning from a centrally planned economy to a
market oriented economy for less than three decades. During this time impressive
results have been achieved. Vietnam has built up an impressive record of economic
growth that has also been equitable and stable. GDP growth per capita has averaged
5.5 percent a year since 1990, yielding a three and a halffold increase in average
income. Only China performed better. Growth has benefited from a remarkably stable
and strong, externally oriented economy. External trade has been a major driver, much
of it powered by strong foreign direct investment. Thanks to high economic growth
and shared success for all people, social outcomes have improved dramatically across
the board. As a result, poverty has fallen rapidly.

The many achievements since the launch of the Doi Moi reforms have certainly
contributed to the ambitious goals set forth within the 2011 2020 Socio-Economic
Development Strategy. This document establishes the objective “to become a basic
industrialized country with the foundation of a modern and industrial country by
2020.” By 2035, 60 years after Reunification, Vietnam aspires to become a modern,
industrialized economy—next in a succession of East Asian economies to have made
the transformative journey to upper-middle or high-income status such as the Republic
of Korea, Singapore, Malaysia, China, and Taiwan.

The achievement of such industrial aspirations will require a focus on economic
restructuration. For a country at Vietnam’s stage of economic development, this will
involve a transformation from a small production economy based on traditional

crafting techniques to industrial production based on modern technology. There are
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several basic criteria which reflect these macroeconomic, structural factors. These
include GDP, workforce structure and exports structure.

This sub-section reviews salient features of Vietnamese economic performance
since Doi Moi. This macroeconmic background must be understood in order to provide
a foundation of understanding and a baseline from which assessments of progress can
be made. Poverty alleviation, in the context of industrialisation, is the enduring goal of
this study hence social aspects related to industrialization and structural change are
emphasized where appropriate.

Analsysis of key macroeconomic variables and social contexts will illustrate
where further advancements can be achieved.

GDP growth and Poverty

Despite periods of low growth rates, in general the average growth rate per year
for the period 1986-2013 was relatively high. Over the past two decades, 1993 — 2013,
Vietnam’s annual GDP growth averaged 6.25 percent. This growth rate is strong
compared to other Asian countries at similar stages of economic development.

Vietnam’s strong history of growth is illustrated in Figure 3.1. This graph also
shows where notable fluctuations occurred. GDP growth for the period 1991-2005
was strong despite the Asian Economic Crisis and averaged around 7 percent per year
From 2006- 2010 this strong trend slowed down to 6.3 percent per year and from
2011-2013 fell to around 5.62 percent. However, in 2013, GDP growth is showing
signs of recovery from its lowest growth rate since 1999. GDP growth was 5.42
percent in 2013 (Figure 3.1).

Figure 3.1 GDP Growth in Vietnam (1986- 2013)
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The initial three years after Doi Moi, where GDP growth averaged 3.9 percent,
can be seen as preparation for a transition to a new model of economic governance,
one that has proven to be more compatible with GDP growth. In all years since,
Vietnam has maintained a reasonably stable and strong growth rate however there have
been unfavourable factors. Economic growth in Vietnam fell sharply due to the impact
of recent financial crises, particularly the Global Financial Crisis from 2008 — 2009,
which adversely affected Vietnam’s trading environment. In the context of the world
economy during the period, there were many uncertainties. High inflation rates were
prevalent and the nation suffered from domestic production problems. So the economic
objective of Vietnam currently is to control inflation and achieve macroeconomy
stability. Therefore, the growth rate 5.42 percent (2013) is considered a reasonable
increase. In addition, if we exclude factors of price increase (in constant prices), per
capita GDP in 2013 was 3.75 times higher than in 1985. This represents an increase of
4.83 percent per year. In 2013, per capita GDP in Vietnam was ranked seven in Asian
countries with the growth rate around 9 percent. It was just higher than Cambodia,
Laos and Myanmar. Nonetheless, the gap between Vietnam and other countries in the
region has narrowed significantly.

Other macroeconomic indicators, such as Gross National Income (GNI), also
point to positive economic progress. The World Bank adopts the Atlas method to
estimate GNI. According to their calculations®, GNI per capita increased from 170
United States Dollars (USD) in 1993 to 1170 USD in 2009, a real change of 660
percent in Vietnam. By contrast, China’s GNI over the same period started at 410 and
rose to 3610 in 2009, an 880 percent change. Cambodia’s started at 202 USD and rose
to 700 USD, a 350 percent change. A relatively low starting point and notable
improvement in per capita incomes has pushed Vietnam over the threshold of low
income countries. Vietnam is now classified by the World Bank as a lower-middle
income country. This relative and positive trend has continued since the end of GFC.
Income per capita increased from 1270 USD in 2010 to 1,740 USD in 2013.

As discussed above, GDP in Vietnam has grown strongly for over two decades.

Bui (2006) note that GDP growth must be coupled with economic restructuration,

® Income group classified by the World Bank based on GNI per capita using the Atlas method: Low
income is $995 or less; lower middle income $996-$3,945; upper middle income $3,946-$12,195; and
high income $12,196 or more.
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particularly in the mobilisation of labour, to sustain such improvement. The issue of
restructuring of economic sectors is one of the main concerns of the process of
industrialization and a nation’s industrial progress can be assessed under three criteria.

The first criteria is percentage of GDP by sector (argriculture, industry and
sevirce). Depending on the country’s stage of economic development, this commonly
used criterion indicates that a country’s economic structure should ascend from
agrarian economics through industry and towards services as the nation becomes more
successful. This trend is reflected by techonolgical uptake by sector. Typically the
services sector accounts for the highest proportion of technology within an economy
followed by industry then agriculture. Further to this, productivity improves following
technological enhancenments so GDP growth and productivity in the non-agricultural
sector usually oustrip the agricultural sector.

The percentage of GDP by sector is useful as it provides a snapshot of a
nation’s stage of economic development and can show where attention may be needed.
It must be noted however that contextual factors may perturb the value of this
evaluative tool. A researcher may, for instance, have to consider natural disasters, the
country’s natural resource endowments, war or any number of confounding factors
before evaluating, or indeed benchmarking, that country’s sectoral contribution. Hence
the percentage of GDP by sector is most relevant when it compares countries of similar
economic and cultural backgrounds or when it is averaged over not-short time spans as
this mitigates extraordinary short term factors.

More valuable information about economic restructuring can be gained by
analysing the sub sectors within an economy. This is true because the subsector
structure can better reflect quality aspects and the level of modernization (Bui, 2006).
Within the industrial sector, for example, manufacturing is a sub-division that requires
highly technical skills as well as strong capital and modern technology involved with
activities such as mechanical engineering, industrial electronics, pharmaceuticals and
cosmetics. A higher proportion of GDP in this subsector will show that an economy
reached a higher degree of industrialization than a proportion favouring the field of
mining, industrial assembly or agro-processing. The sub-sectors that reflect
industrialisation best within the services sector include those that combine high quality

services with modern technology. These include insurance, banking, consulting and
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telecommunications. Small scale activities, manual, low technology and field
activities, such as those in civil service, are indicators of a less industrialised economy.

The second criterion by which a nation’s industrial progress can be assessed is
the labor structure working in different production areas. In terms of macroeconomic
analysis, the labor structure is a solid indicator of industrialisation and accounts for
socio-economic factors (Bui, 2006).

The third criterion is export structure. This aspect relates closely to percentage
GDP by sector as patterns in exports typically follow output by sector. Since it is
accepted that agriculture will contribute most to GDP in earlier stages of economic
development, it is expected that this sector will contribute most to an underdeveloped
nation’s exports. It is likely that an underdeveloped nation’s labor force will also
reflect this agricultural bias at the time of evaluation.

Current and historic appraisal of Vietnam’s economic structure and
performance indicates that the country has been guided by capable hands. Rapid
growth of the economy has been accompanied by a profound change in the country’s
economic structure including the restructuring of value added (VA) by sector and labor
respectively. Two decades ago, Vietnam was primarily rural, with nearly 80 percent of
the population living in the countryside and only 20 percent residing in cities and
towns. The urban sector was dominated by two major economic and political hubs:
Hanoi in the north and Ho Chi Minh City in the south.

Figure 3.2 shows that GDP growth in Vietnam from 1986 — 2013 was not
uniform across sectors and followed a path of industrialiation. Most notably, the
agricultural sector’s contribution to GDP growth halved over this time period. The
industrial and services sectors’ contributions increased evenly.

Overall, the agriculture sector (cropping and farm sidelines) played an
important role in the early years of Vietnam’s development success. However, its share
of GDP has fallen to half of what it was in the early 1990s, and in 2010 it contributed
only 18.3 percent of GDP. Industry, which includes manufacturing, construction, and
utilities, has been the most rapidly growing and dynamic sector and currently makes up
38.3 percent of GDP. Services contribute 43.3 percent, modestly higher than the level
in the early 1990s.

It can be seen in Figure 3.2, from 1988- 2005, there is a clear change in GDP

growth by sector. Agriculture’s share of GDP in 1988 accounted for over 46 percent,
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but its share declined rapidly to around 19 percent in 2005 (reduced around 1.2 percent
per year). In contrast, the industrial sector’s share of GDP has tended to increase from
1990 displaying an approximate 23 percent share to over 38 percent in 2005. In the
service sector, the share of GDP has also tended to increase from around 38.5 percent
in 1990 to 42.5 in 2005. This means that industrialization has profoundly changed
Vietnam’s economic structure. The proportion of added value of the industry sector in
the GDP rose from 22.67 percent in 1990 to approximately 40 percent in 2005 (almost
double within 15 years). The industrial sector has actually played a leading role in the

development and the restructuring of the entire economy.

Figure 3.2 Sectoral Composition of GDP in Vietnam
(1986- 2013)
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However the restructuring tends to slow down in recent years due to the GFC
in 2008 and from 2011- 2012, the socio-economic situation in Vietnam continues to be
affected by the instability of the world economy due to the financial crisis and debt
crisis in Europe has not been resolved. For agriclutrue sector, it is 20.4 percent in 2008
and 19.3 percent in 2013. For the industrial sector, it is 37 percent in 2008 and 38.3
percent in 2013. For service sector, it is 42.5 percent in 2008 and 43.3 percent in 2013.
From 2008- 2013, the argriculture sector just reduced nearly 1 percent, while the

industry sector increased 1.3 percent followed by the service sector with 0.8 percent.
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The share of the service sector also increased since Doi Moi, but growth there has
become more modest since the 1990s.

One feature of Vietnam’s economic structure is particularly relevant for the
present study — the contribution of the manufacturing sector to GDP has remained
quite stable since 1997 (see Figure 3.2 and Table A3.1 in the Appendix to Chapter 3).
This may be the result of a trend towards producing high-tech products in Vietnam
over the last two decades. One of the outstanding issues in the industrial restructuring
from 1990- 2013 is in the VA of the sub-sectors in the industry sector have an increase
in the various levels in which the manufacturing sector increased from 12.26 percent in
1990 to 17.5 percent in 2013, compared to other sub-sectors within the industrial
sector, the share of the manufacturing sector is the highest. In particular, according to
the report of the General Statistic Office (2013), the food and beverage production,
textile, apparel manufacturing, production of leather and related products, paper
manufacturing, metal products (except machinery and equipment), production of
computer and electronics, motor vehicles are the major contributors to the growth in
the manufacturing sector with the production index over 10 percent. These are labor-
intensive industries. Hence, the relatively high growth rate, the industry has
contributed actively in maintaining and creating new jobs for the economy. Basically,
the equivalent of an increase of the share of manufacturing sector per average annual
GDP of countries East Asian countries such as Janpan, Korea and Taiwan in the first
periods of industrialisation in 1950s, 1960s and 1970s (see Appendix to Chapter 3).

In terms of the labour force’s structure (Figure 3.3 below), the composition of
Vietnam’s labour force must align with her longer term economic goals and must
correspond with continuing patterns of GDP growth. The agricultural sector accounted
for more than two thirds of those employed in the period 1986-1990, but the
proportion of agricultural workers dropped steadily to about 46 percent in 2013.
Corresponding to this downward trend is the increase of the proportion of workers
employed in the industrial sector. In 1990, the number of labourers working in the
industrial sector accounted for less than 14 percent of the total labor force, but in 2013
this proportion had increased to 32 percent. That means that each year the additional
one percentage point of laborers that moved out of the agricultural sector was almost
entirely absorbed by the industrial sector. The annual average growth of labour fource

in the industry sector in from 2004- 2014 is 4.42 percent and 4.95 in the sevice sector,
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while this rate in the agriculture is -0.02 (Bui, 2006; GSO, 2014a and GSO, 2015). The
percentage of labourers working in the manufacturing sector increased from 11.8
percent in 2005 to 14 percent in 2013 (GSO 2014a and 2015).

Figure 3.3 Employment by Sector in 1996-2013
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In parallel with economic growth, changes in economic structure and the above
achievements, Vietnam has gained impressive achievements in poverty reduction in a
relatively short period of time. It can be seen from Figure 3.4 that rapid and sustained
economic growth has improved the lives of many Vietnamese people. Vietnam’s
historical growth patterns have been remarkably pro-poor; growth in per capita gross
domestic product (GDP) averaged 5.4 percent a year between 1990 and 2013 with
GDP per capita has been increased from 98 USD in 1990 to 1907 USD in 2013.
Vienam’s poverty rate fell rapidly and consistently from over 85 percent in 1993
(according to the poverty line for $2 USD/person/day) to around 13 percent in 2013.
Furthermore, the extreme poverty rate ($1.25 USD/person/day) had almost
disappeared. The $1.90-a-day poverty rate fell from 50 percent in the early 1990s to 3
percent in 2014. In contrast, inequality had increased by a relatively small margin but

was still average compared to world levels
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Figure 3.4: Poverty in Vietnam using international poverty lines (1986- 2013)
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This is a significant and positive step in the implementation process of
industrialization and modernization in Vietnam because the nation is currently in the
first stage of industrialization and is trying to reach the second (see Figure 3.5). As
acknowledged elsewhere, manufacturing’s contribution to industrialisation is crucial to
a country’s continuing ascent.

Figure 3.5 displays the archetypal progression of a country through the stages
of industrialisation. Vietnam is plotted as a stage 1 nation, still in the agglomeration
phase, and faces one more step before meeting the challenge of the middle income
trap. Progress through each stage depicted above will lead to an overhaul in
employment structure (Ohno 2009). The first stage of industrial progress is
accompanied by changes in the way each sector (agricultural, industrial and service)
contributes to GDP (Soubbotian 2004). Typically, agriculture’s contribution to GDP
drops as a country progresses. These changes will then catalyse a shift in labour from
the agricultural sector to the industrial sector then finally to the service sector. In an
advanced, post-industrial economy such as the USA, the services sector will become
the main contributor towards GDP and the majority of labourers will be employed

there. In the USA the agricultural, industrial and services sectors account for
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(Central Intelligence Agency 2014).

Figure 3.5: Stages of Industrialization
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Although Vietnam has progressed through the initial phase of industrialization
and modernization, it is still a country with backward labour structure showing
disproportional levels of agricultural labour compared to its ASEAN neighbours. For
labour employed in agriculture, Vietnam ranks third on the list of ASEAN countries
and Asian countries following Laos and India. Thus the portion of the labour force
employed in agriculture is still very high in comparison to many neighbouring
countries which experienced a similar pace of industrialization (GSO 2014b)

Correcting this disparity is important to maintain Vietnam’s longer term goals.
Specifically, Vietnam must plan to avoid the ‘middle income trap’ in the next phase of
industrialisation whilst expanding industry’s physical and capital base in the short term
(Ohno, 2009). To achieve its longer term goals, this author notes that policy must be
front-loaded and must pragamtically seek to upgrade the human resource capabilities
of industry (Ohno, 2009). This means that successful economic restructruration in
Vietnam will require investment in workfore development to meet the increasing

demand for skilled workers.
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Currently, trained workers constitute only 15.2 percent or 7.7 million out of
50.4 million®workers in Vietnam®®. Out of the 50.4 million employed, only 3.7 percent
or about two million people have received some form of formal education or
vocational training. Furthermore, access to education and vocational training is limited
in rural areas thus creating an observable gap between the number of skilled workers in
rural and urban areas.

This structural dilemma has led to the curtailment of the industrialisation
process in Vietnam because employers, particularly those in manufacturing and higher
tech industries, are unable to attract sufficiently skilled workers to be able to drive their
firms forward. This situation is evidenced by the CIEM-WB survey in 2012 (cited in
World Bank (2012, p9), one aspect of which examined reasons for firms turning away
potential employees. The types of firms in the sample varied but a common response
was that, “applicants lacked required skills”. MOLISA (2007)' documented similar
findings, reporting that nearly half of all foreign investment firms had to introduce new
or adjust existing training programs. Furthermore, MOLISA (2007) found that 25 per
cent of trained workers did not satisfy the skills and knowledge requirements of
employers. Table 3.1 below displays the inappropriate nature between Vietnam’s
current stage of economic development and the educational make-up of the
Vietnamese work force. According to the GSO’s report on Labour Force Survey 2014
(GSO 2015), out of 52.74 million workers, only 9.6 million workers are trained, which
accounts for only 18.2 per cent of the employed population. Only 3.7 per cent of the
working population has received formal vocational education and training and there is
a gap between urban and rural in terms of access to training (34.4 per cent for urban
and 11.2 per cent for rural areas). The share of trained workers was lowest in the
Mekong River Delta (10.3 per cent) and Central Highlands (12.3 per cent) and was
highest in the two most economically developed centers of Vietnam, namely Ha Noi
and Ho Chi Minh City. In regard to the share of workers with university qualifications
or higher results were varied across regions, Ha Noi and Ho Chi Minh city, the most

concentrated of employed had the highest rates at 18.9 per cent and 20.9 per cent,

% This figure includes all people who are fully employed, under-employed, self employed and those
who are employed informally.

YSource: GSO’s report on Labor and Employment Survey (2011)

11 Source: vietnamnet 10/7/2011, available at http://www.vietnamnet.vn/vn/giao-duc/29744/chat-luong-
lao-dong-bat-dau-tut-hau.html.
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respectively. These findings point to the low quality of employment in Vietnam and
the associated variances by region. A skilled workforce is critical for sustainable
development, higher paid jobs and meeting the requirements of industries that use
modern technology and management practices.

These surveys are crucial because they show that if Vietnam seeks to elevate
itself from low-middle income status it must address structural issues and seek to
educate and train a higher number of its workers more effectively. If it does not,
Vietnam will not have to worry about the middle income trap for many more years.

The CIEM-WB employer survey, 2011 (cited in The World Bank, 2012, p9)
also shows that current training programs in Vietnam are inadequate for the current
needs of employers. According to the survey (2011), employers placed value on soft
skills such as team work, communication and organisational skills however these were
not being advocated or taught in government funded programs. Poor infrastructure,
inflexibility and lack of collaboration between institutions and employers have also
contributed to the problem but these challenges can be improved but will take some
thoughtful action, trust and respect among individual workers and among large
institutions.

The above dilemmas concerning employee skill levels cannot be resolved
quickly, but Vietnam can attain the greatest results and catalyse the industrialisation
process once again by concentrating its efforts here. As seen in tabular format below,
the current composition of Vietnam’s labour force is not well suited to the second
phase of industrialisation. The World Bank (2012) notes that the skills base of
Vietnamese workers must be augmented by increasing the number of vocational and
educational training facilities, expanding physical capital and removing any further
hindrances. The current study extends this line of thinking by investigating how the
presence of skilled workers, particularly in manufacturing, can impact on household
welfare and the reduction of poverty™.

The Vietnamese government acknowledges the enduring challenges
encapsulated in Table 3.1 and its response has not been frivolous. Two pieces of
legislation have typified its response and these are juxtaposed suitably against the

National Assembly’s Strategy for Socioeconomic Development. In 2011, the

1250urce: Vietnamnet 10/7/2011, available at http://www.vietnamnet.vn/vn/giao-duc/29744/chat-luong-
lao-dong-bat-dau-tut-hau.html.
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government introduced the first Human Resource Developmnet Strategy for the period
2011 — 2020. This document provides the government with oversight and allows it to
steer workforce development in a way that may be deemed theoretically or
pragmatically apt. The Strategy defines specific development targets and allows the
government to track progress towards these goals. The second significant piece of
legislation was the VVocational Training Development Strategy ratified in 2011 and set
for the same period, 2011 — 2020. This document was similar in nature to the former,
this time establishing targets for levels of vocational and educational training. In both
cases, the government retains the ability to guide organisations through the educational

process and can provide solutions in either case.

Table 3.1: Structure of working population by training types in 2014

Residence/Socio- | Untrained Academic training (per cent)
economic region (per cent) Total Vocational Technical | College Universit
training| secondar y
level y school
Entire country 81.8 18.2 4.9 3.7 2.1 7.6
Male 79.5 20.5 7.5 3.4 1.6 8.0
Female 84.1 15.9 2.1 3.9 2.6 7.2
Urban 65.6 34.4 7.7 5.6 3.2 17.9
Rural 88.8 11.2 3.6 2.8 1.6 3.1
Socio-economic region
Northern Midlands 84.4 15.6 3.8 4.6 24 4.7
& Mountains
Red River Delta (*) 79.8 20.2 7.7 3.6 2.5 6.4
North &  South 83.6 16.4 4.3 4.1 2.1 6.0
Central Coast
Central Highlands 87.7 12.3 2.7 3.3 15 4.9
Southeast (*) 83.4 16.6 4.5 3.4 1.7 6.9
Mekong River 89.7 10.3 2.4 2.3 1.1 4.4
Delta
Ha Noi City 61.6 38.4 9.3 5.1 3.1 20.9
Ho Chi Minh City 67.5 325 7.2 3.5 2.9 18.9
(*) Red River Delta excludes Ha Noi City and Southeast excludes Ho Chi Minh City

Source: GSO, 2015

A more hands-on approach to economic restructuration is desirable since it
provides the government an element of control which can then be leveraged in
instances where the imperatives of industrialisation are not being met. Vietnam
presents such a case. Figure 3.2 shows that the industrial sector’s contribution to GDP
has stalled recently and this structural hesitation is unacceptable for a country seeking
to progress through to the second stage of industrialisation. Table 3.2 below also
displays this trend but further disaggregates based on industrial sub-sectors. The sharp
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drop in manufacturing’s share of GDP in recent years is particularly relevant when
considered in the current research context. The industrial stall generally, and
manufacturing stall in particular, is deemed unacceptable because manufacturing has
been acknowledged, since the industrial revolution, as a catalyst for economic
improvement and a major contributor to peoples’ well-being (Kaldor, 1957).

This is a key point in justifying the current research agenda and reference to
Kaldour’s theory rams this point home. Of primary importance to Kaldor’s (1957)
Theory of Economic Growth, was the conlusion that manufacturing was able to
generate dynamic, responsive and growing returns compared to agriculture and thus
was better able to accumulate capital and augment productivity by expanding
production capabilities. To evidence this empirically, a report conducted by the United
Nations Industrial Development Organisation (UNIDO) contrasts the positions of two
countries, Ghana and South Korea (UNIDO, 2013). Both countries were noted as
having similar starting points however South Korea was able to move away from the
agrarian economy by focussing on manufacturing whereas Ghana was not able to do
this. As noted by UNIDO (2013, p17), “fourty-five years later these structures had
changed rapidly... such that in 2005 Ghana’s GDP per capita was only a tenth that of
the Republic of Korea”. Kaldor’s (1957) conclusion is also supported by the presence
of strong forward and backward multipliers in manufacturing (discussed elsewhere).

The problematic nature of a stall in industry generally and manufacturing
specifically becomes even more pronounced when GDP information in Table 3.2 is
juxtaposed against rates of employment in Table 3.3. It is noted in this latter table that
employment rates in manufacturing far outstrip employment rates in mining and
utilities thus there is far more potential for the manufacturing sub-sector to contribute
to poverty reduction via increased employment of skilled and semi-skilled workers. In
other words, the manufacturing sector can contribute to poverty reduction vertically by
creating more higher paid jobs and horizontally by employing more people overall
than its sub-sectoral counterparts. The potential of the manufacturing sector to raise
more people’s incomes must not be overlooked. In addition, the positive contribution
of manufacturing sector to GDP and the high growth among the industry sector have
been continuing to be recognized in the reports of the government between 2013 and
2016. In fact, the manufacturing attained the high growth rate of 11.90 per cent in

2016, higher than the year 2015’s increase of 10.60 per cent and 8.45 per cent in 2014.
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In 2016, the manufacturing contributed considerably to the general GDP growth with
1.83 percentage points. In contrast, in 2016, the mining and quarrying declined by up
to 4.00 per cent, reduced 0.33 percentage points of the general GDP growth rate.
(GSO, 2014, 2015 and 2016). Again, this is the primary concern of this thesis and the
empirical evidence located in Chapters 5 and 6 will reinforce the conceptual and

theoretical sentiments discussed here.

Table 3.2: Sectoral Composition of GDP by sub-industry sector (2004-2013)

Year Scope of sub-industry sector®
Mining and Manufacturing Construction
guarrying
2004 10.17 20.32 6.23
2006 10.20 21.29 6.08
2008 8.93 21.10 5.92
2010 10.86 19.68 6.15
2012 12.62 18.55 5.38
2013 11.49 17.49 5.13

Source: GSO at https://gso.gov.vn.

Table 3.3: Employment by sub-industrial sector (2004-2013)

Year Scope of sub-industrial sector
Mining and Manufacturing Construction
quarrying
2004 0.69 11.44 4.62
2006 0.59 11.76 4.62
2008 0.62 12.91 5.31
2010 0.56 13.54 6.33
2012 0.55 13.81 6.36
2013 0.51 13.92 6.37

Source: GSO at https://gso.gov.vn.

Today the catalytic effects of manufacturing and industrialisation are
acknowledged and understood. Yet in Vietnam, as can be seen in Figure 3.2, these
lessons are seemingly ignored. Failure to heed these lessons may not result in further
degradation of Vietnamese peoples’ well-being but it will not improve it significantly
either. To effectively contribute to a nation’s economy and subsequently to the way we

want the world to be, UNIDO (2013) indicates that structural change, particularly a

¥ Industry corresponds to Vietnam Standard Industrial Classification (VSIC) divisions (Decision
numbered 10/2007/QD-TTg on 23/1/2007 of Prime Minister issued the Viet Nam Standard Industrial
Classification 2007.
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change from agriculture to manufacturing, is necessary. Vietnam has not yet achieved
this goal.

The manufacturing stall reflected in Figure 3.2, discussed in relation to Tables
3.2 and 3.3 and observed in Figure A3.1 (Appendix to Chapter 3) may seem
inconsequential — manufacturing’s contribution to GDP is reasonable compared to
other countries and agriculture’s share is dropping — however as noted above and in
Figure 3.5, Vietnam is not yet ready to ascend from the middle income trap. Hence the
manufacturing stall is worrisome. Figure 3.2 does not indicate a Vietnamese regress
towards agrarian economics, but it does illustrate where policy makers might focus
their attention to kickstart the industrialisation process.

This segment, dedicated to sectoral structure, has illustrated a weakness in the
context of industrialisation in Vietnam. Whilst employment in manufacturing has been
steadily increasing, manufacturing’s contribution to GDP has stalled and even dropped
in some years since 1990. This presents a dilemma for Vietnamese policy makers since
academic sources tell us that the manufacturing’s contribution to GDP should be
increasing, not stagnating or decreasing as seen in Figure 3.2. If policy is not directed
toward addressing this issue then Vietnam’s ascent through the stages of (catch-up)
industrialisation depicted in Figure 3.5 may be slowed, or it may not eventuate. Either
option will be unpalpable for policy makers and constituents alike. This segment also
demonstrated the importance of augmenting labour skills in Vietnam to drive
industrialisation within the country. As per the above discussion, the types of skill
required will include those that contribute to manufacturing. These skills can be
endorsed by government to catalyse structural change but are more often introduced
and expanded through the development of the private sector within a nation’s
economy.

Private Sector Development

The Comecon network that had promised to deliver growth may have sustained
Vietnam’s economic progression. However, Vietnam’s reliance on this possibility
quickly faded through the 1980s as the Soviet Bloc gradually disintergrated. Previous
sections in this Chapter have demonstrated that, to perform well economically,
Vietnam had to enter the marketplace and spur private investment. Since Doi Moi,

Vietnam has achieved this.
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In 1990, just four years after Doi Moi was introduced, the country had about
1,000 private sector production facilities. By the year 2000 this number had exploded
to 35,000 non-state enterprises. The number of non-state enterprises in 2003 rose again
to over 65,500 and since then the total number of non-state enterprises has risen more
than 20,000 per year. In terms of contribution to well-being, the state economic sector
retained a leading role in social investment programs, accounting for nearly 60 percent
during the years 1999-2002. However, this percentage decreased to below 40 percent
by the end of 2014 (GSO, 2014).

The notable expansion of the private sector in Vietnam is evidenced by
respective changes to GDP growth by sector and by changes in proprietorship during
the period 1995-2013. Figure 3.6 below indicates that the non-state and the foreign
investment sectors’ contribution to total GDP increased, while the state sector’s
contribution to total GDP tended to decrease. This reflected equitisation of
transitioning SOEs and mobilisation of labour to other more profitable enterprises and
demonstrates the increasing role of the non-state sector and the foreign investment

sector in the economy.

Figure 3.6: GDP Growth and Employment by Ownership
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Note: The share of employment in non-state sector from 1995-1999 included the employment working
in foreign invested sector.
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Figure 3.6 is significant because it shows that Vietnam is poised to move to the
‘technology absorption’ phase (Ohno, 2009) of industrialisation. In the second phase, a
country has neither the labour force capacity (due to lack of skills) nor the capital
structure to develop its industrial power. However, the expansion of the private sector
in Vietnam, both domestically and under foreign guidance, has continued for some
time. As seen above, the FDI sector has contributed more than 15 per cent to GDP for
over 15 years and has more recently jumped to around 20 per cent. The non-state
sector’s contribution to GDP has also surged, but not as sharply as the FDI sector.
GDP contribution and ownership structure depicted in Figure 3.6 therefore suggest that
a change from Phase 1, ‘agglomeration’, to Phase 2, ‘technology absorption’, will soon
occur.

To evidence this further, Figure 3.8 below shows FDI capital registered in
Vietnam since 1994, The graph illustrates a steady yet low rate of FDI from 1994
until 2005 when Vietnam joined the WTO. From that point, FDI spiked, then fell
sharply again since the GFC.

The timing of the GFC was particularly bad in the context of Vietnamese
industrialisation because it dissuaded FDI. This burgeoning contributor may have
allowed Vietnam to progress unhindered but, as can be seen, that changed after 2008.
Vietnam will now require a new strategy, find new aspects to leverage, in order to
continue its progress towards Phase 3 of industrialisation. FDI will continue to play a
large part in Vietnam’s economic development, but recent economic constraints mean
that the continual appraisal of the trade and investment environment will be keys for
success. Vietnam has had a positive history with regards to trade and investment since
Doi Moi.

Trade and Investment Reform

Before the renovation period, Vietnam had trade relations with the world but
the country was mainly tied to the Soviet bloc. As mentioned above, political events in

the the Soviet Union and Eastern Europe in the early late 1980s and early 1990s put

pressure on Vietnam to seek new and previously usurped partners. The introduction of

1t must be noted that FDI was not a significant contributor to any Asian country’s GDP prior to the
cut-off point for the graph, 1994, but this was particularly the case for Vietnam during the 1970s and
80s since the country was bound to the Comecon network.
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Doi Moi in 1986 opened Vietnam’s doors to trade and foreign investment. The Foreign
Investment Law, introduced in 1987 and updated in 1990, lent legal and institutional
credence to the country’s commitmentfurther augmenting foreign investment and
international trade. In 1993, Vietnam normalized relations with three international
financial institutions, mainly the World Bank, IMF and ADB. This was a milestone for
the re-integration process of Vietnam into the world economic system. Further events
cemented Vietnam’s palce on the world stage. Vietnam officially joined ASEAN on
28" July 1995; conducted a program of tariff reductions commensurate with the
framework of tariff preferences which were common for the ASEAN Free Trade Area
in 1996; andjoined the Economic Cooperation Forum Asia - Europe Meeting (ASEM)
that same year. Two years later, Vietnam again attended the Economic Cooperation
Forum Asia - Pacific (APEC).

Bilateral trade agreements between Vietnam and the United States signed in
July 2000 were effective from December 2001. This was the next step in the
integration process. In 2007, the economy took a big step in the integration process
when Vietnam became an official member of the WTO. In late 2014, Vietnam
completed negotiations of free trade agreements with South Korea, and the Customs
Union Russia-Belarus-Kazakhstan. Following in the spirit of active, positive
integration, Vietnam continues to search for partners and is currently negotiating free
trade agreements with the EU. Similarly, Vietnam is now negotiating for inclusion into
the Trans-Pacific Partnership (TPP). The TPP is an initiative that is advocated by the
WTO and will have implications for Vietnam if accepted. Despite the history of reform
and positive change alluded to in this and the previous paragraph, Vietnam still
maintains high tariffs to dissuade foreign businesses. Gillen (2011) argues that this
may be due to the lingering state-centric culture. Vietnam must amend these tariffs
and move to pass legislation that improves labour rights if it seeks to meet the criteria
for inclusion into the TPP. If resistance to these ideas is overcome, successful
inclusion into the TPP will mean Vietnam stands to gain most out of any country,
benefiting from a Oper cent tariff rates on exports to the USA (Marston, 2015). This
would be a significant boon for the Vietnamese economy which currently exports $7
billion worth of apparel to the USA — a figure that comprises 35 percent of total US
apparel imports and is second only to China.
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International integration brought many benefits to the economic development
of Vietnam primarily by freeing capital resources sandwiched in the centrally-planned
economy and by expanding the collective mindset. However, the process is not yet
complete. Vietnam’s integration commitment will require her to gradually eliminate
protection mechanisms and subsidies, improve the transparency of operations and
policy mechanisms, promote the construction of standard modes of production and
incentivise a managerial and entrepreneurial culture. Further integration will promote
the transfer of transnational capital, technology and market incentives and will increase
national competitiveness generated by FDI. The opening of the market since the early
1990s radically changed the direction of Vietnam’s economic development for the
better but more can be done to integrate and reduce further barriers to trade. A
country’s openness to trade can be gauged by referring to its level of ‘economic

openness’.

During the early years of Doi Moi, economic openness (total export and import
value of goods and services to GDP) improved significantly, increasing threefold in
one year, reaching more than 81 percent of GDP in 1990 (Figure 3.7). The general
trend of economic openness increased until 2009 and 2010 when world demand
declined due to the economic crisis. Noticeably, the size of exports and imports had a

strong correlation.

Figure 3.7: Openness (Export/GDP and Import/GDP in Vietnam (1986-2013)
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This reflected Vietnam’s ability to take advantage of very good opportunities
created by international trade integration. In the first phase of Doi Moi, the country’s
domestic resources were insufficient, especially capital goods for industrialization and
modernization. This shortfall was offset by foreign markets through imports.
Vietnam’s export structure was also adjusted. Whilst the export of traditional goods
such as agricultural products, crude oil and other natural resources was maintained,
Vietnam’s new ability to source inputs internationally meant that the export of
industrial products was augmented. Data observed from Figure 3.1 compliments this
information — industrial and manufacturing contribution to GDP steadily inclined since
1990 but, as mentioned, has stagnated more recently.

Further conclusions may be inferred. The country’s population has reached 90
million people and every year about 1 million people join the labor force. This
represents a significant economic driver but much of the entering labor force remains
largely rurally based, possess few skills and lack education with high technology. This
problem is somewhat resolved through the process of international economic
integration which solves for jobs in labor-intensive sectors such as textiles and
electronics assembly. However, long term growth cannot rely on products based on
low or medium technology and labor intensive sectors. Solutions to this problem will
come in the next stage of Vietnam’s economic development where it must choose new

strategies to succeed.
Attracting and using foreign direct investment (FDI) capital

Moreover, one of critical factors for the economic growth of Vietnam after Doi Moi
has been the impact of FDI. FDI flow into Vietnam started in 1988 after the Law on
Foreign Investment was promulgated in 1987. From 1988-1990, there were 211 FDI
projects registered to invest in Vietnam with total registered capital of over 1.6 billion
USD. However, FDI actually performed significantly only from 1991 onwards. In
1994, the scale of FDI was equivalent to 10 percent of GDP and contributed
significantly to the achievement of high growth in the years before the Asian financial
crisis. This event also marked the end of the wave of FDI with the first time in
Vietnam (Figure 3.8).

75



Capital flows recovered slightly from 2002-2004, and it started to increase
remarkably in 2005, the start of a second wave of FDI. The country’s investment
principles improved with the integration process — a factor that explained success in
attracting FDI in Vietnam. In the first wave of FDI, Vietnam joined ASEAN in 1995
and FDI peaked one year later. The same thing occurred when Vietnam joined the
WTO in 2007 and FDI reached the highest level in history in 2008 during the second
wave. FDI capital in Vietnam is divided into two main branches: investment into
production projects and investment into banking and finance. With the first branch, the
role of FDI is reflected in the contribution in the GDP structure, the production value
and/or contribution exports. By the mid 1990s, the FDI sector contributed one quarter
of the total of industrial production value and more than 6 percent of national GDP.
Ten years later, the corresponding proportion was 43.8 percent and 15.99 percent
(GSO, 2005, 2008, 2012 and 2014).

Figure 3.8 below showed that the percentage of implemented FDI capital
from1986 to 2012 was not high. There was no corresponding upward trend to
registered FDI capital however this reflected global economic instability at the time.
On the other hand, it also demonstrated the fact that there were still obstacles in the
internal business environment of Vietnam. The decline in FDI inflows after 1996
indicated the investment environment improved slowly, the limitations of the
economic and administrative system (Suri & Dinh 2006). There was a decline in
registered FDI capital after 2008 because of the global economic crisis. However, the
implemented value of FDI capital was very stable, around 11-12 billion USD per year

for the period 2008 - present.

In addition to impressive achievements in economic growth, revamping the
economic structure as well as in reducing poverty and social equity as above, the
thirty-year journey of renovation has also seen many great achievements in the other
fields.
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Figure 3.8: Registered and Implemented FDI Capital (1988- 2013)
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Only about 30 per cent of the rural population had access to clean water in
1990, but after two decades this proportion was up to 83 per cent. The enrolment rate
in primary education in 2009 reached 95.5 per cent. The completion rate in primary
education was 88.2 per cent and the literacy rate of people aged 15 to 24 was 97.1 per
cent. In the health care, the proportion of the population who was covered by health
insurance had grown very rapidly, particularly over the past few years, reaching 60 per
cent in 2010 (World Bank 2015), and increased to 68 per cent on in 2012 (UNDP
2014, p54). The percentage of people who were covered by health insurance or
book/free healthcare cards had increased from 37.4 per cent to 72.1 per cent between
2004 and 2012. Notably, the lowest income earners in society had greatest access to
some form of free health care (Table 3.4). This proportion indicates a pro-poor strategy
in allocating health care and it reflects the undeniable efforts of the government in
providing basic public services equitably. Budgetary constraints have probably been

the primary cause preventing authorities supplying free public services to all people.

The continuous growth in Human Development Index (HDI) in Vietnam is
evidence of its social development during the reform process. Income growth and the
creation of an environment of equality in education and health care are fully impressed

into thegrowth of the HDI. The index had risen continuously from 0.463 in 1980 to
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0.638 in 2013. During this period, the index grew most rapidly during Vietnam’s

formative years, 1990-2000 (Figure 3.7)

Table 3.4: Percentage of inpatient treatment and outpatient treatment having
health insurance or free health care certificate by income quintile (per cent)

Year Total Quintile1 | Quintile2 | Quintile3 | Quintile4 | Quintile 5
2004 37.4 44.1 32.3 31.7 35.3 43.3
2006 57.4 71 52.9 49 53.5 60.9
2008 61 72 55.7 53 57.4 66.5
2010 66.7 74.1 61.2 60.4 66.6 70.9
2012 72.1 81.5 67.7 66.6 69.4 75.3

Source: GSO, 2004, 2006, 2008, 2010 and 2012

Figure 3.9: Human Development Index in Vietnam (1980- 2013)
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3.4 Discussion and Summary

This chapter has provided general information about Vietnam, outlined
Vietnam’s economic transformation over the course of three time periods, 1954 —
1975; 1975 — 1986 and; 1986 — present day, has situated Doi Moi as the most
significant stage in Vietnam’s economic reform and has reviewed Vietnam’s economic
performance since the inception of Doi Moi in 1986. A brief overview of the Soviet-
style model of governance that pervaded the Vietnamese psyche and landscape during
the period 1954 — 1986 was provided. Processes common to socialist transformations
were described and shown to have occurred in Vietnam during war and post war
periods. Despite the potent ideology flowing from the North, this chapter demonstrated

that the practicalities of commercial and social life restricted Vietnam’s full
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engagement with the Soviet agenda. Socialism had not taken root to the extent that
market economics was made redundant. Whilst remaining under the auspices of the
state, many SOEs, as well as private enterpirses in the South, had maintained ties to the
open market. Thus the reformation agenda undertaken from 1986 followed a path of
little resistance and the transition to a market based economy in Vietnam was eased.
Vietnam is now situated as a lower middle income country thanks largely to this
radical reform schedule however, as was shown above, the schedule was not blasted
into action but was rather influenced by an overweening market and the slow
devolution of responsibility from the centre. The chapter showed that many of the
policies and pieces of legislation brought into effect in the late 1980s had emerged
during Vietnam’s fertile transformative years 1975 — 1986.

A brief socio-economic overview demonstrated that the Vietnamese economy
has been restructured since Doi Moi. In particular, agriculture’s share of GDP has
declined significantly and, whilst industrial GDP has gone up, manufacturing in the
country has remained fairly static and contributed remarkably to industry’s share of
GDP. Nonetheless, with the proportional increase in industry, the services sector has
expanded and driven Vietnam’s economy further. These changes are largely reflected
in the composition of employment in Vietnam. The share of the labor force working in
agriculture has fallen, while the share in the industry and sevices has doubled. Labor-
intensive light manufacturing goods now represent the fastest-growing component of
exports. These result in advances in well-being reflecting on the results of indicators
such as poverty indexes and GINI and HDI. The high economic growth and structural
change of the economy is one of the important resouses for social reinvestment with
the aim of creating a job, a rise in household’s income and improving the quality of
life of Vietnamese citizents. More specifically, the absolute number of poor people
living in Vietnam has dropped sharply, and reductions in the poverty headcount have
been accompanied by notable reductions in the depth and severity of poverty. In
contrast, poverty reduction is also beneficial to the economic growth and the economic
restruction. When the absolute poverty lines reduce significantly, the high economic
growth has been witnessed. This is because that most of the policies such as the
investment in education, employment, and infrastructure, health care are aimed not
only to increase the poor’s income effectively, but also to increase the production

capacity of the economy. Vietnam now achieves similar ratings to much more
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advanced economies, falling just short of its close and more developed neighbours
Singapore and Malaysia. Whilst the poverty indicators are positive, inequality in
Vietnam is pervasive, yet still within acceptable thresholds. Growth levels may have
slowed but this represents a minor concern for policy makers. Therefore, it is vital to
examine the relationship between industrialization and poverty alleviation in Vietnam.

In fact, the manufacturing sector’s development strategy is one of 2011— 2020
Socio-Economic Development Strategies in Vietnam with the objective “to become a
basic industrialized country with the foundation of a modern and industrial country by
2020 and by 2035 Vietnam aspires to become a modern, industrialized economy. This
strategy is aimed at creating the growth in the manufacturing sector and in the other
sector (agriculture and sevice sector). This will lead to the job creation and income and
poverty reduction. The results of poverty in Vietnam examines through income,
expenditure, the ability of escape poverty, employment and poverty reduction in this
thesis.

In summary, Vietnam’s modern economic background is eclectic ranging from
Stalinist roots in the 1950s, through a 1980s renaissance and finally into a modern
market economy. Underlying attention to market mechanisms throughout Vietnam’s
history has meant that poverty reduction has progressed and is progressing reasonably
but more must be done. Indicators suggest that inequality remains. To understand how
economic policy impacts on the welfare of constituents, the next chapter will make use
of household surveys to describe poverty in Vietham and provide a workable
definition. It will also examine several of the poverty reduction strategies used in
Vienam up to this point. This will then be used to inform the data capture and analysis

phase of this thesis.
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CHAPTER 4 POVERTY STATUS IN VIETNAM

4.1 Introduction

Economic growth, coupled with reductions in inequality and poverty, are three
imperatives of modern societies. However, national comparative advantages, tax rates,
sectoral advantages, levels of human capital, geographic hindrances or boons, war,
trade statuses, natural phenomenon, and so on, can all contribute to the pace with
which these imperatives are met. These contextual factors are regarded as challenges to
be imputed, analysed and understood by researchers who aim to build a knowledge
base, thereby contributing to improving living standards.

Chapter 3 described recent economic trends in Vietnam in the context of a
reforming free market economy and focussed on structural changes. It is the profound
structural changes experienced in Vietnam that have increased the industrial and
services sectors’contribution to GDP while the agricultural sector’s share has steadily
decreased. The labour force in Vietnam has increased overall in the industrial and
services sectors. Urban population is rising and the rural population is on the decrease.
This change in the economic structure has reflected a change in Vietnamese business’
modes of production with a movement primarily towards more modern areas with
higher labor productivity and greater added value. As a result, the per capita income of
Vietnamse citizents has risen and the share of the the population living below the
international and national poverty lines has declined dramatically.

To gain a deeper understanding of poverty in Vietnam, this chapter discusses
poverty measurement in Vietnam in section 4.2. Section 4.3 presents the Government
of Vietnam’s poverty reduction policies, relevant programs and the results of
implementation of objectives and tasks of poverty alleviation. Section 4.4 analyses
poverty status in Vietnam by drawing on existing data and research to identify who the
poor are, where they are located, and why they are poor. The chapter will be

summarised in section 4.5.

4.2 Poverty Measurement in Vietnam
As mentioned in Chapter 2, there are two main approaches to poverty
measurement in Vietnam as well as various complimentary methods. The Ministry of

Labour — Invalids and Social Affairs (MOLISA) uses income to construct the poverty
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line and this approach is suitable for social programs dedicated to raising income per
capita/household. The second approach, developed by the General Statistics Office and
the World Bank (GSO-WB), is used to gauge poverty levels over time based on per
capita consumption. This section introduces the relevant organisations then describes
compares and contrasts these two main approaches to poverty measurement in

Vietnam.

4.2.1 The MOLISA Income Based Poverty Line

The MOLISA is a government ministry that operates within Vietnam on a
nation-wide scope. The Ministry is committed to functions in areas including
employment, vocational training, occupational safety, gender equality and child care.
These functions collectively encompass “labour and social issues and people with
special contribution” (MOLISA, 2010)

In accordance with its social role, the Ministry develops official urban and rural
poverty lines at the start of every five year period as per the Socio-Economic
Developme