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Abstract

Viethnam'’s extensive social security system is ctadrnto have played a key role in the extraordinary
poverty decline over the past decades. This clgjithawever, not substantiated by empirical evidence
In this study, we investigate how well contribut@snsions and social allowances reached the poor
and to which extent these transfers affected pgwertl inequality in the early 2000s. Using fixed-
effect regression to avoid endogeneity bias armhitlg for different effects of different types of
transfers, we find that the impact of these transsé@ poverty and inequality was low, due to low
coverage of poor and relatively low amounts tramstéto the poor. Contrary to studies for other
countries, our estimates suggest that public teassfid not crowd out private transfers nor did/the
result in a decrease in work effort. We do find kvegidence for multiplier effects for social tra@,

but not for pensions.
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The Impact of Public Transfers on Poverty and

Inequality: Evidence from rural Vietham

1. Introduction

Cash transfers have become an increasingly pogtiategy of combating poverty
and inequality. They are perceived as being moeptathle to the specific needs of
individual beneficiaries, more empowering and Isigmatizing than transfers in
kind. Cash transfers essentially are an additisnalce of income that can be freely
spend by the recipients.

Besides increasing income of the beneficiariesh desnsfer programs can
also have important positive indirect effects. Theney transferred may be used to
acquire productive inputs or to invest in produetassets, generating multipliers on
the cash received (Sadoulet et al. 2001; Farringtah Slater 2006; Lloyd-Sherlock
2006) In the absence of effective collective areangnts to manage risk, poor
households cannot afford a major setback, and Boften choose to manage their
livelihoods so as to minimize their exposure t&,resven if this results in low average
returns (Conway and Norton 2002). The ultimate eqnence of this behavior may
be that households are trapped in poverty (CangBarrett 2006). Cash transfers for
social protection therefore supposedly encouragelenade risk-taking behavior,
allowing income growth and asset accumulation (Dewe 2002). Other cash
transfers can have the same effect, as they gearanminimum income level and
thus provide security. Transfers may also causgip®sndirect effects through other
channels than risk mitigation. When households deeoid of reliable sources of
credit, cash transfers may allow them to inteneifgxpand there production beyond
a scale they would otherwise have been able taro{Badoulet et al. 2001).

Empirical evidence supports these multiplier-getiegaindirect effects of
public transfers. Sadoulet et al. (2001) find short income multipliers in the range
of 1.5-2.6 for cash transfers to compensate Mexitaam households for the
anticipated negative price effects of trade lineesion on basic crops. Likewise,
Devereux (2002) finds evidence that even tiny inedransfers are often invested in
income-generating activities, education, socialvoeks, or acquisition of productive

assets in three Southern African case studies.



On the other hand, there may also be negativeectdaffects of cash transfer
programs. Transfers supposedly provide disincestivenork effort (Farrington and
Slater 2006; Lloyd-Sherlock 2006; Sahn and Alderni®96). Recipients may
become dependent on social transfers, and fallpat@rty when no longer receiving
assistance (Dreze 2005). Moreover, there is evaldmat public transfers crowd-out
private transfers (Jensen 2004; Maitra and Ray R0A8 a result, income may
increase by less than the transferred amount oegon

As both positive and negative indirect effects miag important, the
guantitative effects of public transfers on theome of recipients are neat priori
known. After-transfer income may be higher as wadl lower than the sum of
transfers and counterfactual incomes. income had there not been transfers.
Moreover, given total income, the effect of tramsfen expenditures may be different
than for earned income. Often, social transfersearded income accrue to different
persons. These persons may have different prefeseartd pooling may be imperfect
(Maitra and Ray 2003). Therefore, to assess thaatngf public transfers, we need to
carefully determine the counterfactuals for bottome and consumption.

This is not straightforward, as obviously there acedata for what would
have been the outcome had households not receisadférs. Simply comparing
transfer recipients with a control group mostly slowt solve the problem. Both
groups are likely to be systematically differentlass some randomization of transfer
assignment is applied. Randomization is, howeverstiy considered unethical for
anti-poverty measures and therefore not applieihdJsegression techniques, it is
relatively easy to correct for between-group antiveen household differences that
are observed by the researchers. Yet, some relgaaables may be unobserved. For
example, people with good government contacts reagive more transfers and at
the same time get more earned income from the seso@rces. In this paper, we use
panel data techniques to control for these unolkeskevariables.

This is, however, not enough to assess the imphgublic transfers on
poverty and inequality. Generally not all benefil@a belong to the target group.
Barrientos and DeJong (2006), for example, obseaivat 20-40 percent of
beneficiaries in three different cash transfer pmots to support poor households
with children of school age were among the non-pbeakage rates are also high in
developed countries, where the poor tend to recé®gs from social security

programs than people from middle and high inconmugs We therefore need to
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consider the distribution of transfers over theylapon to go from average impact to
changes in poverty and inequality.

The objective of this paper is to examine how vegeltial security transfers
including pensions and social allowances reachrtinal poor in Vietnam and to
which extent these transfers affect household welfgoverty and inequality.
Vietnam has committed itself to a “growth with etyliistrategy of development. The
country has achieved high economic growth, withuah&DP growth rates of around
6 percent over the past 10 years. Poverty rates Haelined remarkably from 58 to
20 percent between 1993 and 2004. The mass mexia that the extensive social
security system maintained by the government heagegl a key role in this decline.

Yet the few existing evaluation studies of the systdo not support this
claim. Van de Walle (2002) has analyzed the peréore of Vietham’s public safety
net during the 1990s. She found that social insagaand subsidies were badly
targeted at the poor, with percentages of housshelckiving benefits being similar
across expenditure quintiles. Social transfersdtelip reduce the poverty incidence
by less than three percentage points. The effigiefthe system may, however, have
improved since then. Evans et al. (2006) suggest sbme improvements have
indeed taken place. In 2004, the proportion of Bbo&ls receiving benefits was
highest for the poorest groups at least for sontegoaies of social security benefits.
Moreover, Evans et al. conclude that in this yeavepty rates would have been
almost five percent higher in the absence of s@aalirity payments. However, they
compute this estimate by comparing actual povextgsr with poverty rates based on
counterfactual expenditures calculated by simplgtrsicting social transfers from
actual expenditures. As explained above, the esué therefore likely to be biased,
and the bias may be positive as well as negative.

We contribute to these studies by assessing thadtgd pensions and social
allowances on poverty and inequality in the earB0@s, while correcting for
potential biases due to the indirect effects afigfars and the endogeneity of transfer
allocation. Also, contrary to Van de Walle, we alldor differences in impact for
different types of transfers. We use the Vietnanusétold Living Standard Surveys
2002 and 2004. These surveys form a panel of nfeae 8000 rural households,
which allows us to estimate the impact of publi@ansfers accounting for
characteristics that are either observed or unwbdebut stable between the two

survey rounds. We find that the effect of the tfarsson poverty was still relatively
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low. Perhaps surprisingly, the effect was highest gensions, which have lower
prevalence among the poor but cover higher amatlwats social allowances. The
impact of transfers on inequality was negligible.

The paper is structured as follows. In the nextiseonve introduce the data
used in this paper. The third section describegpgyinequality, and public transfers
in rural Vietham. The fourth section presents thethmdology we used to measure
the impact of the transfers. In the fifth sectioa present the empirical findings, and

finally the sixth section concludes.

2. Data

The study relies on data from the two recent Vietrtdousehold Living Standard
Surveys (VHLSS), which were conducted by the Gdrigtatistics Office of Vietnam
(GSO) with technical support from the World BankBY\n the years 2002 and 2004.
For the descriptive statistics, we also use twoviptes rounds of the VHLSS,
conducted in 1993 and 1998.

The 2002 and 2004 VHLSSs covered 30000 and 9000sehalds,
respectively. The samples are representative f@rndtional, rural and urban, and
regional levels. The 2002 and 2004 VHLSSs set ygarel of 4000 households,
which are representative for the whole country, dod the urban and rural
population.

The surveys collected information through houselatd community level
guestionnaires. Information on households incluolesic demography, employment
and labor force participation, education, healtltome, expenditure, housing, fixed
assets and durable goods, participation of houdsholpoverty alleviation programs,
and especially information on pensions and sodlalvances that households had
received during the 12 months before the interviewthe rare cases that pensions
and social allowances are provided in kind, VHL8gorts their equivalent estimated
values.

Expenditure and income per capita are collectechgusiery detailed
guestionnaires in VHLSS. Expenditure includes fand non-food expenditure. Food
expenditure includes purchased food and foodstudf self-produced products of
households. Non-food expenditure comprises expamdibn education, healthcare
expenditure, expenditure on houses and commodiied, expenditure on power,

water supply and garbage. Regarding to income, dimlgd income can come from
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any source. Income includes income from agricultusmd non-agricultural
production, salary, wage, pensions, scholarshgmnre from loan interest and house
rental, remittances and social transfers. Incomamfragricultural production
comprises crop income, livestock income, aquacellimcome, and income from
other agriculture-related activities.

Information on commune characteristics was coltdtem 2960 and 2181
communes in the 2002 and 2004 surveys, respectiVeig data can be linked with
the household data. Commune data includes demogragéneral economic
conditions and aid programs, non-farm employmegtjcalture production, local
infrastructure and transportation, education, healid health facilities, and social
problems. In the 2004 VHLSS, commune data are avédylable for rural areas.

This study focuses on the rural population. Thenntaason is that we use
commune variables in the regression analysis. biitiad, poverty in Vietham is
mostly a rural phenomenon, with 95 percent of abrgiving in rural areas in 2004.
The number of households in the rural panel for222004 is 3099.

A household is classified as poor if their per tagxpenditure is below the
poverty line set up by WB and GSO. The poverty I;equivalent to the expenditure
level that allows for nutritional needs and somgeasial non-food consumption such
as clothing and housing. This poverty line wast fastimated in 1993. Poverty lines
in the following years were estimated by deflatitgg 1993 poverty line using
consumer price indexes. The poverty lines for thary 1993, 1998, 2002, and 2004
are 1160, 1790, 1917, and 2077 thousands VND, ctgphy.

3. Poverty and public transfers in rural Vietnam

Poverty rates declined continuously over the perd®$3-2004 (Figure 1). The
proportion of poor dropped dramatically from 58 qaart in 1993 to 37 percent in
1998 and continued to decrease to 29 and 20 pearc@@02 and 2004, respectively.
In rural areas, however, poverty was more prevdler the country-average, with a
poverty rate of 25 percent in 2004. The reductibpaverty was associated with a
moderate increase in inequality. The Gini indexeased from 0.33 in 1993 to 0.37
in 2004.

<<INSERT FIGURE 1>>



As indicated before, social security can play apanant role in poverty reduction.
Vietnam’s social security net includes a large nembf programs. Part of these
programs are contribution-based. A major criticismsuch programs is that they
exclude groups without substantial periods of fdrreactor employment, thus
minimizing their coverage of poor and vulnerableigb groups (Lloyd-Sherlock
2006). Other schemes are specifically designedetiuce economic shocks and
poverty, and may therefore be expected to haveeredda larger contribution to
Vietnam’s poverty reduction.

Contribution-based social insurance covers mangabealth insurance and
pensions. Since 1995, both health insurance andigren are compulsory for
employees in State organizations, State-owned m@iges, and private enterprises
with ten employees or more (Evans et al., 2006)cdwer costs, employers deduct a
portion of employees’ monthly salary to pay conitibns. In order not to complicate
issues, we focus on pensions only. Pensions hastedsince 1962, but before 1995
they covered only the State sector (Giang, 200dhs®ns include several types of
benefits, such as maternity benefits, sicknessstassie, assistance in case of
occupational injury or disease, payments for jobsl@nd redundancy, monthly
pensions for the retired, and life insurance. Mdsiension benefits are paid in cdsh.

The most important non-contributory schemes are Nadional Targeted
Programs (NTPs) and social allowances. The NTPgjavernment programs with
the specific objective to reduce poverty. The NPpRwvide the poor with support for,
e.g, education, health, production, and constructibmfsastructure. Support under
the umbrella of the NPTs is very diverse and oftekind and difficult to convert to
money values. In this paper, we therefore focusarial allowances. These cover
support to disadvantaged groups, such as war ds/apeople who gained merit
during the war, old people, and children withoutaglians, disabled people, and
households adversely affected by natural calamitidgst social allowances are
disbursed in cash, but in rare cases, support t#kesform of food, clothes,
production inputs and materials for housing repaits’

The impact of pensions and social allowances owvenpp and inequality
depends on the distribution of the benefits over pbpulation. The distribution of

pensions is clearly progressive. Richer househadsive a more than proportional

! For more information on the Vietnamese pensioreseh see Government of Vietnam, 1993a,
1993b, 1995, 1998 and 2003.
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share of pensions, as they are both more likeleteive pensions and get a higher
amount of pension on average (Table 1). Overaik percent of households received
benefits, but this was only four and six percent tioe lowest two expenditure
quintiles. Nevertheless, for those households vetgipensions, pensions covered on
average about thirty percent of total income. Tasgtern did not change between
2002 and 2004.

As most pensions are targeted at the elderly, T2lgeesents pensions of the
poor and non-poor households for those with at leas member older than 60 years.
In the period 2002-2004, this type of householdanted for around thirty percent
of all households. While the coverage of pensioreyr tiouseholds with elderly was
higher than for the total population, the distribotover the expenditure quintiles

was similar.

<<INSERT TABLES 1 & 2>>

As expected, social allowances were somewhat miargoor than pensions
(Table 3). While the share of households receivsogial allowances was nine
percent, and therefore almost identical to theeslb&dhouseholds receiving pensions,
fifteen percent of the lowest expenditure quintéeeived transfers, compared to six
percent of the highest quintile. Yet, the averagwmuant received sharply increases
with total expenditures. Overall, the contributiointransfers tot household income is
low compared to the contribution of pensions: feart percent on average.

Summarizing, the poor received both pensions amthlsallowances, but a
large share of both went to non-poor householdsvever, the analysis ex postand
does not take into account that the assignmenbuaéholds to expenditure quintiles
is done after accounting for public transfers. Rerss and social allowances may
have lifted out of poverty. In order to test thigpbthesis, we need to estimate
household income in the absence of these trangfars.is what we will do in the

remainder of this paper.

<<INSERT TABLE 3>>

2 For more information on social allowances in Vit see Government of Vietnam, 1993b, 2003.
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4. Assessing the treatment effect

4.1. Parameters of interest

We use two indicators to measure the impact op#resions and social transfers. The
first is the expected impact of these transfershenrecipients, which also known as
the Average Treatment Effect on the Treated (ABifce the size of transfers differ
across the population, looking at receipt alonesdoet tell the whole story. Our
second indicator therefore refers to the expectistteof a small increase in transfer
size for recipients. This is called the AveragetiBbEffect on the Treated (APET).

To define ATT, denot® as the treatment variable., D equals the amount of
transfers received. Further Edenote the observed value of outcones, household
income and consumption expenditure in this paped ket Y;p) denote potential

outcome corresponding to the value of D. ATT caw be formalized as:
ATT = E(Y,p) = Y(p0)|D > 0) = E(Y,|D > 0) = E(Y;p|D > 0), (1)

where the final term denotes the outcome of reotpichad they not received
treatment. This is unobserved, and the challenga gbod impact evaluation is to
construct an accurate estimate of this counterdctu

Please note that our formalization differs slighitlym the standard definition,
which assumes a binary treatment variable. We usenanuous variable, as we are
also interested the effect of a small change inlelrel of transfers. The change in

impact due a change in the amount of transfers ttéod+o is defined as:
E[ad,8)|D>0]=E[Yy(D=d+8)-Y(D=d)D>0]. (2)

Dividing the right-hand side of (2) by, we obtain the second impact indicator used
in this study; the Average Partial Effect on thedied (APET):

Y(D°=d+9)-Y(D°=d
APET(d5)=El( 3)-Y(D" =d)
’ o

D¢ > OJ
: 3)
APET can be regarded as the average marginahtesateffect measured at

transfer amount d. IfElY(DC)Dc >0J is a continuous and differentiable function

f.., of D, the APET is simply the derivative df . (D°) with respect toD°.



4.2. Measurement of impact on households’ expenditu re and income

The most common functional form for income and exjieire functions is log-

linear:

In(Y,)=a+X,B+¢,, (4)

whereX are observed households and location charactsrigtide is an error term
including characteristics that are unobserved ey résearchers. A requirement for
standard regression methods to give unbiased ptearestimates is that these

unobserved characteristics are not correlated tiwélx variables.

This requirement is likely to be violated in theseaof transfers. Transfer-
receiving households may be systematically diffefeom other households. For
example, households with social allowances may dss Isturdy or have better
political contacts than households without trarsfétut differently, ordinary least-
squares regression of outcome functions includiogas transfers will results in
biased estimates of transfer impact.

In this study, we use the panel nature of the tatainimize such bias. The
main assumption underlying this method is that ridlevant unobserved variables
remained unchanged during the period covered byanel, in this case 2002-2004.
While we expect that between these years transéspond significantly to changes
in family composition, which are observed and ideld in the regressions, we
assume that the unobserved characteristics cadeleith both income/expenditures
and transfers have remained unchanged over tlaigvedly brief period.

The estimated equations can thus be formulatedllasvs:
In(Y;) =a, + Xy B+D,y+&;, (5)

where a is the household effect covering both observed andbserved time-
invariant household and commune characterisic.includes information on
demography, household assets, housing, educatigplogment, infrastructure, and
socioeconomic commune characteristl@ss a vector of the amount of pensions and
social allowances received. We include these asaratp variables, as they may
accrue to different (types of) persons with différgoreferences and bargaining

power. The error termy; andD are assumed to be distributed independently. Fixed
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effect regression thus gives unbiased estimatéseofoefficients of this function and
of the effect of transfers on income and expend#ur

The estimator of the ATT can now be expressed lasifs:

ATT = E(Y|D >0) - (V0 | D >0) = niz{\(it —e"woi} Op >0, 6)

p
wheren, is the number of cases with transfer receipts.

Similarly, the estimator of the APET is:
APET = E[g—;j =E(yr)= f/niZYit 0D, >0. 7)
p

For sake of comparison between groups, we canesmate group-based

APETSs at a certain level of D = d:

1 ~ (In(Y,;))-D, y+dy
APET :n_Z[}e(l (Ys)-Dy dy)] 0D, >0, (8)
p
where D is the observed amount of transfers, aigdtlae transfer amount that weare

interested in. The standard error of the estimategsbe calculated using the Delta
method or bootstrap technique.

4.3. Measurement of impact on poverty and inequality

In this paper, poverty is measured by three FdSteer-Thorbecke poverty indexes,
which can all be calculated using the followingnimila (Foster, Greer and Thorbecke
1984):

Error! Objects cannot be created from editing field codes.,,

(9)

whereY is a welfare indicator (consumption expendituregapita in this papery is
the poverty line, n is the number of people insbenple population, q is the number
of poor people, and can be interpreted as a measure of inequalitysererWhen

= 0, we have the headcount index H which meastiegrtoportion of people below

the poverty line. Whem = 1 anda = 2, we have the poverty g&t which measures
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the depth of poverty, and the squared povertyRaphich measures the severity of
poverty, respectively.

To measure the inequality, we use three common umes®f inequality: the
Gini coefficient, Theil’s L index of inequality, dnTheil’'s T index of inequality. The
Gini index can be calculated from the individuaberditure in the population as

follows:

2n(n 1) ZZ‘Y' _YJ" (10)

whereY is the average per capita expenditure.

The value of the Gini coefficient varies from 0 wheveryone has the same
expenditure to 1 when one person has everything.cldser a Gini coefficient is to
one, the more unequal is the expenditure distobuti

The Theil L index of inequality is calculated afidws:

. 1, (Y
Thell_Lzﬁzm(Vj, (11)

i=1 i

The Theil L index ranges from 0 to infinity, andethigher the value of Theil L, the
higher the inequality is.

The Theil T index of inequality is calculated as:

. 1&Y
Thell T==) =LIn
T=ivy (

N

%j (12)

The Theil T index ranges from 0 (lowest inequality)n(N) (highest inequality).
Impact of transfers on an inddxof poverty or inequality is expressed as

follows:
= 1Y) = 1(Ypog)) (13)

wherel(Y) is the standard index for the total rural popolatiwhich can be estimated
directly from the sample datd(Y_, ,however, is the relevant index in the absence
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of transfers. This term is only observed for nocipient households. For recipient, it
is estimated using the fixed-effect regressiorréaipients.

We also estimated the impact of transfers onrttlexes for recipients only:

Al =1(D>0Y)-1(D>0Yg), (14)

where the first term on the right-hand side is @otual index for transfer recipients,
which is observed in the data. The second ternmemight-hand side, however, is the

counterfactual, which must be estimated using ¢geeission results.

5. Results

In this section, we discuss the estimated effefcpensions and social allowances on
household expenditure and income and on aggregataty and inequality. The

fixed-effect regressions underlying these estimategresented in the annex.

5.1. Impact on household expenditure and income

Pensions on average increased per capita incortiee g&cipients by 1451 thousand
VND or 40 percent, while social allowances increaper capita income by 428
thousand VND or approximately 12 percent (TableGliven that mean household
size was about five, total household income onayeincreased by 87 percent of the
transferred amount for pensions and by 119 peroenhe transferred amount for
social allowances. Yet, neither of these numbesgsificantly different from 100,
which implies that they do not support multipliéfeets nor crowding out of private

transfers or lower work effort.

<<INSERT TABLE 4>>

Computed at the actual level of transfers, an exhN® would on average have
resulted in an increase of 0.26 VND and 0.31 VNIPén capita income for pensions
and social allowances, respectively (Table 5). @mngg that the average pension-
receiving household consists of five persons ared aberage allowance-receiving
household of 5.5 persons, this implies that houselevel APETs are 1.3 and 1.7.
While the first is not significantly different fronane, the second presents some

evidence for multiplier effects for social allowasc
13



<<INSERT TABLE 5>>

The impact of public transfers on expenditures mash lower than the impact
on income (Table 6). Pensions increased per cagjpanditure of recipients by 14
percent and social allowances by 5 percent. The ohtthe expenditure increase to
the value of transfers was 31 percent for pensiand 34 percent of social
allowances. This suggests that about two thirdsboth pensions and social
allowances were saved or used for long-term investmrhe APETs give similar
results: 0.41 and 0.45 at the household level fmspns and social allowances,
respectively (Table 5). These numbers are in lin Wan de Walle (2002) who
finds a propensity to consume out of public trarssfef 0.37 for Vietham in the

1990s using a linear but otherwise similar consimngfunctior?.

<<INSERT TABLE 6>>

When comparing the impact estimates for poor amdpoor households, all
effects are significantly lower for poor househo{@ables 4-6). This could indicate
that for poor households, public transfers did aemt private transfers or that the
poor significantly decreased work effort when thgst public transfers. Yet, are
hesitant to draw this conclusion, as these findimgsy be driven by the functional
form of the regression equations.

5.2. Impact on Poverty and Inequality

Despite the low share of poor households receiyiagsions compared to social
allowances, the impact of pensions on poverty wighen (Table 7). Pensions
reduced the poverty incidence (PO) of recipientatoyund 5.5 percentage points, and
they decreased both the poverty gap index (P1)paweérty severity index (P2) by
around 50 percent. The effect of pensions totahlrpoverty is significant, but
extremely small, as only 3.5 percent of poor hoakkhreceived transfers.

<<INSERT TABLE 7>>
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Possibly due to their small size, social allowandiesnot significantly reduce
the incidence of poverty. Yet a relatively largeushof allowances did reach the poor,
and although these transfers did not help thempestram poverty, they did reduce
the poverty gap and severity indexes of recipiegtaround 6 percent. The impact of
social allowances on total rural poverty, was hasveextremely small.

Pensions and social allowances had very little chpd any, on inequality.
Inequality of the total rural population increassdabout one percent due to pensions
and was not significantly affected by social allowes (Table 7). Inequality between
recipients did not change significantly due to @ittype of transfer and is therefore

not presented in the tables.

6. Conclusion

Vietnam’s extensive social security system is ctdno have played a key role in the
extraordinary poverty decline over the past decadéss claim is, however, not
substantiated by empirical evidence. Van de Wa®2) found that social insurance
and subsidies were badly targeted at the poor amgeth to reduce the poverty
incidence by less than three percentage pointsiglihne 1990s. Evans et al. (2006)
suggest that the effects were somewhat largerid ,20hen poverty rates would have
been almost five percent higher in the absenceatksecurity payments. However,
they use naive estimates, which are likely to lsdxl.

In this study, we investigate how well contributopgnsions and social
allowances reached the poor and to which extesethansfers affected poverty and
inequality in the early 2000s. We estimate thectfté the transfers on both income
and expenditure. Neither is straightforward. Caahdfers do not necessarily result in
an increase in income with the same value as #resfier. On the one hand, public
transfers may crowd out private transfers and teaa reduction of work effort. On
the other hand, they may have positive multipliéas, when (part of) the money is
used for production or investment. At the same titihhe propensity to consume is not
necessarily the same for transfers and earned imcasithey may accrue to different
persons with different preferences and money mayaqerfectly pooled. Last but

% They find a propensity to consume of 0.45 fomadir (first difference) consumption function
including transfers as the sole explanatory vagiald of 0.72 when they use first-period transdsrs
an instrument for the change in transfers. Howewerfind neither specification credible.
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not least, estimating the effect of transfers ocome and expenditures will give
biased estimates unless the endogeneity of traakbeation is accounted for.

Using fixed-effect regression to avoid endogendiigs and allowing for
different effects of different types of transfexse find that the impact of these
transfers on poverty and inequality was low, duelaw coverage of poor and
relatively low amounts transferred to the poor. Cany to studies for other countries,
our estimates suggest that public transfers diccrewvd out private transfers nor did
they result in a decrease in work effort. We dal fimeak evidence for multiplier
effects for social transfers, but not for pensions.

Our estimates for the impact on poverty rates dutfire early 2000s is even lower than
the estimate o¥/an de Walle (2002for the 1990s. This does not necessarily meanttieat
impact of the transfers has decreased, althougbwfe the strong decrease in poverty could
imply that it became more difficult to eliminateethremaining poverty. Differences in
research approach may also explain the differesulte while Van de Walle mingles all

public transfers, we focus on the impact of twdeddnt types only.
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Figure 1: Poverty rate over the period 1993-2084ércent) (Estimates using VHLSS data).
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Table 1: Pensions by expenditure quintiles

2002 2004
Indicators Poorest Near Middle Near Richest All Poorest Near Middle Near Richest All
Poorest Richest Poorest Richest
o 3.6 5.7 8.9 11.2 13.8 8.6 3.4 6.6 6.6 114 16.9 9.0
% receiving households
[0.4] [0.5] [0.6] [0.7] [0.8] [0.3] [0.5] [0.7] [0.7] [0.9] [1.2] [0.4]
Transfer amount* 3000.1 3527.9 4292.5 4836.9 6249.0 4851.7 3653.1 5393.6 5235.0 6961.9 8452.9 6782.7
(thousand VND) [203.8] [148.4] [181.0] [173.8] [247.7] [116.6] [354.3] [637.9] [415.0] [338.4] [418.7] [223.9]
% of transfers over 443 445 48.1 44.8 34.7 40.1 50.2 55.9 46.0 52.5 41.8 46.0
household expenditure [4.0] [2.6] [2.4] [2.0] [1.6] [1.1] [4.9] [5.9] [3.6] [3.2] [2.6] [1.8]
% of transfers over 29.3 31.8 34.8 345 27.6 30.8 34.1 33.9 343 38.0 32.1 33.9
household income [2.6] [1.8] [1.7] [1.6] [1.2] [0.8] [2.9] [3.4] [2.7] [2.2] [1.8] [1.2]
Note: * in 2004.prices
Source: Own Estimation using VHLSSs 2002 and 2004.
Table 2: Pensions by expenditure quintiles for bbotds with at least a member older than 60 yedrs o
2002 2004
Indicators Poorest Near Middle Near Richest All Poorest Near Middle Near Richest All
Poorest Richest Poorest Richest
% households with 28.3 285 28.9 29.7 28.7 28.8 33.3 28.7 27.0 30.2 30.3 29.9
member older than 60 [0.9] [0.9] [0.9] [0.9] [1.0] [0.4] [1.3] [1.3] [1.3] [1.4] [1.3] [0.6]
% receiving households 7.6 11.3 16.7 21.6 24.2 16.3 7.9 13.1 13.5 21.3 29.0 16.9
[1.0] [1.1] [1.4] [1.7] [1.9] [0.7] [1.3] [1.8] [1.8] [2.2] [2.5] [0.9]
o 55 9.8 18.1 25.8 40.7 100 5.3 11.7 10.4 26.7 45.9 100
Distribution of amount
[0.8] [1.2] [2.0] [2.4] [3.1] [1.1] [2.0] [1.9] [3.1] [3.8]
% of transfers over 47.5 50.5 53.5 50.3 40.2 45.7 53.1 62.6 50.3 58.3 49.8 53.1
household expenditure [4.7] [4.0] [3.6] [3.0] [2.5] [1.7] [6.2] [6.6] [5.1] [4.3] [3.9] [2.5]
% of transfers over 31.0 34.3 39.2 39.1 333 35.6 35.9 395 36.8 42.8 37.8 39.0
household income [3.2] [3.0] [2.3] [2.3] [1.9] [1.2] [3.5] [3.4] [3.9] [3.1] [2.7] [1.7]

Note: * in 2004.prices
Source: Own Estimation using VHLSSs 2002 and 2004.
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Table 3: Social allowances by expenditure quintiles

2002 2004
Indicators Poorest Near Middle Near Richest All Poorest Near Middle Near Richest All
Poorest Richest Poorest Richest

14.7 8.9 8.4 7.0 5.9 9.0 15.2 8.6 7.7 7.9 7.6 9.4
% receiving households

[1.0] [0.6] [0.6] [0.5] [0.5] [0.3] [1.1] [0.8] [0.8] [0.7] [0.8] [0.4]
Transfer amount* 786.4 1345.9 1657.1 2043.0 2089.2 1428.0 809.5 1893.3 2007.5 2053.5 2251.8 1645.5
(thousand VND) [65.9] [100.1] [138.6] [145.5] [177.1] [58.0] [84.9] [214.0] [159.9] [144.0] [172.3] [73.2]
% of transfers over 15.6 19.6 21.0 215 14.3 18.0 155 23.0 18.5 17.8 11.7 16.2
household expenditure [1.6] [2.1] [2.7] [2.0] [1.5] [0.9] [1.9] [3.1] [1.8] [2.1] [1.4] [0.9]
% of transfers over 115 15.0 16.4 17.1 11.8 14.2 11.4 15.3 13.6 14.0 8.8 12.0
household income [1.2] [1.5] [1.9] [1.6] [1.3] [0.7] [1.4] [2.1] [1.4] [1.6] [1.1] [0.7]

Note: * in 2004.prices

Source: Own Estimation using VHLSSs 2002 and 2004.
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Table 4: Average treatment effect on the treateédT()®of public transfers on income (thousand VND)

Pensions Social allowances
Y1 YO ATT ATT/YO ATT/D Y1 YO ATT ATT/YO  ATT/D
Group (Y1-Y0) (%) (%) (Yi=Yo) (%) (%)
All 5726.0° 4275.0°  1451.0° 33.97 87.27 3911.8" 3483.6° 42877 12.37 1197
[223.0] [196.5] [170.8] [4.7] [8.9] [174.2] [160.5 [83.0] [2.5] [22.5]
Poor 3170.7 2403.9"  766.7" 3197 65.6° 1610.9° 1496.2" 114.8" 7.7" 60.7"
[288.0] [192.0] [208.8] [9.5] [9.5] [60.5] [40.1]  [34.3] [2.2] [12.1]
Non-Poor 61253 4567.4"  1557.9" 34.17 89.5"  5085.1" 4497 588.1" 13.17 131.5"
[240.6] [196.7] [191.2] [4.7] [9.4] [240.0] [1995 [118.1] [2.6] [26.6]
Difference -791.7 2.2 -23.97 -473.3" 54" -70.8"
[241.6] [9.0] [8.3] [93.9] [1.5] [16.9]

Note: D is the amount of pension

* significant at 10%; ** significant at 5%; *** sigificant at 1%

Figures in parentheses are standard errors.

Standard errors are corrected for sampling weightlsestimated using bootstrap (non-parametric) 28threplications.
Source: Estimation from VHLSSs 2002 and 2004

Table 5: Average partial effects (APET) of publiartsfers on the treated (thousand VND)

Pensions Social allowances
Per capita income Per capita expenditure Per ciyuitene Per capita expenditure
Group APET APET at APET APET at APET APET at APET APET at
program program program program
mean mean mean mean
All 0.2611" 0.2157" 0.0810~ 0.0746~ 0.3077" 0.2770” 0.0815 0.0783
[0.0331] [0.0238] [0.0211] [0.0181] [0.0628] [0Dg [0.0352] [0.0328]
Poor 0.1505' 0.1276" 0.0373" 0.0347" 0.1198" 0.1112" 0.041T 0.0399
[0.0314] [0.0148] [0.0143] [0.0099] [0.0286] [04g [0.0189] [0.0176]
Non-Poor 0.2765 0.2279" 0.0871" 0.0801" 0.3635" 0.3262" 0.0969 0.0929
[0.0364] [0.0278] [0.0239] [0.0210] [0.0778] [049 [0.0429] [0.0400]
Difference  -0.1260 -0.1003" -0.0498" -0.0454" -0.2437" -0.2150" -0.0557" -0.0530°
[0.0309] [0.0207] [0.0119] [0.0114] [0.0516] [0.G&2 [0.0244] [0.0227]

* significant at 10%; ** significant at 5%; *** sigificant at 1%

Figures in parentheses are standard errors.

Standard errors are corrected for sampling weighdsestimated using bootstrap (non-parametric) 2dthreplications.
Source: Estimation from VHLSSs 2002 and 2004
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Table 6: Average treatment effect on the treatedT()of public transfers in expenditures (thousandDy

Pensions Social allowances
Group Y1 YO ATT ATT/YO ATT/D Y1 YO ATT ATT/YO ATT/D
(Y1- (%) (%) (Yi—Yo) (%) (%)
Y0)
All 4200.8" 3690.27 510.77 13.87 30.77 2803.3" 2682.77 121.7 45" 33.7
[130.0] [163.2] [118.6] [3.6] [7.1] [90.8] [85.3]  [51.4] [1.9] [14.3]
Poor 1904.1" 1690.6" 2135 12.6° 18.3" 1507.0" 1467.5" 39.5 2.7 19.7
[121.5] [58.3] [99.3] [5.8] [6.2] [54.7] [42.9] @4 [1.3] [8.9]
Non-Poor 45597 4002.6" 557.1"" 13.9" 32.07 3770.5" 3588.5" 182.0° 51" 38.3
[142.7] [141.5] [132.5] [3.5] [7.5] [134.3] [1082 [78.7] [2.2] [16.4]
Difference -3436  -1.3 -13.7" -1425° 2.4 -19.1"
[87.0] [3.9] [2.9] [60.7] [1.1] [8.2]

Note: D is the amount of social allowances

* significant at 10%; ** significant at 5%; *** sigificant at 1%

Figures in parentheses are standard errors.

Standard errors are corrected for sampling weightsestimated using bootstrap (non-parametric) 2dthreplications.

Source: Estimation from VHLSSs 2002 and 2004
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Table 7: Impact on poverty and inequality

Impact of pension Impact of social allowances

Index With Without I mpact With Without I mpact
transfers transfers transfers transfers

Poverty of recipients

PO 0.0800*** 0.1351%*=* -0.0551** 0.4060*** 0.4273* -0.0213
[0.0165] [0.0309] [0.0257] [0.0321] [0.0347] (oo

P1 0.0168*** 0.0251*** -0.0083** 0.1179%=* 0.1254* -0.0075**
[0.0046] [0.0066] [0.0039] [0.0119] [0.0119] 029

P2 0.0054*** 0.0079*** -0.0025** 0.0492*** 0.0520** -0.0029**
[0.0020] [0.0027] [0.0012] [0.0063] [0.0063] [018)

Poverty of all rural

PO 0.2540*** 0.2586*** -0.0047** 0.2540*** 0.2561* -0.0021
[0.0094] [0.0099] [0.0024] [0.0086] [0.0088] [0 2wy

P1 0.0611*** 0.0618*** -0.0007** 0.0611*** 0.0618** -0.0007**
[0.0028] [0.0029] [0.0003] [0.0029] [0.0029] [omg)

P2 0.0218*** 0.0220*** -0.0002** 0.0218*** 0.0221* -0.0003**
[0.0013] [0.0013] [0.0001] [0.0014] [0.0014] [omD)

Inequality of all rural

Gini 0.2902%** 0.2874*** 0.0028*** 0.2902*** 0.2903** -0.0001
[0.0046] [0.0046] [0.0008] [0.0046] [0.0046] 0@y

Theil L 0.1385%** 0.1360*** 0.0025%*** 0.1385*** 0.1386*** -0.0001
[0.0046] [0.0045] [0.0007] [0.0046] [0.0046] [o@n

Theil T 0.1447%** 0.1426*** 0.0021%** 0.1447%= 0.1449%+* -0.0002
[0.0058] [0.0059] [0.0006] [0.0058] [0.0058] [0.0810

* significant at 10%; ** significant at 5%; *** sigificant at 1%

Figures in parentheses are standard errors.

Standard errors are corrected for sampling weightlsestimated using bootstrap (non-parametric) 28threplications.
Source: Estimation from VHLSSs 2002 and 2004
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Appendix

Table Al: Fixed-effect Regressions

Explanatory variables

Log of per
capita

expenditure

Log of per

capita income

(thousand
(thousand
VND) VND)
Pension (thousand VND) 0.00002*** 0.00004***
[0.00000] [0.00000]
Social allowance (thousand VND) 0.00002** 0.00006**
[0.00001] [0.00001]
Ratio of members less than 16 -0.16272** -0.31974*
[0.07295] [0.08714]
Ratio of members older than 60 -0.27706*** -0.33676
[0.10190] [0.11136]
Age of household head 0.02747** 0.02600%***
[0.00847] [0.00933]
Age of household head squared -0.00023*** -0.00022*
[0.00008] [0.00009]
Household size -0.13989*** -0.16059***
[0.02484] [0.03019]
Household size squared 0.00505*** 0.00593**
[0.00194] [0.00232]
Head with primary school 0.02503 0.01324
[0.02569] [0.02904]
Head with lower secondary school -0.0143 -0.037
[0.03842] [0.04407]
Head with upper secondary school -0.05714 -0.00697
[0.05148] [0.06224]
Head with technical degree -0.01702 0.00064
[0.05422] [0.06983]
Head with post secondary school -0.04348 0.05289
[0.08675] [0.10228]
Ratio of members with lower secondary school 0.2626 0.27900***
[0.05712] [0.06616]
Ratio of members with upper secondary school 0.6899 0.37091***
[0.08521] [0.10546]
Ratio of members with technical degree 0.71028*** .61R54%**
[0.11606] [0.13298]
Ratio of members with post secondary school 0.85881 0.41601**
[0.18127] [0.18500]
Household having at least a working member -0.01416 0.01392
[0.10377] [0.09882]
Ratio of working members 0.01028 0.26913***
[0.04410] [0.05720]
Ratio of members working in agriculture -0.13938***  -0.33407***
[0.02876] [0.03403]
Log of living areas (log of m2) 0.07778*** 0.10600*
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Explanatory variables

Log of per
capita

expenditure

Log of per
capita income

(thousand (thousand
VND)
VND)
[0.01755] [0.02151]
Living in permanent house 0.12833*** 0.19114%**
[0.02816] [0.03982]
Living in semi-permanent house 0.06310*** 0.08708**
[0.01855] [0.02392]
Area of annual crop land (m2) 0.00000*** 0.00001***
[0.00000] [0.00000]
Area of perennial crop land (m2) 0 0
[0.00000] [0.00000]
Area of aquaculture water surface (m2) 0.00001 @maer
[0.00000] [0.00001]
Commune having non-farm activities -0.03919* -0.038
[0.02086] [0.02548]
Distance to nearest town (km) 0.00111 -0.00009
[0.00117] [0.00123]
Distance to nearest road (km) 0.00264 -0.0004
[0.00504] [0.00700]
Distance to nearest daily market (km) -0.00004
[0.00110] [0.00146]
Distance to nearest periodic market (km) -0.00091 0.0022
[0.00120] [0.00145]
Distance to nearest post (km) -0.00383*** -0.00348*
[0.00127] [0.00179]
Distance to nearest primary school (km) 0.01011* .02a39***
[0.00507] [0.00726]
Distance to nearest lower secondary school (km) 00382* -0.00685**
[0.00211] [0.00330]
Distance to nearest upper secondary school (km) 05Q4** 0.00366**
[0.00113] [0.00175]
Constant 7.37903*** 7.51188***
[0.24511] [0.27008]
Observations 6198 6198
R-squared 0.444 0.465
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