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ABSTRACT

Over the past two decades, the two vulnerable groups of ethnic minorities and
household businesses have participated in the economic growth but could not
benefit from the growth process as much as the other groups in Vietnam. The
inadequate inclusiveness of these two groups in the economic growth calls for an
investigation of the ethnic welfare gap and household businesses' performance
through the lens of social networks. This study aims to examine the role of social
networks, using a Q-squared method to analyze an original dataset, which
combined both the quantitative and qualitative datasets on social networks of
household businesses. In doing so, the study employs an innovative instrument
of being the first son in the family. Chapter 1 measures and analyses the main
drivers of the ethnic welfare gap over the last ten years. Chapter 2 identifies the
causal effects of social networks on household businesses' performance. Chapter
3 presents a qualitative analysis of the impact of social networks on business
performance by the content and the strength of social relationships, and the
business phase.

Keyword: Ethnic welfare gap, decomposition, social network, production function,
the strength of ties, household businesses, informal sector, Q-squared, name
generator, causal effect, Vietnam.






GENERAL INTRODUCTION

This work results from long experience and research that started in 2009 when I
coordinated a program on Rapid Impact Assessment of the Global Crisis in
Vietnam. For that work, together with 40 researchers in Vietnam, I visited ten
industrial parks, five informal labour markets along the streets in the two largest
cities, six craft villages, and more than 20 villages all over the country including
the mountainous areas. The objective of the survey was to collect information on
risks, losses and coping strategies. At that time, two groups of people particularly
caught my attention: those from ethnic minorities and those working in the
household businesses. Although the crisis mostly affected the sectors exposed to
international trade and supposedly had short-term effects, these people had
been adversely affected as well and continued to experience an increasing
vulnerability in the aftermath of the crisis. Our work found that they also acted
as a buffer for the economy's resilience, to absorb the wage earners in the most
exposed sectors, who had turned to their social networks as a coping strategy to
unemployment. At the same time, they were reported to be further left behind on
the development progress. It was manifested that these groups had not benefited
as the others from the strong economic growth of the past two decades. While
the society benefited from their contribution to resilience in the time of crisis, in
time of economic growth, they appeared to be left behind in time of economic
growth. This contrast raised my interest in learning more on these two vulnerable
groups, on the mechanisms behind the trend of them being left behind, on what
factors drove this trend, and what policy intervention could remedy it.

From that project, we realized that there are shortcomings of policy intervention
design, due to a lack of comprehensive information on the vulnerable groups and
the channels of impact transmission. There was a gap of information between
the national statistics systems on workers and households, being conducted on
every one or two years, on the one hand, and the qualitative dataset being
restricted to a small number of locations, on the other hand. A problem in
assessment would come from a lack of a sound methodology on how to combine
inputs from quantitative and qualitative datasets.

Luckily, the project brought me to Dr. Francois Roubaud, Dr. Mireille
Razafindrakoto and their team of researchers from IRD-DIAL in Paris, who
presented the results of an original study on household businesses in the
aftermath of the crisis in the regions of Hanoi and Ho Chi Minh City in Vietnam in
2009. We shared the same concern on how this vulnerable segment of the labour
market was hit by the crisis, on which channels transmitted the adverse impacts
and how they responded. He introduced me to the first survey of household
businesses and the informal sector in the two biggest cities in Vietnam, which
employed a combined quantitative and qualitative approach. We still remember
the freezing cold in Tam Dao, where for the first time a national workshop on
how to monitor the impacts of the crisis on workers and households in Vietnam
was held in 2010. This event opened my mind to a new look on the development
issue through the lens of social networks, presenting influence transmission



mechanism, and encouraged me to pursue the research as part of a doctoral
program. Even after he left Vietnam, Dr. Roubaud discussed how to approach the
issues of household businesses and the informal sector. He brought me
friendships, and connections to many of his valuable colleagues who have
continued to work in Vietnam, Dr. Laure Pasquier-Doumer and Dr. Xavier Oudin,
who are experts on social networks and household businesses in developing countries.

Since then, throughout my research career, [ have more and more realized that
there is a considerable knowledge gap in studies on the participation of the
ethnic minorities and household businesses in the growth process, through the
lens of social networks, and most importantly, on the combined quantitative and
qualitative approach for an in-depth and comprehensive understanding of the
issue. The Vietnam Poverty Assessment and Vietham Human Development
Report for many years since the early 2000s, among many others, advocated for
all to participate in and benefit from the country's growth process. However, in
these studies, the role of social networks was not adequately analyzed because of
the lack of nationally representative dataset. Mentioning the inclusive growth,
regarding these two vulnerable groups, I consider their participation in and
benefit from the economic growth of the country. Notably, the inclusiveness of
ethnic minorities would be improved if they could benefit from their
endowments to catch up with the Kinh and Hoa regarding their development.
The study looks at the ethnic welfare gap?! (or the ethnic gap for short) between
the Kinh and Hoa and other ethnic minorities and examines what challenges
exist in narrowing it down. Besides, regarding the household businesses, the
inclusiveness would be enhanced if they would benefit from their resources to
improve their business performance. That was the starting point of this Ph.D.
study in 2012.

The essential contribution of this study is a methodological choice of a combined
quantitative and qualitative approach, namely, the Q-squared approach, to study
the role of social networks of the vulnerable groups in improving their
inclusiveness in the development. Quantitatively, the thesis uses an original
dataset of social networks to conduct an in-depth analysis of the causal effects of
social networks on the outcome, based on an original instrument to address the
endogeneity problem. Qualitatively, the thesis conducts an original analysis of
the influence mechanism of social networks on the performance of household
businesses. Qualitative techniques are applied to collect detail data on the
influence mechanism of social networks on the business performance. Some
research strategies are designed to effectively combine these two components, in
order to draw a comprehensive conclusion. The Q-squared approach aims to
explain how the quantitative findings can inform the design of the qualitative block,
and vice versa, the qualitative block can further explain the quantitative results.

1 In this thesis, the ethnic welfare gap means the gap between the ethnic majority and minorities



Overall, this thesis investigates the two vulnerable groups of ethnic minorities
and household businesses in Vietnam, with an attention to the role of social
networks on their inclusiveness in the development, and is based on the Q-
squared approach. The remainder of the general introduction is structured as
follows. Section 1 presents the contextualization of ethnic minorities, household
businesses and social networks in Vietnam. It gives rise to the importance of the
topic and the dataset used in this Ph.D. study. Section 2 introduces datasets used
in the study. Section 3 presents the research domain and its limitation. Finally,
Section 4 introduces the three chapters of this Ph.D. study.

1. Contextualization of Vietnam - A focus on ethnic minorities, household
businesses and social networks in Vietnam

1.1. Vulnerable ethnic minorities and household businesses

There is a broad consensus that Vietnam has made some impressive
achievements in recent decades, both in human development and economic
performance. Poverty measured at national poverty line declined almost by half
from 19.5 percent in 2004 to 9.8 percent in 20162. Rapid job creation and on-
going transition to wage employment are driving gains in poverty reduction and
shared prosperity. However, Vietnam faces new social and economic policy
challenges to achieve more inclusive growth for all. Ethnic minorities and
household businesses are claimed as being left behind in every development
debate on Vietnam.

Vietnam has 54 ethnic groups, each with its language, lifestyle, cultural heritage
and diverse levels of development. The largest groups, the Kinh and Hoa, live in
deltas and coastal areas. The Hoa are usually grouped with the Kinh due to
similar living standards and an insufficient number of observations in household
surveys. The rest of the 52 ethnic groups are referred to as ethnic minorities, and
they are concentrated in upland and mountainous areas. As far as household
businesses are concerned, they are largely made up of informal non-farm
businesses, with no business registration, and to a lesser extent of formal ones.
Household businesses are defined by unincorporated businesses owned by
individuals or families, performing non-agricultural production and services for
the market, either being self-employed workers or family-run businesses, may or
may not be registered. This sector has a peculiar history closely linked to the
Renovation (Doi Moi, in Vietnamese) starting in 1986, when the restructuring of
the economy led to most workers being released from cooperatives and state-
owned enterprises to set up their businesses, either as self-employed workers or
family-run businesses. A boom of this sector resulted in cities full of street vendors,
who have been easily observed throughout the country.

Generally speaking, ethnic minorities and household businesses have been
mentioned as the most vulnerable groups in the population because a large share
of them is noticed with many disadvantages in participating in and benefiting
from the economic growth. It has often been said that ethnic minorities stay in

2 Author's calculation based on Vietnam Household Living Standard Surveys.



remote mountainous areas and have disadvantages in accessing markets and
public facilities, in comparison to the majority ethnic Kinh and Hoa group.
Additionally, the informal household businesses have been often mostly
mentioned to be low paid, less productive and uncovered by social protection.

The attention to ethnic minorities and household businesses comes from the
dilemma that they have contributed to the economic growth but still been left
behind in the development progress. Making up only 15 percent of the
population, the ethnic minorities are considered to be the active group in
forestry and tourism activities, thanks to living in mountainous areas and their
colorful culture. Ethnic minorities in the mountainous areas grow valuable
plants, producing costly medical treatments, or materials for construction and
paper production sectors (Hoang, 2018; Nguyen T. and Phung, 2018).
Concerning household businesses, they contribute to one third of the non-farm
GDP and 23 percent of the total GDP in 2014 (Pasquier-Doumer et al,, 2017).
Household businesses provide the main share of employment, just behind
agriculture. They constitute nearly one-third of total employment and half of
non-farm employment. An upper tier of household businesses also comprises of
innovative entrepreneurs with high value-added performance.

However, there is a question on how ethnic minorities and household businesses
benefit from the country's growth. All national poverty assessments report a
large difference in the welfare among ethnic groups in every dimension, e.g.,
income poverty, education, and health (UNDP and VASS, 2016). The national
poverty rate3is 7.4 percent for the Kinh and Hoa group, but it is significantly
higher at 34.6 percent for the rest of ethnic minorities. It illustrates clearly that
ethnic minorities have been left behind in the development, and benefited less
from economic growth, in comparison to the Kinh and Hoa. Similarly, household
businesses are reported with the lowest income among those non-agricultural
sectors (Pasquier-Doumer et al, 2017). The report says half of informal
household businesses has profit below the minimum wage. Health insurance
covers only about half of them. Almost one-third of household business heads
had suffered at least one shock, mostly severe disease, loss of stock and
occupational injury. Even household businesses are the main job providers of
employment after the agriculture sector, this sector includes extremely
vulnerable workers to shocks.

Although ethnic minorities and household businesses contribute to the society,
they appear to be left behind in the economic growth process. This raises a
question on the trend behind their inadequate inclusiveness in the economic
growth, on what are the factors driving this trend and on what policy
interventions could remedy it. Many policy interventions are questioned on their
beneficiary targeting, on their quantity versus quality, and on how to effectively
bring these interventions to the ethnic minorities and household businesses, in
order to achieve inclusive growth which works for all.

3 As noted by UNDP and VASS (2016), the Government’s poverty lines for 2011 to 2015 were
updated for inflation and were 530,000 VND per capita per month for rural areas and 660,000
VND per capita per month for urban areas.



1.2. Role of social networks in driving the gap

As in a recent ethnic poverty assessment, Le (my colleague) and I found some
qualitative evidence for the impacts of social networks on ethnic minorities'
poverty in Vietnam (Nguyen P. and Le, 2018).# Language barrier faced by
different ethnic groups remains as an obstacle in accessing the market, and
therefore ethnic minorities often tend to interact among people that have the
same ethnicity, in order to help each other to improve the living conditions, and
to provide information on economic opportunities, labour supports for big
family events, and borrowings among each other. Social networks in villages
with ethnic minorities are reported to be essential in building up a high
consensus in addressing conflicts in the community and create a favorable
environment for development. The well-being of ethnic minority households is
improved with the extension of their social relationships to people having the
same ethnicity in more developed towns. However, there are also signs of
negative impacts, when social networks transmit more and more risk
information, and raise the risk aversion of ethnic minorities’ households,
preventing them from taking new economic opportunities.

Similarly, a growing strand of the literature has demonstrated the importance of
social network in accessing labour and capital for entrepreneurship. Most of
these studies are based on small-scale qualitative survey. Nguyen D.T. (2003)
focuses on the role of being the first son creating favorable conditions for
networking and managing the household business with support from family
members. Turner and Nguyen P.A. (2005) illustrate the operation of strong
social capital networks amongst immediate family and friends to help with the
establishment and expansion of an enterprise. Digregorio (2006) and Fanchette
and Stedman (2009) shed light on the dynamics of craft villages in the suburb of
Hanoi which are organized in clusters specialized in one activity based on the
guarantees of long-term and ongoing relationships. Turner (2009) shows how
traders of the ancient quarters of Hanoi have managed to remain in place and to
offset adverse trends caused by many upheavals (i.e., during the war and
socialist periods, as well as the impact of trade liberalization). Tran and
Santarelli (2013), among some others, focus on social network, as a channel to
provide financial resources in the country. They argue that informal credit
supply is to a greater extent proceeded through the social network in developing
countries such as Vietnam.

Very few quantitative analyses are found on the topic of social networks and
household businesses in Vietnam. Nguyen H.C. and Nordman (2012) find a
negative impact of a greater share of employed family workers as for formal
businesses in Vietnam. In addition, Le et al. (2018) indicate a modest impact of
social networks on firm sale. Recently, Dr. Pasquier-Doumer (my colleague) and I
presented a descriptive picture of the usage of social networks among household
businesses, based on a nationally representative dataset (Pasquier-Doumer and
Nguyen P., 2017). It finds that 60 percent of household businesses rely on social

4 The qualitative survey on ethnic minorities' social network is to provide inputs on the ethnic
poverty assessment and the role of social networks, to the drafting team of the 2018 National
Poverty Report with support from UNDP.



networks, mainly to access financial resources. However, it does not provide
information on the costs of the usage of social networks, and detail analysis of
the contribution of social networks to the performance of household businesses.

Therefore, there is a gap in the literature on the role of social network on the
unequal development in Vietnam. How the social network brings an aggregate
impact to widening or narrowing down the outcome gap, is the question that
remains to be answered. Specifically, what is the role of social networks in
widening or narrowing down the ethnic welfare gap among households, and the
performance gap of businesses? Acknowledging both potential benefits and costs
of the usage of social networks, the study questions whether the benefits of
social networks exceed their costs.

2. Dataset on ethnic minorities, household businesses, and social networks

Regarding the ethnic minorities, the most updated Vietnam Living Standard
Surveys (VHLSSs) in 2016 is considered as the best representative dataset on
households and ethnicities at the national level. The VHLSSs include both
commune and household questionnaires, so the data covers a rich set of
household members' variables, as well as local infrastructure and commune
characteristics. However, there remains a lack of social network indicators of
households. A new proxy for social networks is added to this analysis thanks to
the latest dataset of the 2016 VHLSS. Due to time constraints, the study only
focuses on a quantitative analysis of the ethnic welfare gap, in order to see how
social networks, among other factors, affect the gap in living standards between
the Kinh and Hoa group and the ethnic minorities.

Regarding the household businesses, the Vietnamese national statistical system
has some datasets on them, which are collected by the General Statistics Office
(GSO0). First, the Non-farm Individual Business Establishments (NFIDBE) surveys
are conducted every year and have a sample size of more than 200,000
individuals or family businesses. The NFIDBE sample is based on the census of
establishments, which is conducted every five years. However, this dataset
excludes some important segments of household businesses, including those
having mobile operations and not having a fixed business location, and those that
are run as a second job. Secondly, the VHLSS is also used to investigate
household businesses. Nevertheless, it was not designed to capture the
household business sector. Notably, there is no data on the businesses' workers
as well as social networks in VHLSSs.

When I started this Ph.D. study, | was fortunate to have the excellent opportunity to
coordinate the Household Business and Informal Sector (HBIS) survey in Vietnam in
2014. This first nationally representative dataset on household businesses builds on
the previous IRD-DIAL and GSO project on the informal sector, which was
implemented from 2006 to 2011. The design of the 2014 HBIS survey, which relies
on the 1-2-3 survey methodology, was conceived by IRD-DIAL (Roubaud, 1994) and
is the result of extensive international experience. Dr. Pasquier-Doumer (my
colleague) and [ designed a new module to measure social networks in this
quantitative survey and the following fieldwork to collect a qualitative dataset on



the influence mechanism of social networks on household businesses' performance.
Thus, the analysis on household businesses is based on the 2014 HBIS dataset.

3. Research domain and limitation

As mentioned above, this thesis investigates the two vulnerable groups of ethnic
minorities and household businesses in Vietnam, with an attention to the role of
social networks in improving their inclusiveness in the development process,
using the Q-squared approach. Specifically, the overall research addresses the
question: "How is the relationship between social networks and the growth
inclusiveness of the most two vulnerable groups of ethnic minorities and
household businesses?" In other words, does the social network significantly
affects the inclusiveness of these groups in Vietnam?

Specific main research questions are identified as follows:

* Regarding the ethnic minorities, who are being left behind in the
economic growth process, the study provides an update picture on the
welfare gap between the Kinh and Hoa, and the ethnic minorities, with an
attention to social networks, among other factors. The study will
investigate factors, including social networks that drive the ethnic welfare
gap (or the ethnic gap for short thereinafter), by addressing the following
questions: "Does the ethnic gap continue to widen as happened in the
previous period? Do social networks, among other factors, play a
significant role in narrowing down the ethnic gap, or widening it?"

* Regarding the household businesses, which are said to have low efficiency
and weak performance, the study pays attention to the contribution of
social networks to improving their performance. The study will
investigate social networks by their different channels to bring resources
to household businesses, asking the following question: "Do social
networks have an overall positive causal impact on the performance of
household businesses, or, they have an overall negative impact, resulting
from dominant social costs of the usage of social networks exceeding their
benefits?"

Significant contributions of this Ph.D. study come from its choice of
methodologies. First, the study constructs a better measurement of social
networks. It relies on a new proxy of social networks of ethnic minorities'
households derived from data of the 2016 VHLSS. Besides, it designs a module to
collect data on social networks of household businesses, in different dimensions
of the content and the strength of relationships, as well as the development
phase of the business. Based on the name-generator approach, Dr. Pasquier-
Doumer (my colleague) and I designed and coordinated the original module
collection of social networks of household businesses under the framework of
the 2014 HBIS survey.



Secondly, this study tests an original instrument to address the endogeneity
problem in the relationship between social networks and the business
performance. On the one hand, more connections to other people can generate
better performance by lowering transaction cost or by providing more
information on market opportunities. On the other hand, better performance
may improve the owner’s reputation, and thus foster business interactions with
other people. The simultaneity of effects of social networks on the performance
and vice versa is the first source of endogeneity bias. Omitted variables are
another source of endogeneity bias. Ability of the business owner is the most
obvious one. By proposing an original instrument for social networks, the study
can conclude on the causal effect of social networks on the performance of
household businesses.

Thirdly, this study employs a combined quantitative and qualitative approach to
study the role of social networks. As mentioned above, the study collects both
quantitative and qualitative data collection on the role of social networks,
regarding the household businesses. Firstly, the representative quantitative
dataset of the 2014 HBIS survey informs the design of the original qualitative
survey. In turn, the qualitative study sheds light on the influence mechanism to
better interpret the results of the quantitative analysis of the impact of social
networks. Secondly, the quantitative analysis focuses on the overall impact of
social networks, drawing on the large-scale representative dataset. It can show
the final result of the dominant impact, i.e.,, whether the social network brings
about positive or negative changes to the outcome. Quantitative techniques are
helpful to identify the final causal effect of social networks alone; i.e., controlling
for many other factors, and addressing the endogeneity problem and omitted
variable bias. Meanwhile, qualitative findings cannot do such a thing, but give
attention to nuances and specific contexts in addressing different channels of
social networks. This block can show a wide range of impacts, both positive and
negative, depending on varying contexts.

Having mentioned the contributions to the literature, this Ph.D. study has some
limitations. Firstly, due to time constraints, the study can only collect original
data on social networks of household businesses. Analysis of ethnic minorities,
thus, is limited to the available secondary dataset of the VHLSSs. This limitation
prevents the study from upgrading the analysis based on the qualitative
approach, except for the update of the quantitative ethnic gap. Secondly, the
study still faces a limitation on the social network measurement. It stops at the
social network size, as an indicator of social networks, and accepts a lack of
structural network measures. Thirdly, the study is assumed to address
endogeneity by the instrumental regressions. It ignores any other omitted
variables of household businesses, e.g., their talents in business operations.
Lastly, the study uses only a cross-sectional dataset, not a panel dataset, and
hence fixed effect regressions and the decomposition of the change in the ethnic
gap over time are not possible, which are among other limitations of this study.
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4. Thesis development

This Ph.D. study consists of three chapters to address its research questions,
including Chapter 1 on the ethnic gap, and Chapter 2 and 3 on the performance
of household businesses (as in Figure 0.1). Through the lens of social network,
the Chapter 1 and 2 quantitatively explore the overall impact of social network,
among other important factors on the ethnic gap and business performance,
respectively. Chapter 3, qualitatively explores more in-depth by each channels of
impacts to complement with nuances of family structure and local contexts.
Below is the summary of each chapter.

Figure 0. 1. Outline of the thesis

Chapter 1 -
Factors
widening/
narrowing down
the Ethnic gap

Ethnic
Minorities

Vulnerable
groups in Chapter 2 -
Vietnam Factor
contribution to
Performance

Household

Business
Chapter 3 -

Resource
transmission
channels for

SOCIAL NETWORK

Overall contribution
of social network on
the ethnic gap

Quantitative analysis

Overall contribution
of social network on
the performance

Quantitative analysis

In-depth benefits and
costs of the usage of
social networks
embedded in family
structures and local

context
Qualitative analysis

Performance

Source: by Author
4.1. Chapter 1 - Factors of the ethnic gap

Economic growth over the past three decades has benefited all ethnics groups in
Vietnam but, disappointingly, the gap between ethnic minorities and Kinh and
Hoa groups did not narrow down. Public policies have, however, targeted ethnic
minorities areas with special programs. Among them, policy efforts in education
and infrastructure have been observed to be the right strategies to address the
main factors driving the ethnic gap, i.e., to strengthen the human capital of ethnic
minorities and to increase the accessibility to the market. It is still questionable
whether those interventions effectively reduced the gap, or whether social
discrimination towards ethnic minorities resulted in a persistent widening of the
ethnic gap in Vietnam. This chapter, therefore, investigates what factors lead to
differences in how people of ethnic minority groups and people of the main
ethnic groups in Vietnam have or can seize economic and social opportunities.
Using the Vietnam Household Living Standard Surveys from 2004 to 2016 (the
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most recent one), and tackling the role of social networks in regards to ethnic
inequality, Chapter 1 updated the ethnic gap decomposition to determine the
main driving factors of the widening gap. The decomposition at the mean of the
ethnic gap into differences in endowments and differences in returns is
computed based on the results of Ordinary Least Squares regressions and, in
order to measure the relative importance of intra-groups inequalities, on the
results of quantile regressions. The findings showed that even if ethnic
minorities had infrastructure similar to that of the Kinh and Hoa, they would
tend to be poorer than the latter. The adjustments made due to policy
intervention would benefit the richest of the ethnic minorities more than the rest
of them. Differences in social network contributed modestly to the widening of
the ethnic gap. The study did not provide clear evidence of discrimination in the
labour market against ethnic minorities. However, it raised the issue of the lower
quality of endowments of ethnic minorities, more than their lower quantities in
comparison to those of the Kinh and Hoa people. This implied prioritization of
improving the policy targeting, the intervention quality and effective access to
infrastructure and social services by all ethnic minority people, especially those
services on education, family planning, and economic diversification.

4.2. Chapter 2 - Quantitative analysis of social networks on household
business performance

The utmost importance of household businesses in developing economies calls
for a better understanding of the determinants of their performance. As shown
by nascent literature, household businesses rely heavily on their social
connections to deal with market imperfections. However, the influence of
personal social networks on their performance remains debated. Chapter 2
contributes to the debate by providing new evidence on the relationship
between social networks and household business performance based on a
representative survey at the national level in Vietnam. It faces two challenges:
(1) addressing the endogeneity issue in the identification of the relationship, and
(2) having a good measurement of the social network. In particular, the Chapter
distinguishes the effect of social networks according to the resources conveyed
by the ties, the strength of the ties, and the phase of the business cycle. The
Chapter demonstrated that the use of the social network to get financial and
information resources for the business results in strong and positive impact on
the business performance. Another interesting finding is that the benefit of the
enforcement mechanisms, mutual trust and reciprocal exchange embedded in
the strong ties dominates the cost of social obligation, and the one of accessing
false or redundant information. Finally, the results suggest that social networks
play an important role at the start of the business.
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4.3. Chapter 3 - Qualitative analysis of influence mechanisms of social
networks on household business performance

Household business owners mainly rely on their social networks of strong ties to
acquire resources in Vietnam. However, no consensus is found in the literature
on the influence of strong ties on the performance of small firms in developing
countries. Using an original set of qualitative data collected based on the
representative 2014 HBIS survey, Chapter 3 provides new evidence on the
influence of social networks on household businesses by employing a relational
approach of the networks. It contributes to the literature by distinguishing the
effects of social networks at different phases of the business cycle. It shows that,
in the business creation process, strong ties are by far the preferred source of the
initial capital as well as information supports. They shape the business at a small
size and make it less adaptable to rapid changes in the market demand and the
technologies in the latter phase of business development. Weak ties are much
less mobilized at the start of the business, but they provide a source of valuable
information to create innovative businesses. The more the business grows, the
higher is the strength of the weak ties. The study illustrates that the use of social
networks, including the weak ties, should be understood to be embedded in
family structures and local community contexts, with a set of duties and rights
embedded in reciprocal relationships beyond the business interactions.
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CHAPTER 1

Factors of the ethnic gap and
challenges in closing the gap in
Vietnams

Nguyen Thi Thu Phuong
Centre for Analysis and Forecasting, Vietnamese Academy of Social Sciences
Aug 2018

Abstract

Economic growth over the past three decades has benefited all ethnics groups in
Vietnam but, disappointingly, the gap between ethnic minorities and Kinh and Hoa
groups did not narrow down. Public policies have, however, targeted ethnic minorities
areas with special programs. Among them, policy efforts in education and infrastructure
have been observed to be the right strategies to address the main factors driving the
ethnic gap, i.e,, to strengthen the human capital of ethnic minorities and to increase the
accessibility to the market. It is still questionable whether those interventions
effectively reduced the gap, or whether social discrimination towards ethnic minorities
resulted in a persistent widening of the ethnic gap in Vietnam. This chapter, therefore,
investigates what factors lead to differences in how people of ethnic minority groups
and people of the main ethnic groups in Vietnam have or can seize economic and social
opportunities. Using the Vietnam Household Living Standard Surveys from 2004 to
2016 (the most recent one), and tackling the role of social networks in regards to ethnic
inequality, Chapter 1 updated the ethnic gap decomposition to determine the main
driving factors of the widening gap. The decomposition at the mean of the ethnic gap
into differences in endowments and differences in returns is computed based on the
results of Ordinary Least Squares regressions and, in order to measure the relative
importance of intra-groups inequalities, on the results of quantile regressions. The
findings showed that even if ethnic minorities had infrastructure similar to that of the
Kinh and Hoa, they would tend to be poorer than the latter. The adjustments made due
to policy intervention would benefit the richest of the ethnic minorities more than the
rest of them. Differences in social network contributed modestly to the widening of the
ethnic gap. The study did not provide clear evidence of discrimination in the labour
market against ethnic minorities. However, it raised the issue of the lower quality of
endowments of ethnic minorities, more than their lower quantities in comparison to those
of the Kinh and Hoa people. This implied prioritization of improving the policy targeting, the
intervention quality and effective access to infrastructure and social services by all ethnic
minority people, especially those services on education, family planning, and economic
diversification.

Keywords: ethnic gap, social network, decomposition, and Vietnam.

5 Chapter 1, as a background paper, contributes inputs on the ethnic poverty assessment and the
role of social networks, to the drafting team of the 2018 National Poverty Report with support
from UNDP.
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1. Introduction

The issue of disparities in living standards between the different ethnic groups,
hereafter referred to as "the ethnic gap" throughout this thesis for short, is
becoming increasingly important for Vietnam, a developing multi-ethnic country
with 54 ethnic groups, each with their own unique culture, and diverse levels of
development. There is a large difference in the welfare between the Kinh and
Hoa, and the rest of ethnic groups, namely the ethnic minorities®, in every
dimension, e.g., income poverty, education, and health (UNDP and VASS, 2016).
The national poverty rate’is 7.4 percent for the Kinh and Hoa, and it is 34.6
percent for the ethnic minorities, which is significantly higher. The ethnic
minorities account for half of the poor, but they make up only 15 percent of the
population according to the 2009 Population and Housing Census. The ethnic
gap receives a lot of attention, especially in developing countries, which are
prone to social conflict and where there are more barriers to growth (Baldwin
and Huber, 2010; Alesina, Michalopoulos, and Papaioannou, 2016).

In such a context, there are several top priorities for policy intervention
regarding development and the ethnic minorities. "Closing the ethnic
development gap" has been a policy slogan for ethnic minorities for years in
Vietnam. The top policy goal is to improve infrastructure and education, which
are believed to be the main factors causing the ethnic gap in this country. This
policy is in line with findings by Gardin (2007), Baldwin and Huber (2010) and
Alesina, Michalopoulos, and Papaioannou (2016): Unequal geographical factors,
education, and labour force participation are the essential factors that contribute
to the ethnic gap in developing countries. Therefore, a large investment in
electricity, transportation and social services (e.g., education and healthcare) has
been made in order to increase endowments for ethnic minorities and thereby
reduce barriers to development for ethnic minorities in Vietnam that are due to
geographical segregation. However, regarding the ethnic gap, there is no
evidence of any convergence toward equality among ethnic groups, and it has been
the focus of much development work in Vietnam for years (WB, 2009; WB and
MPI, 2016; UNDP and VASS, 2016; and Oxfam, 2018). A lot of research has
focused on understanding how various factors contribute to a widening gap or
help to reduce it (Van de Walle and Gunewardena, 2001; Baulch et al., 2004 and
2007; Ima and Gaiha, 2007; Hoang et al., 2007; Baulch et al,, 2008; Dang, 2010;
Baulch et al, 2012; Tran et al., 2014; Pham et al., 2015; Singhal and Beck, 2015;
and Fujii, 2017).

6 The majority group, the Kinh and Hoa, live in deltas and coastal areas. The Hoa are an ethnic
minority, but they are usually grouped together with the Kinh due to similar living standards. All
of the other ethnic groups are referred to as ethnic minorities, and they are concentrated in
upland and mountainous areas.

7As noted by UNDP and VASS (2016), the Government’s poverty lines for 2011 to 2015 have
been updated for inflation and are 530,000 VND per capita per month for rural areas and
660,000 VND per capita per month for urban areas.
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First, these studies on the ethnic gap in Vietham point to the mainstream
discussion about differences in endowments and returns to endowments. On the
one hand, an increase in the quantity of roads to remote areas where ethnic
minorities live has helped the ethnic minorities to cope with the remoteness of
their location and to access markets, new information and new technology,
which helps them to increase their capacity of income generation. In other
words, that intervention in terms of the number of roads, defined as endowment
improvement, may reduce the gap between the Kinh and Hoa and the ethnic
minorities. On the other hand, the poor quality of these roads may severely limit
the ability of ethnic minorities to access markets during the rainy season and
when it floods, when their vehicles have poor quality. This may increase the gap
in the ability to utilize roads for economic improvement between ethnic groups,
i.e, the returns to infrastructure. This example shows that quantities of
endowments explain only a part of the ethnic gap, and the other part is due to
the unexplained effects of returns to those endowments. Unexplained effects
from the different returns to endowments may explain why large investment
policies in ethnic minority areas have not helped to narrow the ethnic gap.

Second, such unexplained effects in the decomposition exercise can be
furthermore interpreted as evidence of discrimination in the labour market,
which results in income difference between ethnic groups. Discrimination in the
labour market is expected when ethnic minorities have lower returns on the
same level of human capital, e.g., education achievement, vocational training,
than the Kinh and Hoa. There is an argument that discrimination does not
necessarily be at play when the gap is not controlled for many unobservable
factors like talents, work attitude. Longhi and Brynin (2017) illustrate a reason
that having the same qualification and the same jobs, but ethnic minorities work
less hard than others, that can explain their lower returns than others. However,
when ethnic minorities are believed to work less hard and face a risk of lower
wages than others who are not ethnic minorities but have the same qualification
and the same jobs, that truly reflect discrimination.

These two interesting findings from a quantitative decomposition exercise on
the ethnic gap still illustrate a weakness of the omission of factors that may
potentially drive the ethnic gap in Vietnam. None of this research takes into
account the social network, in spite of a debate about the impact of social
networks on the poverty gap. Collier (1998), among others, discusses the
positive impacts of social networks on narrowing the poverty gap. According to
him, social networks, through a copying mechanism, tend to be progressive in
terms of distributional consequences. Quillian and Redd (2009) provide
evidence that co-ethnic people in a neighborhood offer a lot of support to control
crime and resolve social disputes, and they also support each other’s businesses.
Meanwhile, many others have demonstrated the negative impacts of social
networks and how they can widen the gap (Tilly, 2001; Saegert et al., 2001;
Afridi, 2011; Kadushin, 2012). Social networks tend to trap poor people in a
group that has a low capacity for development. Le (my colleague) and I show
qualitative evidence that social networks negatively transfer information about
risk and increase risk aversion, which puts pressure on ethnic minorities to not
start a non-farm business (Nguyen P. and Le, 2018). This raises the question of
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how social networks, among other factors, contribute to the gap between the
Kinh and Hoa and the ethnic minorities in Vietnam.

Therefore, Chapter 1 reinvestigates the ethnic gap in Vietnam and the
contribution of factors to the gap from 2004 to 2016. The most recent study by
Baulch and Vu (2012), using data from the Vietnam Living Standards Surveys
(VLSSs) in 2004 and 2010 Vietnam, shows a persistent pattern regarding a
widening ethnic gap. This study aims to make two contributions. First, the study
updates the decomposition exercise on the ethnic gap by my colleagues and I
(Baulch et al,, 2010), and later, Baulch and Vu (2012) for a longer period of time,
using the latest household survey in 2016. Second, the study provides evidence
of the role of social networks, among other factors, on the ethnic gap in Vietnam.
However, due to the design of VHLSSs, Chapter 1 can use only a cross-sectional
dataset, not a panel dataset, and hence fixed effect regressions and the
decomposition of the change in the ethnic gap over time are not possible, which
are among other limitations of this exercise.

Chapter 1 is structured as follows. Section 1 provides an introduction to the
research. Section 2 presents a literature review of the ethnic gap, and the social
network analyses, in general, and in the specific context of Vietnam. Section 3
contains an introduction to the dataset and a descriptive analysis of the ethnic
gap in Vietnam. The methodology used to decompose the ethnic gap and the
empirical results are detailed in Section 4. Section 5 is the conclusion.
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2. Literature review
2.1. Factors contributing to the ethnic gap

Patrinos (1994) introduces a standard approach, which was first proposed by
Oaxaca (1973) and Blinder (1973), to investigate the roots of the poverty gap,
measured as the difference in expenditure or income between ethnic groups.
Less commonly, instead of focusing on the gap in expenditure or income, some
researchers measure the ethnic gap index of multiple welfare variables.8
However, Demombynes and Vu (2015) confirm that expenditure is favored over
other welfare indicators to measure the ethnic gap in developing countries. They
argue that it is a better measure of long-term wellbeing, given consumption
smoothing over time. They claim that expenditure is less likely to be misreported
and is, therefore, a better measure of the actual living standard. In addition,
Baulch et al. (2004 to 2012) argue that other commonly used measures of well-
being, including income and non-monetary indicators, are highly correlated with
expenditure in a developing country like Vietnam.

Patrinos (1994) decomposes the ethnic gap into observable differences in
endowments between ethnic groups, and differences in returns to the given
observable endowments. Endowments include any factor that influences the
ability of a household to make wealth for itself. Underlying the quantitative
exercise, Patrinos emphasizes theories that contribute to the understanding of
the main factors that result in more or fewer opportunities for higher welfare for
ethnic minorities. According to him, the human capital theory suggests that in
general ethnic minorities have less education and experience, and they are also
less healthy than members of the ethnic majority, and therefore, they earn less.
The institutional hypothesis focuses on returns to schooling and informal
employment, in order to test the exclusion of ethnic minorities from the high-
productivity and high-wage sector. The screening theory proposes that the
lower level of education among ethnic minorities is a sign of lower productivity,
so employers pay lower wages to ethnic minorities than to ethnic majorities. Last
but not least, the target theory states that ethnic minorities set a target income,
and when it is reached, they start to consume leisure. These theories have
provided a quite comprehensive foundation for other studies that have further
investigated explanations for the ethnic gap in many developing countries®
(Psacharopoulos and Patrinos, 1994; Gustafsson and Li, 2003; Gardin, 2007;
Navarrete, 2013; Alesina, Michalopoulos and Papaioannou, 2016; and Gardin,

8 Alesina, Michalopoulos and Papaioannou (2016) aggregate the five Gini indexes of ethnic
inequality in geographic endowments via principal components, including geographic
endowments in distance to the coast, elevation, precipitation, temperature and land quality for
agriculture. Gradin (2016) examines the ethnic gap in a wealth index of housing, assets and living
conditions. The wealth index is measured by a multiple correspondence analysis on 17 variables
that account for the conditions of dwellings (materials used in the roof, floor and walls; and the
number of people per room used for sleeping), basic assets owned by the household (such as
vehicles and domestic appliances), cooking fuel, and type of access to water and sanitation.

9 Bolivia, Guatemala, Mexico, Peru, Brazil, China, India, Nepal, the Philippines, Pakistan, and
several African countries.
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2015 and 2016). In these studies, endowments are often grouped into the broad
categories of geographical, demographic!® and socio-economic factors.11

2.2. Location segregation and market discrimination as essential drivers of the
ethnic gap

The studies mentioned above focus on finding evidence of whether ethnic
minorities tend to be left behind in economic development mainly due to their
difficult living location, i.e., in less developed and mountainous areas, or because
they do not have the capacity to earn as high an income as those in the majority
groups. Geographical factors, e.g., a dummy for being in a mountainous area, or a
dummy for being in a remote village that has no electricity, can have more
influence on the ethnic gap than other factors. Gardin (2015) shows that the
ethnic gap in China is mainly attributed to the high concentration of ethnic
minorities in the less-developed western region.1? Unequal geographical
endowments are also found to be the main driving force for the ethnic gaps in 18
sub-Saharan African countries (Alesina, Michalopoulos and Papaioannou, 2016).
13 These findings provide evidence that policies that improve infrastructure
should be favored in order to narrow the accessibility distance.

However, a location that is difficult to live in may not always be the only factor
driving the ethnic gap. In developing countries, having too many children and
older adults in an ethnic minority household often leads to increased pressure on
income disparities between ethnic groups. Also, ethnic minorities often have a
large amount of very low-quality land that is not suitable for high-yield
production. Ethnic minorities receive lower returns on the same quantity of
endowments as the ethnic majority, and this is due to their endowments being of
low quality, or due to stereotyping and discrimination. In the context of the
labour market in developing countries, discrimination in the labour market
toward ethnic minorities is often discussed when the human capital of ethnic
minorities, e.g., a lower level of education and fewer non-agricultural skills than
the ethnic majority, results in not only weaker attachment to high-income jobs,
but also lower wages for the same job. Lang and Lehmann (2012) call this
discrimination in the labour market as unequal treatment of ethnic minorities
because of negative social attitudes towards them. Longhi and Brynin (2017)
share the same view that discrimination comes from a widespread belief that
people from certain ethnic backgrounds work less hard than others. Such
stereotypes, which are based on the perceived average quality of a worker with a
particular ethnic background, can prejudice an employer's assessment of the
quality of an ethnic minority worker, which might lead to a decision to pay that

10 Demographic factors include marital status (currently versus formerly married), teenage
marriage (if age of first marriage was below 18), household type (two related adults, three or
more related adults, rest of the household), the number of household members, the number of
children below 5 years old in the household, and the total number of living children. Age is collected
for each individual and the householder (also its squared value). The sex of the latter is also included.
11 Socioeconomic factors include education and occupation/migration for work.

12 Regional indicators include a dummy for the region, a dummy for being a mountainous area,
village population size and whether or not they had electricity before 1990.

13 For Alesina, Michalopoulos and Papaioannou (2016), geographical endowments include
distance to the seacoast, elevation, precipitation, temperature and quality of agricultural land.
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worker less than he would pay someone who is not an ethnic minority to do the
same job.

Psacharopoulos and Patrinos (1994), Gardin (2007), and Navarrete (2013)
empirically detect evidence of discrimination in the labour market against ethnic
minorities in developing countries. Psacharopoulos and Patrinos (1994) find a
contribution of discrimination for 28 percent of the earnings differential
between indigenous and non-indigenous workers in the urban Bolivian labour
market. Gardin (2007) shows that half of the poverty gap between two Brazilian
racial groups, whites and Afro-Brazilians in Brazil, is attributed to education and
labour activities.* Navarrete (2013) provides evidence of lower returns to
ethnic minorities in Mexico who work the same quantity of hours as non-ethnic
minorities.

2.3. Effect of social networks on the ethnic gap

Much research shows the importance of social relationships in improving
welfare. In such studies, social networks are defined as relationships between a
household and others that can shape household welfare by providing or not
resources for better welfare generation. Collier (1998) points out that through
social relationships, the poor tend to copy knowledge from those with higher
incomes. Social networks can bring people together to share information and
facilitate the poor to learn from others in their networks by mentoring and
raising aspirations, and they provide other forms of support such as financial
resources, access to employment, and risk-sharing collective action, which help
the poor to increase their income and catch up to those who are better off (Afridi,
2011; Kadushin, 2012; and Kerr and Mandorff, 2016).

All of the above studies show that ethnic minorities face barriers to the flow of
resources due to language and ethnic perceptions, and this results in income
disparities among ethnic groups. McPherson, Smith-Lovin and Cook (2001),
Krebs and Holley (2006), Habyarimana et al. (2009), Yavas and Yucel (2014),
and Eubank (2017) show evidence of segmentation of information due to
ethnicity. People from the same ethnic group have a common language, cultural
values, and beliefs, and they often communicate with each other more efficiently
and more frequently, than with others not having the same ethnicity. Coethnics
may be more likely to prefer working together and copying each other's ways to
generate welfare. This pooling, described by Collier (1998), and similarly
opportunity hoarding within groups, introduced by Tilly (2001), illustrate
mechanisms through which co-ethnic social networks may over-rely on strong
ties among them, and that can lead to social exclusion. This exclusion of the poor
is found to be due to a language barrier, ethnicity, a lack of knowledge to share
reciprocally and discrimination (Kadushin, 2012). People who are discriminated
against are often from an ethnic minority group and have a low level of prestige
and low socio-economic status, which results in their being more disadvantaged
when trying to generate income.

4 Labour activity of the household head and other members are measured as the dummy of
being inactive, unemployed or employed, and the average number of weekly working hours.
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Despite all the literature, social networks as a factor that contributes to the
ethnic gap appear not to have been thoroughly addressed in decomposition
exercises. Possible reasons for this are the unavailability of collected data and
that the topic itself is subject to a lot of debate surrounding the definition and
measurement of social networks. Due to a few weaknesses in the individual
network approach, some researchers prefer to measure a whole community
network rather than an individual network. Bell and Newby (1976) describe
how local social groups and local institutions and a strong sense of duty and
obligation and belonging among its members combine to create a sense of
community. Households within a community often participate in common social
activities, and to a great extent they know and support each other. Clark (2007)
calls the whole network approach a "traditional community as locality" approach
and uses it to study connections bound to a particular geographic location. Even
though, he admits a limitation that just because people might be from the same
geographic area does not mean that they have a social connection.

This above literature explains the measure of network characteristics of the
population having the same ethnicity in geographic space, as a proxy for a social
network. Nguyen H.C. and Normand (2017) investigate the share of the same
ethnic group in the population in the district in which an ethnic household
resides as the first important proxy of a social network. Fischer et al. (2010)
provide quantitative evidence that social networks among poor households in
ethnic minority groups are relatively restricted to their low capacity for mutual
support, so they are unable to do much to mitigate shocks in Vietnam. They
measure a social network by the whole network size and structure (centrality).
Kerr and Mandorff (2016) show empirical evidence in the US that a strong
relationship between the size of an ethnic community and its social isolation are
both key factors that contribute to the effect of a social network on occupational
differences, which leads to earning gaps.
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2.4. Ethnic gap decomposition studies in Vietham

As mentioned above, the ethnic gap in Vietnam has been investigated in several
studies (Van de Walle and Gunewardena, 2001; and Baulch et al., 2004, 2007,
2008 and 2012, among others). Based on representative household surveys from
1993 to 2010, the poverty gap is measured in expenditure differences between
the Kinh and Hoa and all of the other ethnic groups. The ethnic gap is further
decomposed into differences between the Kinh and Hoa and other ethnic groups,
which are composite categories of some of the smaller ethnic minority groups, in
order to ensure that sufficiently large cell sizes are available for the analysis
(Baulch et al, 2007%> and 20081¢). However, concerned about the small sample
sizes of some categories, Baulch and Vu (2012) suggest considering only the Kinh
and Hoa versus all the other ethnic groups in a decomposition exercise.

In these studies on Vietnam, factors contributing to widening the ethnic gap are
often categorized into three main groups: human capital, physical capital and
environmental settings (see Appendix 1.1). Among environmental settings,
location is likely to be tested as the main causal factor of the ethnic gap. Results
show that the ethnic minorities in Vietnam tend to be poorly endowed in every
area, e.g., they have poorer-quality land,!” less access to credit,'® a low level of
education and they are negatively affected by geographical remoteness. If the
ethnic minorities had the same endowment levels as the Kinh and Hoa, the
ethnic gap would be narrowed by no more than a third to a half.1° The Kinh and
Hoa have been much more successful in converting their endowments into their
welfare than the ethnic minorities, i.e. getting higher returns on their
endowments, at the same quantities as the ethnic minorities. Such higher returns
of the Kinh and Hoa show evidence of discrimination against ethnic minorities in
the labour market. Baulch et al. (2008) discuss further drivers for such
differences in returns: language and cultural issues, land quality and ability to
use land efficiently, quality of education, remoteness and high elevation, and
misconceptions about and the stereotyping of ethnic minorities.

These results from decomposition studies seem to be in line with other
qualitative and quantitative research on the ethnic gap in Vietnam. Even after
controlling for education, experience and other relevant characteristics, based on
the 2002 VHLSS, Pham and Reilly (2009) find that Kinh and Hoa workers earn

15 The 7 ethnic categories are (1) Kinh; (2) Hoa; (3) Cham and Khmer; (4) Tay, Thai, Mudng,
Nung; (5) other minorities in the North; (6) minorities in the Central Highlands; (7) and “other,”
which is comprised of the remaining smaller ethnic groups, which are mostly located along the
North and South Central Coasts.

16The 6 ethnic categories are (1) Kinh and Hoa; (2) Cham and Khmer; (3) Tay, Thai, Mudng,
Nung; (4) other minorities in the North; (5) minorities in the Central Highlands; (6) and “other,”
which is comprised of the remaining smaller ethnic groups, which are mostly located along the
North and South Central Coasts.

17 Proxy by a low holding of irrigated land.

18 Reflected by a lower receipt of remittances.

19 Different from other researchers in the past, Fujii (2017) investigates the changes in the ethnic
gap by using panel data sets from 1993 to 2014. He shows a break after 2006, when the changes
in returns to endowments still contribute to increasing the changes in the ethnic gap. However,
since 2010, the changes in returns to endowments have helped to narrow the changes in the
ethnic gap. However, the study does not discuss the statistical significance of the results.
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nearly 11 percent more on average than their ethnic minority counterparts.
About two-thirds of this wage gap is attributed to differences in returns, which is
evidence of discrimination in the labour market against ethnic minorities. Poor
returns on available endowments of the ethnic minorities are explained in other
studies by less efficiency in economic activities due to a language barrier and
living in a remote area. Despite all the efforts in teaching the ethnic minorities to
speak and read Vietnamese,?? language difficulty is still reported to be a big
challenge for ethnic minorities of accessing to information, employment
opportunities, social services and market engagement (Oxfam and Action Aid
Vietnam, 2008; VASS, 2009; World Bank, 2009; and Helvetas, 2013). Some
reports argue that having limited participation and voices in local activities, due
to the language barrier, slow down the pace of economic growth for ethnic
minorities, especially when this creates barriers to their participation in social
services, local job creation and training programmes (Oxfam, 2018).

Clearly, these decomposition studies on the ethnic gap in Vietnam so far have not
considered the role of social networks on the gap. Given that the literature was
last updated in 2010, there is a need to repeat the decomposition exercise using
the latest household survey in 2016. This study takes into account the role of
social networks, measured as the co-ethnic population in a geographical area, as
a potential factor that contributes to the ethnic gap in expenditure in Vietnam.

3. Descriptive analysis of the ethnic gap in Vietnam
3.1. Data

In this study, the ethnic gap is investigated based on data from the Vietnam
Household Living Standard Surveys (VHLSSs). The VHLSSs include both
commune and household questionnaires, so the data covers a rich set of
household members' variables on demographics, education, jobs, income, and
expenditures, as well as local infrastructure and commune characteristics.

The General Statistics Office (GSO) first conducted the Vietnam Living Standards
Surveys (VLSSs) in 1992 and 1998, and they are representative at the national
level. These surveys were improved in 2002 by expanding the sample
extensively for it to be representative at the provincial level. This ongoing
longitudinal survey has been conducted every two years since 2002, and it
covers over 3,000 communes (about one-fourth of the total number of
communes in the country) in all 63 provinces in Vietnam. The sampling frame is
based on the Population and Housing Census to represent the entire country,
including both rural and urban areas. The VHLSS is the best source of data for
nationally representative estimates of poverty and inequality because it is
randomly sampled from a large-scale sampling frame. The VHLSSs from 2002 to
2010 relied on the sampling frame from the 1999 Population and Housing

20 After from the universal literacy movement, the most important target that has been set is
early intervention for pre-primary school children (age 5). An increasing number of ethnic
minority children have been attending pre-primary school, where the focus is on learning
Vietnamese. In addition, ethnic minority parents are encouraged to learn and speak Vietnamese
with their children.
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Census. Then, the VHLSSs from 2012 to 2016 relied on the new Population and
Housing Census in 2009. From 1999 to 2009, Vietnam significantly changed the
way of conducting the Population and Housing Census. There were 61 provinces
and 10,475 communes in 1999, and there were 63 provinces and 11,112
communes in 2009. The sampling frame used for the VHLSSs from 2002 to 2010,
i.e, the 1999 Census, has been criticized for not including all the new
enumeration areas created in 2009, especially many densely-populated new
areas, due to rapid urbanization. The old sampling frame used for the VHLSSs in
the 2000s had a limitation that it only included small households in urban areas
and migrants.

Baulch et al. (2007) raise concern about non-sampling errors in the first VHLSS
in 2002, and then they use the 2004 VHLSS to estimate the ethnic gap. Baulch et
al. (2012) and Demombynes and Vu (2015) point out differences between the
pre-2010 VHLSSs and the ones that were conducted later (i.e., changes made to
the survey methodology), which make it difficult to make comparisons and to
explain the large increase in poverty rates in 2010. Changes introduced in the
2010 VHLSS include an updated sampling frame, revisions in the expenditure
module, and a more comprehensive consumption aggregate. Comparing the
VHLSSs in 2000s and the Census in 1999 and 2009, Hansen and Le (2013)
confirm that households in VHLSS communes were on average better off than
those in other communes in both years. In spite of these limitations, the VHLSSs
are still considered to be the best source of information for investigating welfare
and poverty.

The study considers only the rural data from the VHLSSs. The urban sample is
excluded for three reasons. First, there is the geographical concentration of
ethnic minorities in the rural parts of Vietnam. According to the 2009 Population
and Housing Census, the vast majority of the ethnic minorities (84.3 percent) live
in rural areas. Second, the VHLSS includes a household questionnaire on
household characteristics in both rural and urban areas, but it consists of a
commune questionnaire only in the rural areas. Third, as mentioned above,
migrant households in urban areas were under-sampled in the VHLSSs in the
2000s, and many of the people in these households were ethnic minorities
(Baulch et al., 2007).

Following Baulch et al. (2012), the study uses the real household expenditure
per capita as the metric for examining the gap between ethnic groups. The ethnic
majority group, the Kinh and Hoa, are used as a reference group. They account
for 84.3 percent of the population, and they are more likely to be better off than
the ethnic minorities, i.e., the 54 other ethnic groups. The ethnic minorities are
less integrated into the modern economy and lag behind in poverty reduction
and economic development. Real household per capita expenditure is computed
as the comparable total household food and non-food consumption over the
previous 12 months. In order to determine the real welfare indicators, the real
January prices in 2004 are calculated with the GSO monthly CPI price deflator.
The poverty line in this study is the General Statistics Office and the World
Bank’s (GSO-WB) expenditure poverty line. The poverty line is based on a
standard "cost of basic needs" methodology, and it is estimated using data from
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the VHLSSs. It is based on an estimated daily food intake (2,100 kilocalories per
person per day) plus an additional allocation for essential non-food needs based
on general consumption patterns of the poor.?! As previously mentioned, the
poverty line in 2010 was different than those used before, due to design changes
in the expenditure module in the household questionnaire and the methodology
used to aggregate the total expenditure. Therefore, the study uses the total of the
best aggregate expenditures from the VHLSSs for the comparison. Expenditure
aggregates are assumed to accept revision in the expenditure module design and
differences in sampling frames among years in VHLSSs.

The latest work on the ethnic gap in Vietnam is based on data from the 2004 and
2010 VHLSSs (Baulch and Vu, 2012). This study updates this decomposition
exercise using data from the 2004, 2010 and 2016 (the latest one) VHLSSs and
covers twelve continuous years. As mentioned, in order to capture detailed
commune characteristics, the rural sample size of VHLSSs of 6,591, 6,162, and
4,162 households are used in decomposition exercises. 2,266, 2,199, and 1,507
communes are surveyed in 2004, 2010, and 2016 respectively.

A limitation is found that it can only construct a cross-sectional dataset, not a
panel dataset based on the VHLSSs in these years, and hence fixed effect
regressions and the decomposition of the change in the ethnic gap over time are
not possible.

Notably, thanks to the availability of data about the social network, the 2016
VHLSS is used to investigate the potential contribution of social networks to
reducing the ethnic gap. Following Fischer et al. (2010) and Kadushin (2012), a
social network is measured by the whole network' size, including all people
having the same ethnicity in an area. In line with Nguyen H.C. and Normand
(2017), this measure of network size is calculated at the district level. In other
words, the social network indicator is defined as a population in a district that is
comprised of people from the same ethnic group, i.e., the co-ethnic population at
the district level. In addition, another measure, the population of a group of
people of the same ethnicity in a commune, i.e., the co-ethnic population at the
commune level, can be used to test the robustness of the potential contribution
of a social network to reducing the ethnic gap.

21 The GSO-WB expenditure poverty lines in 2004, 2010 and 2016 are 2,077, 7,836 and 11,630
thousand VND/person/year, respectively. They are different from the 1.25 USD-a-day and 2 USD-
a-day international poverty lines but similar in purchasing power parity terms to that of other
countries with similar levels of development (Demombynes and Vu, 2015).
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3.2. Evolution of the ethnic gap in rural Vietnam
3.2.1. Ethnic gap in terms of expenditure

Significantly, a widening ethnic gap in terms of expenditure has been observed in
the last decade (see Figure 1.1). Both the Kinh and Hoa and the ethnic minorities
have experienced expenditure improvement. However, the per capita
expenditure of the Kinh and Hoa increased substantially, much more than that of
the ethnic minorities. The gap almost doubled from 2004 to 2016. The ethnic
minorities seem to have benefited less from economic growth. It raises a
question about the inclusiveness of economic growth in the country.

Figure 1.1. Widening ethnic gap in rural areas (thousand VND)
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This widening ethnic gap raises another question about whether it leads to an
increase in other poverty gap indicators. As expected, there was a substantial
decrease in the poverty headcount and the poverty gap ratios among the Kinh
and Hoa. These figures declined at a much greater rate than those for the ethnic
minorities (see Figure 1.2 and Figure 1.3). Figure 1.2 shows that the poverty
headcount rate for the Kinh and Hoa fell by nearly three-fourths, from 18 to 5
percent, between 2004 and 2016. Over the same period, the rate for the ethnic
minorities fell only by about a third, from 63 to 47 percent. As a result, the gap
closed a little bit, from 45 percentage points in 2004 to 42 percentage points in
2016. The difference in the poverty gap rates (see Figure 1.3) for the Kinh and
Hoa and those for the ethnic minorities narrowed a little bit, from 16 percentage
points in 2004 to 14 percentage points in 2016. However, looking at a longer
period of time, the ethnic gap in poverty headcount rates nearly doubled. It went
from 25 percentage points in 1993 to 42 percentage points in 2016.22 Over this
extended period, the gap between the poverty headcount rates for the Kinh and
Hoa and those for the ethnic minorities widened, but the poverty gap rates did
not widen.

22 This study only investigates the 2004, 2010, and 2016 VHLSSs. However, other VLSSs and
VHLSSs are used to investigate a longer trend. The rural sample sizes of the 1992 and 1998 VLSSs
are 3,727 and 4,269, respectively. The rural sample sizes of the 2004, 2006, 2008, 2010, 2012,
2014, and 2016 VHLSSs are 6,938, 6,882, 6,837, 6,750, 6,696, 6,618, and 6,570 households,
respectively. All are representative at the national level.
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Figure 1.2. Poverty headcount rates (percent)
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Figure1.3. Poverty gap rates (percent)
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The ethnic poverty gap had fallen slightly by the end of 2016, after a large
increase in 2010. 2010 was a hard year for the ethnic minorities. They
experienced the largest gap for both the poverty headcount and poverty gap
rates in 2010. That year, the difference in the poverty headcount rate reaches the
peak at 47 percentage points, and that peak of the difference in the poverty gap
rate was 24 percentage points. This might be linked to the global economic crisis
in early 2009 and the increased cost of agricultural inputs and the sharp increase
in the cost of electricity and fuel in 2010, which put an increasing amount of
pressure on household welfare (WB, 2012). However, Baulch et al. (2012) point out
that these changes might be due to the sampling frame update and the expenditure
module revision.

A widening gap in poverty ratios over the years from 2004 to 2016 was not
observed, and that may be due to the changes in expenditure distribution and
the poverty line. Therefore, expenditure distributions for the two groups are
further examined in Figure 1.4. It shows a general shift of expenditure
distributions to the right for both groups, becoming less peaked and more
dispersed. This is in line with the finding by Baulch et al. (2008) that a moderate
rise in inequality occurred over the period. Expenditure distribution for the Kinh
and Hoa was above the poverty line by 2016. However, expenditure distribution
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for most of the ethnic minorities remained just below the pove

rty line in 2004,

and it was still well below the poverty line in 2016. This further confirms that
inequality between the Kinh and Hoa and the ethnic minorities has been a bigger

challenge for Vietnam.

Figure 1.4. Expenditure distributions for the Kinh and Hoa and the ethnic minorities
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Even expenditure is the most favored measure among other welfare indicators in
an inequality study in a developing country, the following section looks at the
ethnic gap in terms of different indicators, including income as well as three non-
monetary ones: education, public facility access, and social networks. It aims to
draw a more comprehensive picture of the ethnic gap and to find any underlying

drivers for the gap changes over the years.
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3.2.2. Ethnic gap in terms of income

Regarding the total income, Figure 1.5 shows a similar widening gap between the
Kinh and Hoa and the ethnic minorities. The gap was 32 percent in 2004, and 48
percent in 2016. This widening in the ethnic gap is primarily due to the high-
speed growth of non-agricultural wage activities, and secondarily from the
doubling of the income of non-farm household businesses owned by the Kinh
and Hoa, which are not observed for the ethnic minorities.23 A further look at the
income structure across these years shows that the Kinh and Hoa have had a
much easier time making the transition from agricultural crop activities to non-
agricultural wage activities, in comparison to ethnic minorities. The share of
non-agricultural wages in the total income of the Kinh and Hoa increased by 17
percentage points from 2004 to 2016, making it the greatest increase across
different income sources themselves. As a result, non-agricultural wages made
up the largest share at 39 percent of income for the Kinh and Hoa in 2016.
Meanwhile, that share of non-agricultural wages of the ethnic minorities rose by
only 14 percentage points from 2004 to 2016, resulting in a share of this income
at only 26 percent of the total income in 2016. The largest share of the ethnic
minorities’ total income still comes from agricultural crops, accounting for about
40 and 30 percent of the total income in 2004 and 2016, respectively.

The second highest source of income for the Kinh and Hoa are non-farm
household businesses, and they accounted for 19.2 and 21.7 percent of the total
income in 2004 and 2016, respectively. However, the numbers are much smaller
for the ethnic minorities. The share of non-farm household businesses in the
total income of the ethnic minorities was only 6.7 and 7.6 percent in 2004 and
2016, respectively. These figures are even lower than those for agricultural
activities, i.e., crop and livestock production, and agricultural wage jobs.

In short, economic diversification into non-agricultural income plays an
important role in driving the gap between the Kinh and Hoa and the ethnic
minorities. Even moving up in the expenditure distribution, it shows much
greater increases in these two income sources of the Kinh and Hoa more than
those in their other income sources, and more than those of their corresponding
ethnic minorities in each quintile group (see Figure 1.6). The richer the group is,
the more expansion is in the gap of the non-agricultural wages and non-farm
household business income between the Kinh and Hoa and the corresponding
ethnic minorities.

23 As shown in Figure 1.5, a person in a rural area has several options apart from working his/her
own land. The first option is agricultural wage activities, i.e., working for others on their farms as
a paid labour. The second option is non-agricultural wage activities, i.e., working for others in
their factories or for their non-farm household businesses. Working in a factory requires some
qualifications. The third option is to start his/her own non-farm household business, invest some
capital and make a profit.
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Figure 1.5. Income structure of the Kinh and Hoa and the ethnic minorities
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Figure 1.6. Income structure of the Kinh the Hoa and the ethnic minorities by
expenditure group
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3.2.3. Ethnic gap in terms of educational achievement

Figure 1.7 clearly shows an ethnic gap in education over the years. The share of
those who did not have an educational certificate among ethnic minorities was
double that of the Kinh and Hoa. The percentage of those having a secondary
school degree among ethnic minorities was only half that number of the Kinh and

Hoa.

In Figure 1.8, along with the expenditure distribution in each year, the higher
educational level went together with the lower line presenting the ethnic
expenditure gaps among those having the same educational achievement. This
shows the role of education in narrowing down the ethnic gap in each year.
Besides, the ethnic gaps of those having the same educational achievement were
shifted up in 2016, in comparison to the corresponding one in 2004, which
informs a widening ethnic gap after controlling for the education level over the
period from 2004 to 2016.

Notably, the role of education seems to be not the same along the expenditure
distribution. The ethnic gaps for those having the highest education were not
stable across the distribution in all years. Similarly, the ethnic gaps for those
having lower secondary were not stable in 2016. Having such high educational
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achievement, the poorer the quintile group, the more widening the ethnic gap is
between the Kinh and Hoa and others. It shows that the ethnic minorities face a
higher challenge in converting their high educational achievement into wealth
improvement, in comparison to their corresponding Kinh and Hoa, and this
challenge is higher as for the poorer quintile group, in a comparison across the
distribution.

Figure 1.7. Head of household's educational achievement by ethnic group (percent)
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Figure 1.8. Ethnic gap across the expenditure distribution by educational
achievement of the head of the household (percent)
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3.2.4. Ethnic gap in terms of access to public utilities

Despite a lot of policy intervention in infrastructure availability, there is still a
question of accessibility to public utilities for ethnic minority households. Those
main utilities, which are given attention, include clean water, hygienic sanitation,
and electricity.?* The ethnic minorities had less access to all the public utilities
than the Kinh and Hoa (see Figure 1.9). Access to clean water was particularly
low for the ethnic minorities (70 percent) compared to the Kinh and Hoa (almost
95 percent). Almost all of the Kinh and Hoa (99.8 percent) had electricity, but
only 90 percent of the ethnic minorities did. From 2004 to 2016, the ethnic gap
with regard to access to clean water and electricity narrowed a bit, but the ethnic
gap with regard to access to hygienic sanitation widened. Access to hygienic
sanitation increased dramatically for the Kinh and Hoa by 28 percentage points
from 2004 to 2010 while that figure for the ethnic minorities was only 17
percentage points.

Figure 1.9. Access to clean water, hygienic sanitation, and electricity (percent of
individuals)

100.0 559 99.8
90.0 /54-8 94,5
90.9 90.0
80.0 " 826 2
70.0 751
96 70.6 9.2 72.5
60.0
500 T 515 _Kinh and Hoa
40.0 46.8
—_— 1
30.0 Et.hmc.t.
minorities
20.0 22
8.4
10.0
9.9
0.0
200420102016 20042010 2016 200420102016
Clean water Hygienic sanitation  Electricity

Source: VHLSSs, Author's calculations

24 Access to clean water is defined as having the main source of drinking water be either water
that is piped into the dwelling, a public standpipe, a protected dug well, protected spring water,
bought water (in bottles, jars or small vessels) or rainwater. Access to hygienic sanitation
includes the usage of a flush toilet with a septic tank, a ventilated improved pit latrine, a pit
latrine with slab, a composting toilet, a double-vault compost latrine and a suilabh (a kind of
flush toilet). Access to electricity is counted by the main source for lighting in the house from the
national electricity grid.
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Furthermore, Figure 1.10 shows two similar patterns on the ethnic gaps across
the distribution, regards the access to public utilities. First, across the
expenditure distribution in each year, those having no access to public utilities
often had higher ethnic gaps in expenditure, in comparison to those having
access to these. Second, that the lines of these ethnic gaps were mostly moving
up from 2004 to 2016, shows widening gaps in expenditure over the period.

However, giving attention to those having no access to public utilities, these gaps
were widening differently across the distribution, especially in 2016. For those
having no access to clean water, ethnic gaps were quite stable at almost all the
non-extreme percentiles of the distribution. For those having no access to
sanitation, the ethnic gaps were increasing as moving down in the distribution.
The poorer quintile had higher widening ethnic gaps than the richer one. On the
contrary, for those having no access to electricity in that year, the richer quintile
had higher widening ethnic gaps than the poorer one.

Figure1.10. Ethnic gap across the distribution by access to public utilities (percent)
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3.2.5. Ethnic gap in terms of social networks

As expected, the ethnic gap in the size of a social network increased as moving up
in the expenditure distribution for the Kinh and Hoa (see Figure 1.11). The
wealthier a Kinh or Hoa person was, the larger his social network was. For the
ethnic minorities, it did not show evidence of different social networks across
the expenditure distribution. It shows that the Kinh and Hoa are likely to live in a
more densely populated place of the co-ethnic people than the ethnic minorities
do. The richer the Kinh and Hoa, the higher their ability to live in or to migrate to
more crowded areas, which potentially have more economic opportunities.

Figure 1.11. Co-ethnic population in the district across expenditure groups (persons)
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In conclusion, the above descriptive analysis showed a widening ethnic gap in
expenditure over the period from 2004 to 2016. This widening pattern had no
conflict with other welfare indicators. The ethnic gap in income or non-monetary
welfare indicators increased over years as well. The ethnic gap found in terms of
non-agricultural income, education, access to public utilities and social network
were often different along the expenditure distribution. This informed that the
ethnic gap would be potentially affected differently by its driving factors across
the distribution. A decomposition exercise in the next part aims to shed light on
this issue.
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4. Decomposition of the ethnic gap in Vietham
4.1. Model

Following a study by my colleagues and me (Baulch et al., 2010), this chapter
employs the Blinder-Oaxaca decomposition approach to examine the relative
contributions of endowments, and the returns to those endowments, to the
ethnic gap in Vietnam. This model is useful to show to what degree the lower
quantity of endowments, and the lower returns on these endowments, results in
lower living standard levels for the ethnic minorities in terms of expenditure. As
mentioned earlier, this study considers the disparities between the Kinh and Hoa
and all of the other ethnic minorities in Vietnam.

The per capita expenditure?®is used to measure the welfare of each ethnic
group. The per capita household expenditure, expressed in natural logarithms,
for the Kinh and Hoa, and all of the other ethnic minorities are defined as Y, and
Y., respectively.

Ym = Xm'Bm + Wy, (Equation 1.1)
Y, = X,'B. + u, (Equation 1.2)

Y; denotes the per capita household expenditure measured in natural logarithms
for the j'" ethnic group, where j = m or e, denoting the Kinh and Hoa, and the
ethnic minorities, respectively. X; is a (k x n) matrix of the observable household
endowments and commune characteristics. §;is a (k x 1) vector of unknown
parameters capturing the effect of the relevant covariates on log per capita
expenditure. u; is a (n x 1) vector of random error terms for which the standard
assumptions apply for estimation by the Ordinary Least Squares (OLS)
regression.

The ethnic gap is defined as the estimated mean ethnic difference in log per
capita household expenditure, as follows.
m - Y_e = (m - )Te) ' Bm + X_e ' (Iém - Be) (Equation 1'3)
{Gap} = {Explained gap} + {Unexplained gap }

where the "bar" denotes mean values and the "hat" denotes OLS coefficient
estimates. The overall average gap in household expenditure between the two
groups is decomposed into two components. The first one corresponds to the
gap explained by differences in endowments, while the second reflects the gap in
returns to endowments that is driven by unexplained effects. The explained gap
measures the change in the mean of the level of welfare of the minority if they
had the same observable quantities of endowments as the majority. In short, it is
called the explained effect due to different endowment quantities, i.e., the effects
of differences in endowments. The unexplained gap provides an estimation of

25Real household per capita expenditure computed as the best estimate of total household food
and non-food consumption over the past 12 months. It accepts revision in the expenditure
module and sampling frame among years in the VHLSSs.
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the change in the welfare of the minority group when applying the majority
group's coefficients to the minority group's endowments. It is called the
unexplained effect due to the returns to endowments, i.e., the unexplained effects
of different returns to endowments.

The Blinder-Oaxaca decomposition is an additive one, so it is possible to further
sub-divide both the explained and unexplained gaps into small categories of
interest.

m - Y: = ZIIX=1(X_m - X_e) ' Bm + ZIIX=1X_6 ' (Bm - Be) (Equation 1'4)
where there are k =1 to N sub-categories of variables.

The decomposition exercise considers six categories of variables: (1) household
demographics (including household size; household structure?¢; the age of the
household head?’; and the gender of the household head); (2) human capital
(including the educational achievement of the household head, e.g., primary,
lower secondary, upper secondary, or higher education level, and his or her
participation in vocational trainings); (3) economic resources, namely land
holdings, (the area of productive land used for agriculture, aquaculture and
forestry); (4) diversification into non-agricultural wages and household
businesses; (5) social network (co-ethnic population size in the same district);
and (6) commune characteristics (including the availability of commune
infrastructure?® and the commune remoteness??). The first two categories are
the household’s human endowments. The third category is the physical
endowment of the household. The fourth category is the ability of income
diversification, and the fifth one presents the ability of the social network to
boost income. The last category is the local infrastructure and remoteness, which
is defined by an available detailed set of commune characteristics, reflecting the
commune's challenges for economic development. Descriptive statistics of these
variables are in Appendix 1.2.

Baulch et al (2007) argue the introduction of district dummies as a richer
specification of the unobservable factors, capturing more effectively the
geographic differences, but leading to decreases in the overall ethnic gap.
Therefore, following them, provincial or districts fixed effects are not considered.

26 The category of household structure is comprised of the ratio of dependent members; and
dummies for being single, a couple with one, two or three kids, the extended family or other
types of household structures. The ratio of dependent members considers the share of those
under age 6, or age 6 to 16, or above 60 in the household.

27 The age and the age squared.

28 Commune infrastructure is the category of following dummy variables, showing the availability
of a paved road to the commune, passenger transportation, a daily market, local employment
opportunities thanks to local enterprises, factories and nearby trading villages, agricultural
extension services, and a dummy for being identified as an extremely disadvantaged commune
and being eligible for public development programs. A commune in the Socio-economic
Development Programme for the Most Vulnerable Communes in Ethnic Minority and
Mountainous Areas, also known as Program 135.

29 Commune remoteness is the category of dummy variables for being a remote commune, and in
a coastal, delta, midland, low or high mountain region. The remote commune is defined by the
GSO.
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That limitation does not concern much thanks to an available detailed set of
commune characteristics. As following Baulch et al (2012), the first note is that
Kinh and Hoa group is treated as the reference group, because they account for
86 percent of the population and therefore be unlikely to be impacted by positive
discrimination.

Furthermore, the decomposition exercise also pays attention to 11 sub-
categories of the above factors, i.e., household size, household structure, the age
of the household head, the gender of the household head, the educational
achievement of the household head, the vocational training participation by the
household head, the economic resources, income diversification, social network,
commune infrastructures, and the commune remoteness.

There are two differences in this set of variables in comparison to the model used
by Baulch et al. (2010) and Baulch and Vu (2012). First, instead of the maximum
education level in the household, this analysis only considers the education level of
the household head like some other researches on the ethnic gap in Vietnam
(Minot et al, 2006; Hoang et al, 2007; Tran et al, 2014; and Fujii, 2017).
Otherwise, there could be some bias in the influence of the educational
achievement when that of the children may not yet affect the income generation of
the household. The educational achievement of the household head, presenting
the human capital of the household, plays a role in affecting market participation
and the household's income.

Second, the model includes a variable of the social network, reflecting the effect
of social relationships on mutual assistance and resource sharing. Following
Fischer et al. (2010) and Kadushin (2012), on the whole network approach, the
social network size variable is proxied by the co-ethnic population in the district.
A test on model misspecification presents a problem of the lattest model by
Baulch and Vu (2012) (see Appendix 1.4). However, revision with these two
different variables (i.e., the education of the household head and the social
network) do not indicate such a problem.

It is noted that endowments are different throughout the distribution of
expenditure, and more importantly, they may contribute differently to the gap
across the distribution of expenditure. The ethnic gap among those having high
expenditures may be driven differently under the effects of endowments in
comparison to that gap among those having low expenditures. Then, the quantile
regression is applied to see how the effects vary across the distribution of
expenditure, i.e.,, at particular quintiles. Therefore, following the study by my
colleagues and I (Baulch et al,, 2010), in addition to the standard OLS regression,
the quantile regression is applied.

Yin = Xin'Bmg + Umg (Equation 1.5)
Yo = X' Beq + Ueq (Equation 1.6)

with the gt quintile in the distribution of expenditure Y;.
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Then, the quantile regression-based decomposition of the ethnic gap is as
follows.

m - )79 = (m - )Te) ' qu + )Te ' (qu - Beq) (Equation 1-7)
{Gap} = {Explained gap} + {Unexplained gap}

Therefore, Chapter 1 investigates the different contribution of endowment
quantities and the returns to these quantities to the ethnic gap in 2004, 2010 and
2016. As mentioned earlier, in order to capture detailed commune
characteristics, the rural sample of the 2004, 2010 and 2016 VHLSSs (6,591,
6,162 and 4,162 households, respectively) are used in the decomposition
exercises.3? A test on heteroskedasticity confirms the significance of the quantile
regressions along the expenditure distribution as well.

4.2. Mean decomposition results

The mean decomposition analysis of the ethnic gap, using the 2004, 2010 and
2016 VHLSSs, is presented in Table 1.1, and Appendix 1.3 shows details of the
underlying expenditure regressions. Part A in Table 1.1 indicates that the mean
of log expenditures increased from 8.1 to 9.1 for the Kinh and Hoa, and from 7.6
to 8.4 for the ethnic minorities from 2004 to 2016. As a result, the log
expenditure gap of 50 percent in 2004 widened to 73 percent in 2016,
statistically significant. Most of this increase occurred in the period from 2004 to
2010. The later period experienced only about a third of this increase. It informs
the gap continued to increase but at a slower pace.

In Table 1.1, Part B shows the change in the welfare of the ethnic minorities if the
minority's endowments were at the levels of the Kinh and Hoa, while Part C (and
Figure 1.12) shows the total contribution of factors as percentages of the total
ethnic gap3l. In line with previous studies, the explained and unexplained effects
each comprise more or less half of the ethnic gap. The differences in
endowments accounted for 50.2 percent, slightly higher than the influence of the
differences in returns to endowments, which was 49.8 percent of the ethnic gap
in 2004 (see Part C, columns 1 and 2). There were less explained effects in later
years. In 2016, they accounted for only 47 percent of the ethnic gap. The number
of unexplained effects, i.e., the different returns to endowments, increased a little
in 2016. However, the unexplained effects cover the influence of the constant
term as well. Baulch and Vu (2012) mention that it is hard to explain the total
unexplained effects when the constant term accounts for a quarter of the gap in 2010.
Not counting the constant effect, the contribution of the explained effects

302,266, 2,199, and 1,507 communes were surveyed in 2004, 2010 and 2016, respectively.

31In the Table, the columns (1), (3), (5) and (7) present the size of the ethnic gap due to the
differences in the average level of endowments, given the level of return achieved by the
majority’s. The columns (2), (4), (6), and (8) present the size of the ethnic gap due to the
differences in returns, given the average level of endowment achieved by ethnic minorities. The
last two columns (7) and (8) present the analysis based on a model that also takes into account
households’ social networks in 2016. The upper section of part B presents the estimations by six
categories of endowment as mentioned in the model specification. The lower section of part B
presents the same results regrouped by more detailed categories.
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increased in later years, more than their corresponding unexplained ones. In that
sense, the results are in line with the findings of Baulch and Vu (2012), that
ethnic minorities are not as well endowed with human and physical capital,
commune infrastructure is less available to them as than it is to the Kinh and
Hoa, and their welfare status is lower than that of the Kinh and Hoa.
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Table 1.1. Mean decomposition results

2004 2010 2016
Without social network With social network
1) (2) (3) (4) (5) (6) (7 (8)
A. Differentials
Majority 8.103*** 8.792%** 9.091%**
(0.006) (0.008) (0.010)
Minority 7.601%** 8.127%** 8.359***
(0.015) (0.016) (0.021)
Difference 0.502%** 0.665%** 0.732%**
(0.016) (0.018) (0.023)
B. Effect on welfare
VARIABLES Explained Unexplained Explained Unexplained Explained Unexplained Explained Unexplained
Household 0.115%*  0.247% 0.074% 0.097 0.105%** 0.089 0.111% -0.016
demography
(0.009) (0.081) (0.009) (0.091) (0.013) (0.108) (0.013) (0.111)
Human capital 0.068*** 0.003 0.083*** -0.001 0.060*** -0.015 0.055%** 0.018
(0.006) (0.008) (0.007) (0.008) (0.007) (0.015) (0.008) (0.017)
Land holdings -0.033*** -0.002 -0.014 0.023 -0.005 -0.013 -0.004 -0.020
(0.006) (0.015) (0.010) (0.019) (0.006) (0.017) (0.005) (0.017)
Diversification 0.015%** 0.003 0.019%** -0.011* 0.025%** -0.013 0.032%** -0.016*
(0.003) (0.004) (0.004) (0.006) (0.006) (0.009) (0.006) (0.009)
Social network 0.028™* -0.020
(0.012) (0.016)
Community 0.086*** 0.115%** 0.165%** 0.177%** 0.160*** 0.044 0.130%** 0.040
characteristics (0.017) (0.041) (0.021) (0.062) (0.025) (0.138) (0.026) (0.140)
Constant -0.116 0.053 0.294 0.392**
(0.087) (0.108) (0.181) (0.184)
Total 0.251*** 0.250%** 0.327*** 0.337%** 0.345%** 0.387*** 0.352%** 0.378***
(0.020) (0.022) (0.024) (0.026) (0.029) (0.033) (0.029) (0.033)
Household size ~ 0.058*** 0.036 0.040%** 0.144** 0.076*** 0.084 0.064*** 0.005
(0.009) (0.074) (0.007) (0.070) (0.011) (0.079) (0.011) (0.083)
Household 0.049*** 0.068** 0.039*** 0.059* 0.034*** 0.046 0.035%** 0.026
structure (0.005) (0.032) (0.006) (0.032) (0.008) (0.043) (0.008) (0.040)
Age 0.004 0.141** -0.006 -0.104 -0.003 -0.041 0.013 -0.045
(0.002) (0.066) (0.006) (0.069) (0.008) (0.084) (0.008) (0.087)
Gender 0.004** 0.001 0.002 -0.002 -0.001 0.001 0.000 -0.002
(0.002) (0.004) (0.002) (0.005) (0.002) (0.007) (0.002) (0.007)
Education 0.058*** -0.003 0.066*** 0.006 0.047*** -0.005 0.049%** 0.022
(0.006) (0.006) (0.007) (0.007) (0.007) (0.015) (0.007) (0.015)
Vocational 0.009*** 0.006 0.017*** -0.008* 0.013*** -0.010** 0.006*** -0.004
training (0.002) (0.004) (0.003) (0.004) (0.003) (0.004) (0.002) (0.003)
Land holdings -0.033*** -0.002 -0.014 0.023 -0.005 -0.013 -0.004 -0.020
(0.006) (0.015) (0.010) (0.019) (0.006) (0.017) (0.005) (0.017)
Diversification 0.015%** 0.003 0.019%** -0.011* 0.025%** -0.013 0.032%** -0.016*
(0.003) (0.004) (0.004) (0.006) (0.006) (0.009) (0.006) (0.009)
Social network 0.028** -0.020
(0.012) (0.016)
Remoteness 0.016 0.113%** 0.054*** 0.090* 0.113%*** 0.095 0.094*** 0.133**
(0.017) (0.032) (0.020) (0.050) (0.029) (0.068) (0.029) (0.066)
Infrastructure 0.070%*** 0.002 0.112%** 0.086** 0.047* -0.051 0.036 -0.093
(0.013) (0.030) (0.018) (0.039) (0.027) (0.099) (0.029) (0.103)
C. Contribution into the total ethnic gap (%)
Total 50.2 49.8 49.2 50.8 471 52.9 48.3 51.7
Observations 6,591 6,591 6,162 6,162 4,162 4,162 4,162 4,162

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1; Source: VHLSSs, Author's calculation
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4.2.1. Mean decomposition of the ethnic gap into six categories of factors

Statistically significant, as expected, household demographics, human capital,
and community characteristics are the three factors that have persistently made
the highest contributions to widening the ethnic gaps over the years (see Figure
1.12). On a contrary direction, at a small impact, land holdings contribute their
explained effects to narrowing down the ethnic gap, when the decomposition
informs its explained contribution of 6.6 percent of the gap negatively in 2004.
The explained effects of these factors were statistically significant most of the
years, but their unexplained effects were not in 2010 and 2016.

Figure 1.12. Mean decompostition of the ethnic gap into six categories of factors -
Share of expenditure gap (percent)
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Two of these factors, household demographics, and human capital, experience a
decrease in their explained contribution to the gap. The explained contribution
of household demographics decreased by about half, from 23 percent of the
ethnic gap in 2004 to 14 percent in 2016, without the social network inclusion in
the model. The social network inclusion in the model did not change much this
contribution in 2016. This decrease shifted household demographics from the
largest explained contribution in 2004 to the second largest one in 2016. The
explained contribution of human capital fell by a third, from 14 percent in 2004
to 8 percent of the gap in 2016. Differences in return are not statistically
significant except in relation to community characteristics, whose influence

45




decreases from 22.9 percent of the ethnic gap in 2004 to 6 percent in 2016,
regardless of the inclusion of the social network in the model.

Both the explained and unexplained effects of household demographics had a
shift from being the largest contribution in 2004 to the second largest one in
2016. In 2004, the returns to household demographics amounted to 49 percent
of the ethnic gap. This unexplained contribution fell to only 14 percent in 2010
and 12 percent of the gap in 2016, without the social network inclusion in the
model. In addition, another decrease was also observed in the largest
contribution of explained effects of land holdings to reducing the ethnic gap,
statistically significant in 2004. However, this contribution of land holdings to
the gap seemed to vanish later, statistically insignificantly in 2010 and 2016.

The decreases mentioned above went together with the increases in the
explained effects of community characteristics, and they were statistically
significant. After the importance of household demographics, community
characteristics play the second most important role in driving the gap. The
explained effects of community characteristics contributed 17 percent to the
ethnic gap in 2004, and increased to 22 percent in 2016 without the social
network inclusion in the model. Even with the social network inclusion in the
model, this increase did not happen in 2016, and the contribution seemed to stay
nearly the same at 17 percent. The unexplained effects of community
characteristics also experienced a small increase in their contribution, from 23
percent of the ethnic gap in 2004 to 27 percent in 2010. However, the
unexplained effects of community characteristics fell by a fourth to only about 6
percent in 2016, regardless of whether the social network is included or not. All
the effects of community characteristics were statistically significant in every
year, except for their unexplained ones in 2016. Increases in the unexplained
effects of commune characteristics confirm policy intervention in commune
characteristics in terms of their quantities seem not enough for the minority to
catch up with the majority. The ethnic minority is challenged by the lower
returns to the same commune characteristics than the majority. In other words,
the Kinh and Hoa benefited more than the ethnic minorities from quantity
improvements in community characteristics in 2010 and 2016.
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4.2.2. Mean decomposition of the ethnic gap into 11 categories of factors, a
closer look

Not taking the constant effects into account, a further look by each individual
factor's contribution reveals that (1) remoteness as a community characteristic,
(2) household size, household structure and age as household demographics, and
(3) education as a human capital factor are the most important drivers of the
widening of the ethnic gap (see Figure 1.13). As expected, remoteness is the
biggest barrier for the ethnic minorities' welfare improvement, in order to catch
up with the Kinh and Hoa. The quantity effects of remoteness increased from 3.2
percent in 2004 to 15 percent in 2016 (or 13 percent with the social network
inclusion in 2016). Statistically significant, different returns to the remoteness
factor comprised the largest share of the ethnic gap, i.e,, 22.5 percent in 2004.
That percentage was less in 2016, but still the largest contribution of 18 percent
of the ethnic gap (or 13 percent with the social network inclusion). Remoteness
was found to have statistically significant impacts on the ethnic gap in 2016, both
in terms of the explained and unexplained effects, with the social network
inclusion in the model.

Figure 1.13. Mean decompostition of the ethnic gap into 11 categories of factors -
Share of expenditure gap (percent)
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Being another community characteristics, infrastructure experiences some
decrease in its explained effects to widening the gap, statistically significant in all
years. The explained effects of infrastructure fell from 14 percent in 2004 to 6.4
percent in 2016 (or a bit less 5 percent with the social network inclusion in
2016). So, efforts to adjust the quantities of the community infrastructure are
helpful for the ethnic minorities to catch up with the Kinh and Hoa. In addition,
in 2016, returns to infrastructure helped to narrow the ethnic gap when it
contributed 13 percent of the gap negatively (or 7 percent with the social
network inclusion). The decreasing explained contribution of infrastructure
together with this increasing negative contribution of returns to this factor,
revealed good impacts of infrastructure enhancement on the ethnic gap.
However, the contribution of remoteness, much more than that of infrastructure,
still drove a big gap in the welfare difference between the majority and the
minority. In such a context, even if the minorities had similar infrastructure as
the majority, they would tend to be poorer than the majority. In other words, the
remoteness factor would result in more challenging barrier to narrowing down
the ethnic gap in the near future.

About the other two factors having the highest explained contribution to the
ethnic gap, household size and educational achievement amounted equally the
same share of 12 percent of the ethnic gap in 2004, statistically significant. Both
of these two factors experienced decreases in their explained effects over the
period. From 2004 to 2016, the explained effects of education on the gap went
down by half, and that of household size reduced about one-fourth, regardless of
the social network in the model. Surprisingly, different returns to educational
achievements were negligible and insignificant in all years, regardless of the
social network in the model. If controlling for the social network in the model,
different returns to education contributed only three percent of the ethnic gap in
2016. It reveals that these two factors, household size, and educational
achievement, have their explained roles decreasing persistently. The
household structure showed a similar decrease by half in its explained effects, from
10 percent in 2004 to about five percent in 2016, and another larger reduction in its
unexplained effect, from 14 percent in 2004 to about four percent in 2016.

In contrast, ignoring the social network, the contribution of returns to household
size increased from seven percent of the ethnic gap in 2004 to 12 percent in
2016. The returns to household size become the largest unexplained impacts on
the ethnic gap in 2010, statistically significant, and also the second one in other
years, statistically insignificant. However, the inclusion of social network in the
model made this role negligible in 2016.

The negligible contribution of education to the ethnic gap calls for interest on the
issue of the possibility of labour market discrimination, i.e., whether the human
factors all contribute low unexplained effects on the gap as well. The concern is
given to the factors of vocational training, and household head's age, presenting
the experience of the household head. The age factor had nearly no explained
effect, but its unexplained effects drove mostly the ethnic gap in 2004. This factor
provided the highest contribution of 28 percent of the gap in 2004. Interestingly,
results seemed to show no discrimination against factors of age, education,
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vocational training and land holdings in 2010 and 2016. First, returns to these
factors contribute to narrowing down the ethnic gap. The unexplained effects of
age closed down the gap by 17 percent in 2010 and six percent in 2016.
Vocational training also contributes to narrowing down the ethnic gap, even it
amounts only a small-unexplained impact of less than three percent to the gap.
Second, land holdings and education show their unexplained effects to widen the
ethnic gap, but all small contribution of less than three percent. It is hard to
provide any strong conclusion regarding discrimination when most of the
unexplained impacts do not come from these factors.

4.2.3. Effect of social networks on the ethnic gap in 2016

Last but not least, paying attention to the inclusion of social network in the
model, this network factor amounted to 3.8 percent of the ethnic gap, statistically
significantly in 2016. Adjusting the minority's social network to the level of the
majority would increase the minority's welfare by 2.8 percent. Returns to social
network contributed to narrowing down the ethnic gap, when the unexplained
effects of the social network had a negative contribution of 2.7 percent of the
gap, but statistically insignificantly. The social network brought both positive
and negative impacts on the ethnic gap, leading to a modest total effect,
amounting to the gap of 1.1 percent.

As mentioned above, the inclusion of the social network does not change the
contributions of many factors to the ethnic gap at much on the one hand. For
example, due to the social network inclusion, non-agricultural income
diversification had a slight increase in its explained effect by one percentage
point, and another increase in its unexplained one by almost three percentage
points, statistically significant, in 2016. These modest effects of income
diversification explain that the large gap in the growths of non-agricultural
wages and non-farm household business income among the ethnic groups, which
is shown in the descriptive analysis above, may occur mainly due to differences
in other factors as well. On the other hand, the social network inclusion seems to
make large changes in the unexplained effects of some factors. First, it induced a
large decrease in the unexplained effect of household size, which resulted in a
turn in the role of returns to household demographics, from being a positive
contribution of 12.2 percent of the gap to a negative contribution of 2.2 percent
in 2016. Second, it shows evidence of discrimination, which returns to education
contributed to widening the ethnic gap. Even the contribution of this
unexplained effect was very modest, i.e., only three percent of the gap in 2016. It
may suggest that lower returns to the same education are due to the lower
quality of educational achievement of ethnic minorities or discrimination against
ethnic minorities. This evidence was not seen in other model specifications in
any year. Third, it also reveals a stronger unexplained effect of remoteness and
infrastructure, which means a further challenge to narrow down the ethnic gap.
Besides, the social network inclusion makes it harder to explain the unexplained
effects when the constant term accounts for half of the gap, 53 percent
statistically significant in 2016.
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The robustness of the above results of the social network inclusion is tested by
repeating the exercise with the social network measured at the commune level,
which is the co-ethnic population in the commune. The results presented in
Appendix 1.5 were much similar whether the social network measured at the
district or commune levels.
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4.3. Quantile decomposition results

In order to test the possibility that the impact of various factors varies depending
on the welfare level, decomposition by quantile regressions at the 10th to 90th
percentile of the expenditure distribution uses the same set of explanatory
variables. The quantile regression can show the explained and unexplained
effects on the gap, only in the total effects of all factors (see Appendix 1.6). Figure
1.15 indicates different effects of factors on the ethnic gap across the distribution
in 2010 and 2016, but quite stable effects in 2004. Explained and unexplained
effects of factors almost did not vary at all across quantiles, and resulted in the
ethnic gaps similarly at about 51 percent of differences in log expenditure across
quantiles in 2004. With the data of 2010 and 2016, the impacts of endowments
are still very similar across quintiles. However, the unexplained effects on the
ethnic gaps for the better off were smaller than those for the poorer groups in
these two years. As a result, the ethnic gap was at the highest difference for the
poorest group of the distribution, i.e., at the 10th percentiles, (70 percent of
differences in log expenditure in 2010 and 84 percent in 2016). This ethnic gap
was diminishing down to 56 percent of differences in log expenditure among the
richest group of the distribution, i.e., the 90th percentiles, in both years of 2010
and 2016. This implies the richer minority groups do better in term of catching
up with the corresponding majority groups, in comparison to the poorer
minority groups.

Figure 1.14. Effects on the ethnic gap
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Figure 1.16 presents this message in terms of contributions as percentage shares
of the ethnic gap in years. It shows how the importance of endowments has been
diminishing in relation to the level of returns associated with them. Moving up in
the distribution, endowments contributed more and more to the ethnic gap
while returns to them amounted to the gap less and less in 2010 and 2016. The
poorer the group was, the higher share of the returns to endowments was on the
ethnic gap. For the poorest group, the unexplained effects accounted for 62
percent of the ethnic gap in both 2010 and 2016. In other words, adjusting the
minority's endowment level to the level of the majority, the effect on the
minority welfare would not play much in narrowing down the ethnic gap
because it accounts for less than a half of the gap. Meanwhile, that adjustment
would bring more effect on the minority welfare for the two richest groups,
which means the richest minority groups would benefit more from quantity
increases in endowments. The endowment adjustments from policy intervention
would benefit most the richest minority, but not the poor ones. In the previous
section, the three most important factors contributing to these explained effects
of increases in endowments were remoteness, education, and household size.
This finding implies that policy in addressing the remoteness problem,
improving the education coverage, and household planning would benefit most
the richest minority group and less for the poorer ones in the same area.

Figure 1.15. Decompostition of the ethnic gap at 10th to 90th quantiles - Share of
expenditure gap (percent)
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Again, the robustness of the above results is tested by repeating the exercise
with the social network measured at the commune level, i.e., the co-ethnic
population in the commune. The results in Appendix 1.6 were much similar
whether the social network measured at the district or commune levels. The
inclusion of social network in the model made almost no difference in the
quantile regressions.

5. Conclusion

Tackling the ethnic gap is a national challenge as Chapter 1 shows a greatly
widening gap in terms of expenditure, as well as other different welfare
indicators, based on the household surveys collected by GSO over two periods of
six years from 2004 to 2016 in Vietnam. Recent government’'s efforts in
developing infrastructure and increasing access to education have effectively
curbed the trend but could not stop it. The remaining large gap in welfare, as
measured by the differences in expenditure per capita, between the Kinh and
Hoa and other ethnic minorities doubled over the period. Regarding the increase
in the raw mean expenditure gap between the Kinh and Hoa and the ethnic
minorities from 2004 to 2016, two-thirds of this increase occurred in the first
period, from 2004 to 2010, and only a third during the second period, from 2010
to 2016. This showed a slowdown in the increase of the ethnic gap. Taking into
account the role of social networks on ethnic inequality, the decomposition of
the ethnic gap into the contribution of endowments and the returns on those
endowments informed essential drivers of the gap that have persisted for a long
time.

First, attention is given to the explained effects of factors that contribute to the
ethnic gap in order to see what quantities of which endowments mainly drive
inequality. Statistically significant, infrastructure, household size, educational
achievement, and household structure were the four factors that made the
largest explained effects to the widening of the ethnic gap in 2004. In addition,
remoteness produced the largest explained effects on widening the ethnic gap in
2016. The explained effects of infrastructure, education, household size and non-
agricultural income diversification were higher than their corresponding
unexplained ones, as shown in the decomposition in all years. This means that
not being well endowed with such human capital and having less access to
commune infrastructure results in a much lower welfare status of the ethnic
minorities than that of the Kinh and Hoa. Therefore, policy interventions in
infrastructure, education, household size, household structure and non-
agricultural income diversification for the ethnic minorities to achieve these
endowments at the same quantities as those of the Kinh and Hoa, would help to
narrow down the ethnic gap in these years.

However, those policy adjustments on such endowments' quantities of the ethnic
minorities to the levels of the Kinh and Hoa would effectively support only the
richest ethnic minorities, i.e., the 90th quantile in the sorted expenditure
distribution. Those policy adjustments are not sufficiently strong enough for the
richest ethnic minorities to catch up with the corresponding Kinh and Hoa, but to
have no further increase in the gap between them over the period. The quantile
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regression informed a reason for it, that over half of the ethnic gap in the richest
group was driven by the differences in endowments between the two groups,
and still above 40 percent of the gap was made up by the unexplained effects.
Quantity adjustments would be insufficient to prevent ethnic minorities from a
further increase in the ethnic gap over time, because their lower returns on
endowments still contributed to increasing the ethnic gap.

Secondly, that quantile regression also illustrated that the richer ethnic
minorities did relatively better than poor ethnic minorities did, regarding
catching up with the Kinh and Hoa. As mentioned above, moving down in the
expenditure distribution, the poorer a group was, the larger the total gap and the
unexplained effects were between ethnic groups. This means endowment
adjustments made as a result of policy intervention benefit the wealthier ethnic
minorities more than the poorer ethnic minorities. Currently, ethnic minority
policies target to both (1) the whole population in an ethnic minority area (e.g.,
the vocational training component of Program 13532 in extremely disadvantaged
areas), and (2) the poor ethnic minorities only (e.g., loans to the poor ethnic
minorities or support for some particular ethnic minority groups that have a
very low population and a very low living standard). The targeting of those
policies for ethnic minority development does not explicitly weight supports to
the poor versus non-poor beneficiaries. In a review of policies for the ethnic
minority development, Baulch and I (2007) show that policy supports seem to
favor the whole population in the difficult areas, i.e., the geographical targeting
approach. On this context, this finding implies that the targeting prioritization in
poverty reduction programs for the ethnic minority development should be
tailored toward the poor ethnic minorities in difficult areas, rather than the
whole population in the area itself. Otherwise, the rich ethnic minorities would
benefit more than the poor ethnic minorities, and only the richest ethnic
minorities would enjoy no further increase in the ethnic gap between them and
the richest Kinh and Hoa.

This conclusion would face a debate that most of the policy interventions
targeting the whole population in difficult ethnic areas have the right focus on
infrastructure investments. Infrastructure is believed as the primary factor
potentially leading to the ethnic gap in Vietnam because ethnic minority people
concentrate in upland and mountainous areas. The decomposition exercise also
revealed a good policy outcome of infrastructure intervention on the ethnic gap
when it turns from widening the increase in the ethnic gap in 2004 and 2010 to
narrowing it down partially in 2016. The returns to infrastructure helped to
narrow the ethnic gap but were insufficient to erase the larger role of
remoteness in widening the gap. Remoteness has the largest explained effects
not only on the welfare difference between the Kinh and Hoa and other ethnic
minorities, statistically significant in each year. In such a context, even if the
minorities had similar infrastructure as the majority, they would tend to be
poorer than the majority due to the ethnic minorities’ remoteness. In other
words, the remoteness factor would remain as a challenging barrier to narrowing

32 The Program for the Socio-economic Development of Extremely Disadvantaged Communes in
Ethnic, Mountainous, Boundary and Remote Areas was established by Decision 135/1998/QD-TTg in
1998.
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down the ethnic gap. That explains why investing in infrastructure was insufficient
for convergence toward the ethnic equality. The limit of geographically targeted
programs is further confirmed when the richer is in a better place to take
advantage and to capture the benefits on the private efficiency of public policies,
in comparison to the poor.

Thirdly, the analysis shows evidence of different returns to the same level of
endowments between the Kinh and Hoa and others, i.e., unexplained effects
driving the ethnic gap, which is a signal of the lower quality of the ethnic
minorities’ endowments or social discrimination towards them. The explained
and unexplained effects each comprise more or less half of the ethnic gap
persistently through the period. In 2016, the unexplained effects accounted for
53 percent of the ethnic gap. As mentioned, quantile regressions confirmed that
moving down in the expenditure distribution, the poorer the group was, the
higher share the unexplained effects accounted for, not only on the ethnic gap in
each year but also on the increase in the raw expenditure gap over the period.
The highest unequal treatment is found among the poorest group, i.e., the 10th
quantile in the sorted expenditure distribution.

Unexplained effects may reveal the low quality of these endowments of the
ethnic minorities driving the ethnic gap. In any year, the widening gap was
driven by much greater unexplained effects of household structure rather than
its explained effects. In 2004, the main driver of the ethnic gap is the greater
unexplained effects of the houshold head's age rather than its explained effects.
And, in 2010 and 2016, household size, household structrure, and remoteness
provided dominant unexplained effects over other explained ones on the
increase in the ethnic gap. Later, in 2016, unexplained effects of education was
also caught the attention. About the rise in the raw mean expenditure gap
between the Kinh and Hoa and other ethnic minorities from 2004 to 2016, two-
thirds of this increase occurs in the first period from 2004 to 2010. Then, it
shows the more policy attention should be given to the unexplained effects of
age, household size, household structure, and remoteness.

It suggests that the focus should be given not only on the quantity of the ethnic
minorities' resources, but much more on their quality, especially as for those
policies on family planning, infrastructure. One solution is suggested on their
participation in the policy intervention process. When the ethnic minorities
attend the family planning programs, their participation should not be limited
due to the language barrier, and social and cultural obstacles. Good participation
in family planning programs may bring the ethnic minorities good returns to age,
household size, and household structure. Specifically, propaganda activities
about family planning can help to prevent the ethnic minorities from early
marriage, which results in lower ages of household heads. Early marriage is often
observed in ethnic minority communities. This problem would lead to their
lower capacity for vocational training and income generation. Additionally, early
marriage would lead to more children in the household, right in the early time of
the household head's participation in the labour market, and then, more
pressure and constraint in his working duration as well. Those reasons explain
the lower returns to the age of ethnic minorities, which calls for more policy
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attention to address early marriage problem. Propaganda activities in ethnic
minority languages and more educational and vocational training supports are
recommended to encourage boys and girls continuing their schooling and
gaining experiences before marriage.

Similarly, the infrastructure intervention should not focus only on the quantities
of public facilities, but also the accessibility and affordability for the utilization of
these available facilities. Due to some disadvantages of the vehicle, the weather,
and the remoteness, the poor ethnic minorities may do not utilize the available
infrastructure built up by the policy intervention in their central areas.

Notably, it is hard to explain how the structural differences between the ethnic
groups widen the gap between them so persistently in these years. No firm
evidence illustrated that this ethnic discrimination came from the labour market,
when most of the unexplained effects on widening the ethnic gap, do not come
from the factors of education, vocational training, age or household size. First,
different returns to educational achievements and vocational training were
almost negligible. Education statistically significantly contributed to widening
the ethnic gap, but different returns to education amounted to only three percent
of the ethnic gap in 2016. Second, the unexplained effects of household head's
age, presenting the experience of the household head, and income diversification
did not drive to widening the gap, but they helped to close it down in 2010 and
2016. Overall, participation in the labour market of the ethnic minorities would
suffer from differences in their endowments in education, vocational training,
income diversification, and household size, rather than differences in their
returns to these endowments, in comparison to those of the Kinh and Hoa. When
most of the unexplained impacts on the same endowments came from the
constant term, it is hard to explain the source of this social discrimination.

Thus, the persistent gap that exists due to structural differences among the
ethnic groups raises questions on why the quality of policy interventions and
unobservable impacts would matter differently among them. It could be
explained by the lags between the interventions in improving access to social
services and their effective influences on different groups. Informal barriers
faced by lower welfare groups, e.g., expenditure pressure or procedure troubles,
might be the reasons that cause the lags not to be the same for the ethnic
minorities as for the Kinh and Hoa. Staffing issues and higher operating costs
related to remoteness could be an additional driver to differences in the quality
of social services. Le (my colleague) and I suggest in another qualitative research
that parental experience, the language barrier in a mixed-ethnicity community
and the centrality and structural holes in the personal networks may be reasons
for this social discrimination (Nguyen P. and Le, 2018). Additional explanations
for the larger benefit of the wealthier group compared to others relating to the
private efficiency of public policies could be connected with easier access to
capital, financial instruments or different resources from their social networks
which the Chapter could not capture enough by the current measurement of
social networks.

56



Therefore, last but not least, further research is required to fill this knowledge
gap on the role of social networks on private efficiency. Chapter 1 showed that
different quantities in network sizes of the Kinh and Hoa and those of ethnic
minorities contributed to widening the ethnic gap, statistically significant in
2016. However, its role was very modest and may be limited by the
measurement of a social network and dataset availability. Thus, the following
two chapters will be based on the individual social network approach.
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Appendix

Appendix 1.1. Factors of decomposition studies on the ethnic

gap in Vietnam

Factors Van de Walle Baulch et al,, Hoang et al,, Imai and Dang, 2010, | Tranetal, Pham,
and 2004, 2007, 2007 Gaiha, 2007 2014 Nguyen,
Gunewardena 2008, and 2012 and Bui,
(2001) 2015
Demographic | Household size | Household Size; Household size; | Age of Female; Household Age of
factors (log); Proportion of Proportion of household Married size; household
Proportion of young children, household that head; Share of Dependenc | head; Head
members 7-16, | older children, is Ages 0 to 6, female y ratio; Age is male;
male adults, male/female Ages 7 to 16, members; of Household
female adults; adults, elderly; Male over age Dependency household size;
Single-member | Parent(s) and 16, Female over | burden; head Proportion
household, one child, two age 16; Married; (years); Age | of children,
Couple and children, three Proportion of squared; of elderly,
child, two children; Three household Whether or | of female
children, three generation consisting of not the members
or more household; Other | One or two household
children; household type; adults, Parent(s) head is
Three- Female and one child, male;
generation household head; two children,
household, Age of head; Age three or more
Other; Age of of head squared; children; Three-
head; Age of generation
head squared; household,
Male household Other; Age of
head head of
household,
years
Education, The level of the | The highestlevel | Education of Maximum Years of Whether or | Schooling
Experience most educated of education in head of attainment of | schooling; not the years of
member the household; household (by members by Years of household household
The maximum level); education experience | head head
years of Proportion of levels; ; completed
education of members that Experience- | the primary
adults completed squared school, the
primary school lower
and above secondary
school, the
upper
secondary
school or
higher level
Employment Non-agricultural | Proportion of Working Whether or
wage; non-farm members hours; not the
household working for Non Work for household
business farm self households, | engaged in
employment private paid jobs;
sector; Whether or
State- not the
owned, household
collective took up
sector; nonfarm
Foreign- self-
invested employmen
sector t
Land The size of The size of Land area per Production The size of Per capita
annual, annual, perennial | household land by type; annual, living area
perennial crop crop land, water (square meters) perennial (m2),
land, water surface for by land type crop land, annual crop
surface for aquaculture, water land (ha),
aquaculture, other land surface for perennial
other land; The aquaculture | crop land
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Factors Van de Walle Baulch et al., Hoang et al,, Imai and Dang, 2010, | Tranetal, Pham,
and 2004, 2007, 2007 Gaiha, 2007 2014 Nguyen,
Gunewardena 2008, and 2012 and Bui,
(2001) 2015
size of annual, , resident (ha)
perennial crop land per
land, water capita (100
surface for m2 per
aquaculture, person)
other land,
squared;
Proportion of
good quality
irrigated, and
non-irrigated
land
Financial Income from Proportion of Total value Receiving
assets relatives households of all fixed remittances
abroad receiving per capita; , Receiving
(yes/no). remittances Total value | allowances,
of loans Borrowing
borrowed; from social
participatio | bank
n of
households
into
targeted
programs
Location Geographic Geographic Whether or | North,
regions: coastal, regions not the Central,
midland, low household South
mountai