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A Bright Future Ahead?

A Pilot Study of the Vietnamese Labour Market
and its Social and Economic Context*

UWE BLIEN / PHAN THI HONG VAN

1. Introduction

The development of the Vietnamese economy during the last 20 years is
mainly a success story, since incomes have been rising continually and pov-
erty has been declining (see Table 1). Vietnam has outpaced several of the
countries in the region (not only Myanmar, von Hauff 2009). In January
2007 Vietnam became a member of the WTO. Though the economic situa-
tion has improved, Vietnam’s dominant economic problem is still its low na-
tional income per capita. According to data provided by the Vietnamese
General Statistical Office and compiled by the World Bank it was US$ 790
per capita in 2007 (World Development Report 2009: 353). If this indicator
is re-calculated according to purchasing power parities, the figure rises to
USS$ 2550. However, this is still very low, as can be seen by comparing the
figures with those for Germany: USS$ 38,860 in absolute terms and USS$
33,820 in purchasing power. These are average figures, which also include
millionaires. By European standards the majority of the population in Viet-
nam must be regarded as poor. Anyone who earns significantly less than the
average is in immediate danger of starvation and living in severe poverty.

This study was conducted on the basis of two surveys funded by the Friedrich Ebert
Foundation (Friedrich-Ebert-Stiftung (FES)). Thanks are due to Beate Bartoldus, Pham
Tuan Phuc, Daniel Reichart and Felix Schmidt (all at the FES) for their cooperation with
the surveys; also to Petra Beckmann and Stefan Fuchs (both at the IAB) for their advice
regarding the design of the questionnaires. We also thank our Vietnamese colleagues at
the Institute for Labour Science and Social Affairs (ILSSA) in Hanoi, especially Le, Minh
and Vinh for their excellent research cooperation. Michael von Hauff (Technical Universi-
ty of Kaiserslautern), Rob Swinkels (World Bank), Nguyen Dung (CIEM), Jonathan Pin-
cus (UNDP) and Irene Nerlund (Nordic Institute for Asian Studies) provided valuable
background knowledge and information about the Vietnamese labour market. However,
full responsibility for the analysis and for this report remains with the authors.
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Recently, there are symptoms of an impending crisis. Vietnam has
been affected by increases in the international prices of many goods and re-
sources. In 2008 imported inflation was a threat to stable development: by
March 2008 the price level had increased by 32% in the past 12 months
(Dinh, Kubota, Rama 2008). A related and even more severe danger is the
trade deficit, which has reached alarming proportions. The 2008 forecast as
regards the trade deficit is about 12%, and for the current account deficit
19% of GDP. Vietnam’s economy is therefore in a difficult situation even
before the consequences of the international crisis on the world’s financial
markets are felt in this country.

At only 4.6% (2007 — cf. Table 1), Vietnam’s unemployment rate is
relatively low but it underlines the labour market problem. Since there is no
unemployment benefit, losing a job results in strong pressure to take up em-
ployment in the informal sector of the economy in order to compensate for
the loss. Accordingly, the informal sector has grown very considerably. It
consists above all of innumerable people who have their own small busi-
nesses or work in a family shop, for example as a soup seller at the roadside
or as a rickshaw driver. Many of the jobs in the informal sector yield only
minimal incomes. Virtually every Vietnamese who is affected by unem-
ployment does some kind of work in this sector as he or she needs an in-
come in order to survive. A figure stating the level of unemployment there-
fore understates the problem. It is impossible, however, to assess the size of
the informal sector by using official statistics.

In order to characterise the scale of the labour market problem in Viet-
nam it is more appropriate to use a measure that can be called underem-
ployment. A person is considered underemployed when he or she earns such
a low income that he or she is unable to live off it. Possible reasons for such
a low income are part-time work or low work productivity. According to es-
timates made by experts, it would be possible to dispense with approxi-
mately 40% of the workers in agriculture without raising technical standards
and without reducing the soil productivity. In the informal sector, too, there
are many self-employed people who work with very low productivity.

The structural problems of the Vietnamese labour market are further
aggravated by the fact that the matching of supply and demand does not
work properly. The usual institutions that market economies create to im-
prove the matching process on the labour market are barely developed. Job
placement and occupational guidance are conducted at employment service
centres, over 150 of which are acknowledged by the Ministry of Labour,
MOLISA. However, these centres are not adequately equipped for the
matching task. According to the available information the market share of
the employment service centres is very low (well below 10%). Many firms
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and many workers are not even aware of their existence. Some measures of
an active labour market policy, including the promotion of vocational train-
ing, are carried out by the centres, but again their resources to fulfil this
function are limited.

Some years ago it was already argued that Vietnam’s labour market
was balanced on a knife-edge (Blien, von Hauff, Phan 1998). Labour supply
is increasing so rapidly in this country that it remains to be seen whether la-
bour demand will grow equally rapidly. For this reason it is important to ex-
amine the labour market more closely as one central intermediary in a de-
veloping market economy. The labour market is the part of the economy
where decisions are made about many people’s chances in life and where the
poor are separated from the less poor or the rich. Labour market problems
directly affect the standard of living of some sections of the population. Fur-
thermore, they have a detrimental effect on economic growth. When unem-
ployment and mismatch occur, the production potential is not fully utilised.
There is still no appropriate data basis for identifying the problems and for
forming an information basis for current state-run measures (see Blien, Phan
2006). This has prompted considerations about new information tools.

2. Two surveys in the Vietnamese city of Vinh

In order to analyse Vietnam’s labour market and its social and economic
context, two special surveys were carried out, one in 1999 and one in 2005.
In both surveys over 2400 households including about 6000 individuals of
working age were interviewed directly about their income, vocational train-
ing, employment status etc. The surveys do not cover the whole country but,
in the form of a regional pilot study, concentrate on Vinh City, a town in
central Vietnam with approximately 200,000 inhabitants. It was decided that
it would be more fruitful to collect and analyse data about only one region
(the sampling rate was about 6% in each survey), than to conduct repre-
sentative study for the whole country. In a case study the quality of the data
can be controlled better.

Although the results of the survey are representative only of Vinh City,
they nonetheless yield a great deal of information about Vietnam in general.
In a way this city is typical of the situation in the country as a whole. It
represents a fictitious average between the rural areas and the large agglom-
erations of Ho Chi Minh City and Hanoi. Since the survey is representative
of the whole population of Vinh, it maps a lot more than just the labour
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market. It includes in particular the large informal sector of this economy,
which is important for assessing the development process. Now the data can
be used to make comprehensive analyses of processes determining the living
standards of many people. The dynamics of a transformation and developing
economy can be shown at micro-level from new perspectives. A comparison
of the results indicates the development trends.

The surveys yield valuable information not only about the situation on
the labour market but also about the regional economy. The data were used
for planning purposes in social security and labour market policy. Although
Vietnam is a very dynamic country, the data can still provide a good deal of
information about certain structural problems.

In the following we outline the surveys carried out in the city of Vinh.
As already mentioned, there were good reasons not to try to conduct a repre-
sentative study for the whole country but only a regional pilot study. The
main reason was that the fieldwork could be controlled better when all the
interviewers were active in the same region. According to our assessment
the effective supervision of the fieldwork was one of the constant quality
problems of other research in Vietnam.

Vinh City was chosen as the survey location because it is located in the
centre of Vietnam and can represent the situation of comparable towns on
the labour market. The concentration of international studies on the metro-
politan areas of Hanoi and Ho Chi Minh City (see for example Friedman
2004) can partly be compensated by our study. For the Vietnamese authori-
ties it was important that Vinh City be able to serve as a regional experimen-
tation field for labour market policy in order to test measures.

One of the first surveys which attempted to depict the labour market
and in particular the income situation in Vietnam was the survey conducted
in Vinh City in 1999. The aim of this survey was to record certain informa-
tion about the labour market and its social and economic background with
more precision than had previously been possible.

Only by making a survey of a relatively large sample, 6% here, was it
possible to observe the local labour market adequately and intensively enough.
The data collected about income, occupations, industries, household situa-
tions, the employing firms etc. were intended to make it possible to recog-
nise those labour market problems towards which policy measures are orien-
tated. The 1999 survey was updated by another survey in 2005. Conducting
a repeat survey as a follow-up makes it possible to identify precisely the
changes that have taken place in the interim. The three objectives of the pro-
ject can be specified as follows:
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e to create a reliable database for purposes of scientific research;

o to provide information for the planning of labour market and social
policy. Current information requirements of the Vietnamese state
are to be taken into account in the survey. This concerns among
other things the plan to introduce unemployment benefit;

e to improve techniques of empirical social research and economic
analyses: here it is important to bring together the experiences
made in Vietnamese social and economic research with those in
Europe. This objective is threefold: to improve the techniques of
questionnaire design, to use new methods in the field work, espe-
cially with regard to supervision in the survey, and to include the
time dimension in the analyses. The primary focus is no longer on
examining cross-sections but on analysing development processes.

There is a lack of information about Vietnam’s labour market because the
country’s statistics and relevant surveys are not sufficiently developed. This
makes it difficult to implement labour market policy measures. For these
reasons the Vietnamese Ministry of Labour (MOLISA) was very interested
in a repeated labour market survey to close information gaps.

Another function of the survey was to obtain additional data about key
structural variables of the Vietnamese labour market and its embedding in a
transformation economy with a large informal sector. It is important to gain
information about the development of individual sections of the labour mar-
ket, about the development of industries and occupational groups. So far
there is hardly any basis for the planning of education and training meas-
ures. Bottlenecks on the labour market are not recognised in time. There is
far too little information available for the occupational guidance and job
placement conducted in the so-called employment service centres.

Finally, there are hardly any data stocks available for detailed multi-
variate analyses. The numerous studies conducted by various Vietnamese
and international research groups mainly publish tables of descriptive in-
formation. One of our objectives was thus to remedy this and to examine the
Vietnamese labour market in intensive in-depth analyses using modern sta-
tistical and econometric methods.

To sum up, it can be said that information about the labour market is of
great importance in order to gain general insights into the relevant causal
processes, and to improve labour market policy. The data collected by the
survey should make it possible to recognise the problems towards which la-
bour market and social policy are orientated. These include the distribution
of income across different groups of workers, the relationship between the
wage and its determinants (such as qualification level, occupational group or
age of the workers concerned, ownership form of the employing firm etc.)
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and the incidence of poverty. The data obtained can then be used, in a suita-
bly prepared form, by those responsible for national planning and by the
employment service centres to prepare vocational training.

Only by surveying a relatively large sample is it possible to observe the
labour market in sufficient detail. At the same time there are relatively strin-
gent demands as regards the quality of the data. In the 1990s it was almost
impossible to gain detailed information about income. Information on the
income variable was also collected in the Labour Force Samples, but only in
a very rough and not particularly reliable way. More precise details were es-
sential in order to be able to understand developments in the Vietnamese la-
bour market.

In the meantime the situation has changed considerably. Social re-
search has adapted to the situation in Vietnam. It is clear that valid and reli-
able information concerning income can be obtained using suitable tech-
niques. A number of special surveys exist including the new waves of the
Living Standards Survey, which provide valuable sources of data for analy-
ses of poverty and for studies on the standard of living. Nonetheless, even in
the first decade of the 21st century there is still a lot to be done and the
available instruments still need to be improved.

The two surveys were designed to obtain answers to the following
questions concerning the region of Vinh:

o How fast are incomes rising?

» How important is the role of the state in the transformation economy?
» How large is the informal sector?

o How important are formal general qualifications?

» Does it pay to invest in occupational qualifications?

o How important is formal private employment?

o How large is the unemployment problem?

» How many people live in poverty?

Of course, there are many other questions which could be answered using
the data. The two regional labour market surveys in Vinh make it possible to
include the time dimension. This is of great importance since the compari-
son of two cross-sections from 1999 and 2005 opens up completely new
analytical possibilities. Trends can be identified. Furthermore it is possible
to analyse the stability or volatility of the labour market. The two surveys
provide data on the following areas:

» employment status and, if applicable, labour market status
« reliable, detailed information on income

o status information as regards social insurance

o integration in the household context

o information about the employing firm
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o information about the social context
e basic information and employment-risk information about the work

performed
o training
e savings

e consumption

The order of the items in the questionnaire was carefully planned. As men-
tioned earlier, when the first survey was conducted, Vietnamese experts had
claimed that it was not possible to obtain reliable information about income
in Vietnam as the respondents would be reluctant to reply. They claimed
that if people felt they were being forced to open up, they might give false
answers. In order to rule out such behaviour as far as possible the following
strategy was chosen: the respondents were first asked about their consump-
tion and the expenditure associated with it. This is possible as the normal
consumption basket in Vietnam is much smaller and less varied than in Cen-
tral Europe. By giving details about their consumption, the respondents
committed themselves to a certain level of expenditure in the first phase of
the interview. If the interviewer was working reliably, it was no longer pos-
sible to fall far below the reported level of expenditure in the subsequent
questions concerning income.

In this and other aspects, the structure of the questionnaire for the sur-
veys in Vinh represents up-to-date techniques of social research. Particular
importance was attached to structuring the questionnaire in such a way that
the respondents were led step-by-step to reliable answers. Here our basis
was knowledge from cognitive social psychology mobilised for survey re-
search (Schwarz 1999 & 2003; Schwarz, Hippler, Noelle-Neumann 1989).
In the cognitive approaches it is taken into account that the respondents are
unable to recall certain facts or evaluations immediately but first have to
mobilise the information required. Targeted questioning helps them to find
the right answers.

The design of the questionnaire is modelled on large surveys con-
ducted in Germany, in particular the Socio-Economic Panel and the BIBB-
IAB (Bundesinstitut fiir berufliche Bildung — Institut fiir Arbeitsmarkt- und
Berufsforschung) career history study. It was based on the Vietnamese La-
bour Force Survey and a Vietnamese labour market panel, then discussed
with experts from the Institute for Employment Research (Institut fiir Ar-
beitsmarkt- und Berufsforschung) and revised in Vietnam. In addition, one
of the authors of this paper (Van) has many years of experience in designing
surveys and conducting interviews in Vietnam, which helped in developing
the questionnaire. In this way it was hoped that the questionnaire for the la-
bour market in Vinh both represents the current level of empirical social re-



The Vietnamese Labour Market 321

search, and, equally, that it can ascertain the particularities of the transfor-
mation process in Vietnam and the specific conditions there.

As it was not feasible to conduct a panel survey in 2005 because the
original respondents’ addresses were no longer available, it was necessary to
use a special method in order to take into account the time dimension as
much as possible. The connection with the situation in 1999 was sought by
asking additional questions about the employment status and household con-
text at that time. The longitudinal reference is achieved by means of this ret-
rospective questioning. Here more changes have to be made to the question-
naire than in the panel design. The comparison of the results of the 1999
survey with those of the current retrospective questions permits a longitudi-
nal design in the evaluations even without panel questions.

The target group of the study in Vinh consisted of people aged be-
tween 13 and 65. In 2005 a random selection from a 5.6 percent sample of
the population was made. It was possible to have the sampling ratio some-
what lower than 1999 (6.2%) as the population had grown. When the sample
is extrapolated, the population of working age amounts to 117,446 (2005)
and 112,081 (1999). The procedure used to gain a random sample is de-
scribed in detail in a 2006 report by the Institute for Labour Science and So-
cial Affairs (ILSSA) of the Ministry of Labour, Invalids and Social Affairs
(MOLISA). It appears to be very efficient and ensures that the results can be
transferred to the whole population. The study population consists of people
in the households of the sample. The questionnaire is a household question-
naire with sections for individual people.

The improved field supervision striven for required that intensive
checks be made during the survey work. For this a team was nominated by
MOLISA/ILSSA which, in cooperation with Van, made random checks and
assessed the interviewers’ work. Hundreds of questionnaires were inspected
by Van. In the case of imprecision on the part of the interviewers they had to
return to the respective households and collect the missing information. The
rigorous checks on the questionnaire revealed problems: communication dif-
ficulties between researchers and interviewers or simply poor work on the
part of the interviewers. In many cases it was possible to remedy this di-
rectly, as the data collection process was corrected immediately. In 2005 the
set of measures used to improve data quality was further extended. A num-
ber of households were interviewed twice, once in the actual survey and a
second time for checking (test/retest-design).
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3. Empirical results

3.1 Some population characteristics

One great advantage of the study design used here is that it is possible to
draw comparisons between the results obtained in 1999 and those of 2005.
They permit an assessment of the development of the labour market and the
economy in Vinh. In addition, a certain appraisal of the reliability of the
surveys is possible. If the structures of 1999 and 2005 diverge considerably
it will have to be assumed that something went wrong with at least one of
the two surveys. Fortunately this is not the case, as is demonstrated below.

Table 2 shows the study population for the two surveys. The first row
of the table gives the figures for people living in the sample households who
are at least 13 years old. If the labour force potential is measured in terms of
the population of working age (men aged 15—60 and women aged 15-55 ac-
cording to Vietnam’s legal regulations) then the share of this population de-
creases somewhat. If the number of people in gainful employment is com-
pared with this potential, labour force participation rates of 54.5% (1999)
and 61.9% (2005) are obtained. This increase points towards a favourable
development of the economy and the labour market.

The age structure of the Vietnamese population is reflected in the large
proportion of people in training. The proportion of unemployed is falling. If
the unemployment rate is calculated on the basis of the entire labour force
then it was 7.31% in 1999 but only 3.46% in 2005. This is the result of in-
creasing labour force participation. The number of pensioners is relatively
small as the Vietnamese population is very young. Some people are formally
retired but are still working.

3.2 The basic structure of the economy

When presenting the results it is particularly important to differentiate be-
tween the formal and the informal sectors of the economy. The informal sec-
tor consists of people who are self-employed and do not employ anybody
else. Small firms with fewer than 10 employees are also included in this
category because some regulations of the labour code and other laws do not
apply to them and those which do apply are frequently not enforced by the
state. All persons in employment without a formal contract are also classi-
fied as belonging to the informal sector. We checked with our data that the
two definitions are virtually interchangeable. People working in agriculture
were excluded from the income analyses as it must be assumed that they
produce some of their own food themselves. Persons employed in state-
owned industries and in private enterprises with at least 10 employees and
those employed by the state administration are classified as working in the
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formal sector of the economy. One of the great advantages of the Vinh sur-
veys is that they enable the researchers to identify these sectors of the econ-
omy.

Table 3 shows the distribution of people across the main sectors of the
economy and their respective average incomes in 1999. People working in
agriculture are again excluded. The status of self-employed also covers un-
paid family workers. The table illustrates the special circumstances in Viet-
nam, which differ considerably from those in western countries. The infor-
mal sector of the economy is very large. In 1999 no less than 44% of the
economically active people in the sample (outside agriculture) were self-
employed. Only very few of the very small businesses had any employees.
By 2005 the proportion of self-employed people had fallen to 35%, as can
be seen in Table 4.

The share of people working in the formal sector has grown corre-
spondingly, namely from 45% to 53%. What is remarkable here is that only
a small part of this increase can be attributed to employment growth in the
larger private enterprises. It is also important that the share of people work-
ing in the national administration remained virtually constant at over 20%.

The percentage of people employed in private enterprises in the formal
sector only grew from 2.6% to 4.1%, while the number of people employed
in the informal sector remained virtually constant. What is sometimes for-
mulated for the Vietnamese economy as a whole, namely that its astonishing
development is not predominantly sustained by the private but the still im-
portant state sector (Van Arkadie, Mallon 2003), can be seen quite dramati-
cally at the regional level of Vinh City. The state-owned enterprises have in-
creased the number of employees considerably. It must be borne in mind
that the figures represent employment, not production, which could give a
completely different picture. However, no export-orientated production
zones are located in Vinh and there are only a few large joint-ventures. The
further division of the formal sector can be seen in Table 4.

3.3 Development of income in the various sectors

The last column of Table 5 shows striking income increases for the individ-
ual sectors of the economy. Most of the nominal increases were over 100%.
According to official information (General Statistical Office of Vietnam), in
the six years between the two surveys inflation amounted to approximately
27.5% (if the inflation during the whole of 1999 and 2005 is included in the
calculation — cf. Table 1). Economic growth per capita in real terms stood at
47.6 (once again calculated for full years according to Table 1 and taking
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into consideration that the population has grown). It is obvious that the
growth rates of personal income in Vinh were again higher. How is this pos-
sible? It might be that the official statistics underreport the economic up-
swing in Vietnam — at least this is a conjecture of international experts (Van
Arkadie, Mallon 2003). This could be due to a concentration on the state
sector and an underreporting of the informal economy. On the other hand,
the development in Vinh cannot be extrapolated to the country as a whole.
Instead it must be assumed that towns and cities benefit from the develop-
ment more than rural areas, which dominate in terms of population. Infla-
tion, too, may differ more between regions than is the case in western coun-
tries. Nonetheless, the income increases are impressive. Vinh does not make
the impression of being an especially booming area compared with other
Vietnamese regions.

However, the absolute income level is still very low. A monthly in-
come of 1.194 million Dong in the formal sector is approximately equiva-
lent to US$ 76 at an exchange rate of 1:15,800. The World Bank converts
the nominal incomes of quite a number of countries into purchasing power
parities (World Bank 2007: 287f.). According to these calculations the in-
come cited above is equivalent to a value of US$ 369 in real terms because
many things are cheaper in Vietnam than in developed countries. Nonethe-
less, this average value is still very low. Compared with western European
standards most of the people are poor. The stock of people living below
given poverty lines is examined more closely in a later section of this paper.

It is also remarkable that of the various sub-populations examined in
2005, those employed in private enterprises show the lowest average in-
comes and also below-average growth rates. Those employed in private en-
terprises in the formal sector stand out even more clearly.

3.4 Qualification levels

Tables 3 and 4 provide information about the education and training levels
of the population in 1999 and 2005. Only those who have not acquired a de-
gree at a higher vocational school or a polytechnic or university are included
in the first four rows of the tables.

Analyses of the 1999 data showed that 32.4% of the employees in the
formal sector had a university degree (Table 3), which led to doubts about
the reliability of this result. In the 2005 survey, the respondents were there-
fore asked whether they had completed a regular course of studies so as to
exclude doubtful cases. Furthermore, information about the education and
training level was obtained in two questions (not only in one, as in the 1999
survey), in order to see whether respondents had double qualifications. The
more practical training courses (categories 1-4, Table 4) were recorded in
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one question, the higher qualifications (categories 5—8) in another. The de-
tails shown in Table 3, on the other hand, are based on the one question that
was asked in 1999.

The changes in the interview technique led to interesting results as re-
gards methodology. Some shifts become apparent but they are not large. If
Tables 3 and 4 are compared, very similar structures are revealed, which are
shown by independent measurements at an interval of six years. This is what
was meant by the statement above that the comparison of results yields posi-
tive indications as to the validity and reliability of the two studies. In fact the
impression is gained that even the details of the 2005 structure are closely
connected with those of 1999.

The general picture not only remains relatively stable, a clear trend to-
wards higher qualifications can also be recognised. In the formal sector no
less than 45% of the employees have a university degree or a qualification
from a polytechnic or a comparable institution. This is a very high figure,
which must, however, be judged in relation to the Vietnamese education sys-
tem. Many of the educational institutions that are regarded as universities
would not be classified as such in a western country.

The employee structure of the informal sector is completely different
from that of the formal sector. The proportion of highly qualified employees
is lower by a factor of approximately ten. University education is obviously
a key requirement for access to the formal sector. This is a clear example of
a special form of segmented labour markets.

In addition to showing the number of people in the sample, Tables 3
and 4 also present the qualification-specific average wages. It becomes clear
that especially the differences in the lower education levels are not very
pronounced. This needs to be examined more closely in a multivariate
analysis.

3.5 Qualification-specific wages

Tables 6 and 7 show the results of multivariate wage analyses using the sur-
vey data of 1999 and 2005. In this case not the monthly but the hourly wage
was chosen as the dependent variable in order to be able to control for work-
ing-time effects. As we are interested primarily in differences in education
and training, we include the different qualification levels as independent
variables, and age and gender as control variables. We therefore estimate a
classic Mincer-type earnings function. In accordance with this standard ap-
proach the dependent variable is in logs.
The model is

B X
InW, = 4, + B, B; + B, X, +&
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where W is the wage level, B represents dummy variables for the education
level, X stands for further control variables, the 3 are the coefficients (incl.
the regression constant), i is the index for individual people, and ¢ is the
usual error term. The semilogarithmic form results in a shift from an addi-
tive to a multiplicative model. It is assumed that the causal process on the
labour market and beyond has a multiplicative effect, i.e. is reflected in per-
centage differences.

Each coefficient in Tables 6 and 7 is to be so interpreted that the in-
come rises approximately by the given value when the relevant independent
variable changes by one unit. In the semilogarithmic approach used here the
result (for small Bx) is approximately the percentage effect of a coefficient B
of a variable x. The coefficient of the categorical variable “woman” there-
fore indicates that in the model for the formal sector (1999) a woman earns
about 16% less than a man (see line 4, column 1 in Table 6). This difference
is far greater in the informal sector, where the corresponding value is 28%.
In the corresponding analysis for 2005 the difference in the informal sector
decreases slightly to 24%, whereas a slight increase can be found in the for-
mal sector. These differences materialise when the other included variables,
which are assumed to be constant, are controlled for. The effects are signifi-
cant, as can be seen from the star markings in the tables.

The effects of general school education on income are given in relation
to the level “primary school” only. Tables 6 and 7 show the surprising result
that although people who have completed their schooling earn more, this re-
sult is not significant anywhere. It is therefore not possible to ascertain
whether it occurs randomly. The group in question is hardly a tiny minority:
26.8% of the labour force have not completed secondary education.

The effects of vocational training on income are shown in relation to
the level “no vocational training” and no higher qualifications. In order to
achieve a uniform modelling, the variables of 2005 were recoded so that
they correspond to the scale of 1999. These analyses are intended to answer
an important question: is training worthwhile in Vietnam? Or conversely, is
it worthwhile for the state to provide training courses?

Friedman (2004) has already investigated related questions and his re-
sults are therefore comparable with ours. He has at his disposal data about
production workers in Ho Chi Minh City and the surrounding area. On the
basis of this data (a linked employer-employee data set from 1999) he
comes to the conclusion that a “compressed wage structure” can be ascer-
tained in the Vietnamese state-owned enterprises. He claims that the state-
owned enterprises pay their employees above all according to age and less
according to qualification levels. In Vietnamese private enterprises and joint
ventures he finds the wage structure to be completely different; there, better
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qualifications pay off. Friedman claims that the workers in the state-owned
enterprises are offered inefficiently low incentives for their performance and
the acquisition of qualifications. Since in other socialist countries the state-
owned enterprises changed their compressed wage structures when they
switched to a market economy in the early 1990s (cf. Miinich, Svejnar, Ter-
rell 2005 for the Czech economy), Vietnam is an atypical case in this respect
according to Friedman. He claims that the transformation at enterprise level
is proceeding with some delay.

Our results (using a larger survey than was available to Friedman)
show a differentiated picture, however. In 1999 it is indeed possible to
speak of a compressed wage structure in the state-owned enterprises. In fact
the wage effects of the different education and training levels in the state-
owned enterprises (last column of Table 6) are without exception smaller
than those for employees in the private enterprises of the formal and infor-
mal sectors (third column from last).

Table 7 shows, however, that by 2005 the difference had decreased.
Only the education/training level of the lowest category, which includes
courses at employment service centres lasting several months, seems to be
remunerated above all in the private enterprises and to be uninteresting for
the state-owned enterprises. At any rate a technical qualification, for exam-
ple, means 24% more wages in private enterprises but only 15% more in the
state-owned enterprises.

Other employment categories again have different remuneration pat-
terns. Surprisingly, a higher vocational qualification is remunerated even
better in the national administration than in the private sector. This is differ-
ent in the informal economy. If this sector is taken as a whole, i.e. including
the self-employed, then relatively erratic structures come to light. This is not
surprising, however, as the success of self-employment is influenced by many
other factors (not least by capital endowment) and is not so closely associ-
ated with the education and training level as is the case with employees.

When examining the R? values of the individual analyses, it becomes
clear that they are lower than in comparable studies of western countries.
Only a relatively small part of the dispersion of the dependent variables can
be “explained” (in the statistical sense) by means of the models. But this is un-
surprising in the case of a country going through such a dynamic development
process as Vietnam. The labour market is still far from any kind of equilib-
rium. At any rate the R” values increase from 1999 to 2005 in all the analyses
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apart from one. The labour market is therefore gradually settling down and
becoming less chaotic.'

In sum, general education at schools does not pay off in the form of
higher incomes. This is different, however, in the case of vocational train-
ing, which leads without exception to higher incomes. A wage compression
in state-owned enterprises can be determined in particular for 1999 but is far
less pronounced in 2005.

The higher incomes for people with vocational qualifications show
how important this form of education is for Vietnam. Especially the private
enterprises would hardly pay higher wages if they did not expect productive
returns. Our findings support the diagnosis sometimes made that investment
in vocational training is important for the further development of the country
and that it represents the necessary complement to the general educational
level of the Vietnamese population, which is high for a development country
(Blien, von Hauff, Phan 2005).

3.6 Occurrence of absolute poverty

Table 8 shows the number of households whose monthly income per capita
is below three defined poverty thresholds. The two lowest ones, US$ 7.6
and US$ 10 respectively, were taken as a basis by Vietnamese official bod-
ies in 1999 (source: MOLISA). These were revised recently and now stand
at US$ 10 and US$ 16. The lowest limit of just US$ 7.60 indicated the
threshold below which not even the physiological minimum of food can be
obtained via the market. Someone whose income is below this limit cannot
purchase enough food to survive without health damage.

The two other thresholds also take into consideration other elementary
needs besides food. They are, however, still absolute poverty thresholds. In
Vinh City, however, there is probably an above-average price level, espe-
cially compared with rural areas, which still dominate in Vietnam. For this
reason it is better to take the upper threshold as the basis.

Another interpretation of the relatively low R? could be ruled out. In this view the low
proportion of variance ‘explained’ by the model is due to poor data quality. ‘Noise’ in the
data interfere with the assumed connection between exogenous and response variables. To
assess the quality of our data, analyses with other data sources can be used as a compari-
son. In this respect Gallup’s (2004) wage analyses based on the Vietnamese Living Stan-
dards Surveys of 1993 and 1998 are helpful. In fact his R?s are lower than those reported
here. Gallup’s data base includes the whole country, thus giving more space to the varia-
tion in the exogenous variables. Therefore, the relatively high R”s in the analyses obtained
with the data from Vinh City indicate a relatively good data quality.
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In 1999 at least 4.5% (2005: 0.67%) of the employees in the formal sector
and 10.2% (2005: 0.67%) of the self-employed in the informal sector earned
an income below the threshold of US$ 10. Their earnings were so low that
they were not able to live on them alone. In this sense they were underem-
ployed. The higher value for the informal sector shows that far greater in-
come differentials occur here than in the formal sector. Here the risk of
earning only a low income is far greater, especially for women, than in the
formal sector.

Whether a low income really results in poverty is decided by the
household context. Table 8 shows the number of households with a per cap-
ita income below the poverty line. If only the earned income is taken into
account, some 8.4% of the households have to be regarded as living in abso-
lute poverty in 1999. They live in danger of hunger and misery. If other
sources of income such as pensions, support from friends, relatives etc. are
included, the proportion falls to 5.8%. The occurrence of such absolute pov-
erty is a very serious problem.

If the higher poverty threshold of US$ 16 is taken as a basis for 2005,
then the proportions of households below this threshold are 8.7% and 4.8%
respectively. It can be ascertained from the table that regional economic de-
velopment is also benefiting the poor. Comparing 1999 and 2005 their pro-
portion decreases significantly.

However, such poverty analyses have their limits, since the sample is
only representative of the population registered in Vinh. Anyone living in
the city illegally is not recorded. Here a poverty potential could exist which
is not included in the data.

4. Conclusion: The prospects for Vietnam

The analyses contained in this paper confirm the value of the data collected.
The study design permits cross-validation by comparing the results of the
two waves and the individual variables in the two cross-sections. It can be
seen here that the strategy pursued of collecting data about the labour mar-
ket and the informal sector in a particularly differentiated and refined way
has proved to be worthwhile in the case of Vietnam.

Due to their quality the data can be of use for diverse applications,
both in research and policy. One possible example is the model calculation
for the funding of unemployment benefit. Since the data are very reliable
and very detailed they facilitate the necessary calculations.

Further interesting conclusions concern education and training. The
wage analyses show that the returns on investment in education and training
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are generally greater in private enterprises than in state-owned enterprises.
This points to the effectiveness of the investments. The finding supports the
conjecture that an expansion of vocational training is reinforcing the devel-
opment process in Vietnam.

Beyond the practical use of the analyses, their scientific value should
be measured in the light of the fact that there are not many reliable sources
of data about Vietnam. The surveys conducted were used by Vietnamese so-
cial research as a key input for further work. According to information from
ILSSA (the research institute of the Labour Ministry) the questionnaires
were used to improve the design of other surveys including even the global
Labour Force Survey.

In particular the longitudinal perspective seems to be important for un-
derstanding the Vietnamese economy and labour market. The comparison of
the results for 1999 with those for 2005 provides important information
about the path the regional economy has followed. It indicates that the
growth rates reported officially may be understated, as has been conjectured
by international experts. This might be due to underreporting the informal
sector or due to general statistical problems in a developing economy. The
high growth rates shown in the study, not only of labour income but of the
economy in general, are giving rise to the hope that Vietnam has a “bright
future” ahead of it. Average incomes are still low, but they are improving
quite rapidly. The poor population gains from the development process. The
relatively slow pace of this improvement is due to the low level of the in-
comes of the really poor. Even considerable percentage gains are only small
improvements. Therefore, it is not a contradiction that Vietnam is develop-
ing fast but poverty is vanishing relatively slowly.

This fast development process (which makes Vietnam more similar to
other South East Asian countries, see Revilla Diez, Kiese 2006), visible
from Vietnamese official statistics and even more transparent in the Vinh
data, can be explained by different factors, which are analysed in more de-
tail else-where (Phan thi Hong Van 2009). Apart from the importance of in-
stitutional reforms, these factors can be categorised as “objective” elements
of the situation and as elements of the national culture. Into the first category
fall international monetary transfers in the form of foreign investments.
Equally important, but of a more “basic nature” is the high average qualifi-
cation level of the Vietnamese population, which supports the location of
many different branches of production in this country. As regards culture,
there are a number of important aspects. Vietnamese people often have a
long time horizon, they are inclined to invest in activities intended to secure
the future of their own families. For this aim they work hard. The high re-
gard of education is due to the Confucian tradition of the country. All these
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elements contribute to perspectives which were regarded as very bright until
recently.

The current turbulences in the world market are endangering these
prospects. In the past, the Vietnamese economy proved to be stronger than
the dangers threatening the region as a whole, e.g. during the Asian Crisis.
But the ability to withstand them is diminishing due to the advancing inte-
gration of the country into the world market. This integration facilitates high
growth rates which could be obtained only with the support of international
investors in Vietnam. However, all the dangers of fluctuating markets are
imported into an economy which is still small and not very competitive
compared to other countries. The decisions of speculators anywhere in the
world might affect Vietnam’s economy in one way or another. It is still true
that Vietnam’s development is balanced on a knife-edge.
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