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1. Introduction

Vietnam has experienced continuously high economic growth since the tran-
sition from a centrally planned economy to a market economy began in 1986. Over
the period, Vietnam has had one of the fastest improvements in living standards
and the greatest reduction in poverty in the world.1 However, this period of
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1The national poverty rate reduces from 75 percent in 1988 to 37 percent in 1998 and 14 percent
in 2008 (Pincus and Sender, 2008; Rama, 2010). From one of the poorest countries in 1985, Vietnam
becomes a middle income country in 2010.
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transition and opening up of the economy has seen a widening of the gap between
the rich and the poor, and between urban and rural areas (Mundle and Arkadie,
1997; Glewwe et al., 2002; Rama, 2008). Closing the urban–rural gap is now a top
priority in the Vietnamese Government’s development strategy. It is at the centre
of public debates and in the press, and a major concern of ordinary Vietnamese
people and international donors. Understanding the magnitude of the Vietnamese
urban–rural inequality and establishing the contributing factors to this urban–
rural gap is a primary goal of this paper.

Two earlier studies used data from the first two Vietnam Living Standard
Surveys (VLSSs), undertaken in 1992/1993 and 1997/1998, to examine this issue.
These papers, by Nguyen et al. (2007) and Fesselmeyer and Le (2010), found a
significant increase in urban–rural inequality between 1993 and 1998, and showed
that urban–rural inequality plays the most important role in explaining national
inequality.

Our paper contributes to the literature in three important ways. First, the
new method of unconditional quantile regression (Firpo et al., 2009) is applied to
examine the determinants of expenditure along the distribution. The advantage
of the unconditional quantile regression over the traditional conditional quantile
regression of Koenker and Bassett (1978) is that its estimated coefficients are
interpreted as the impact of changes in the distribution of explanatory variables on
the quantiles of the unconditional distribution of the dependent variable. There-
fore, we can isolate factors contributing to the urban–rural expenditure gap across
the whole distribution by applying the Oaxaca decomposition method directly to
the estimation results from the unconditional quantile regression, without having
to do the many simulations necessary in the alternative method of quantile
regression-based decomposition. This represents our second contribution to the
literature.

Third, our study covers a 13-year period between 1993 and 2006, which is
longer than previous studies on urban–rural living standard inequality in Vietnam
covering only five years between 1993 and 1998. As noted above, this period is
important for Vietnam not only because of its continuously high economic growth,
but also because of significant changes in the structure of the economy and its
accelerated integration into the world market. Vietnam resumed relations with the
International Monetary Fund and the World Bank in 1992; established political
normalization with the United States in 1995; became a member of the Association
of Southeast Asian Nations (ASEAN) in 1995, ASEAN Free Trade Area in 1996,
and Asia-Pacific Economic Cooperation in 1998; signed the Bilateral Trade Agree-
ment with the U.S. in 2000; and joined World Trade Organization in January 2007.
These have led to a marked change in distribution of outcome.

We find that, from 1993 to 2006, real per capita expenditure of the Vietnamese
doubles. There is also a huge gap in expenditure between the urban and rural
sectors. Mean per capita expenditure of urban households is consistently twice
as much as that of rural households, and the urban–rural gap monotonically
increases from the bottom to the top of the distribution. Our decomposition results
show a number of factors contributing significantly to the high urban–rural gap.
These include the inter-group differences in education, industrial structure, labor
market activity, household demographic structure, geographic location, and their
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related returns. Of these, education plays the most important role. In line with the
country’s recent massive rural–urban migration, we find that, in the latter years of
our observation period, the receipt of domestic remittances is associated with a
significant increase in rural households’ expenditure and a reduction in the urban–
rural expenditure gap. The impact is highest at the lower end. Adjusting the
average characteristics of rural households to those of urban households reduces
about 50 percent of the urban–rural expenditure gap.

The remainder of the paper is set out as follows. Section 2 summarizes
Vietnam’s transition and urban development. Section 3 describes the data. An
overall picture of urban–rural inequality from both descriptive statistics and
inequality indices analyses is provided in Section 4, followed in Section 5 by
exposition of the Firpo et al. (2009) method of unconditional quantile regression.
Our applications to it of the Oaxaca–Blinder decomposition are presented in
Section 6. The conclusions and policy implications are given in the final section.

2. Background of the Vietnamese Transition and Urban Development

Vietnam is an excellent country in which to base a study of the urban–rural
inequality. In 2008, Vietnam has 28 percent of the total population living in urban
areas (General Statistics Office of Vietnam, 2009). The low rate of urban popula-
tion in Vietnam reflects the lack of urban development in the country.2 As with
many countries in the region, Vietnam was an agricultural economy prior to 1945,
with over 90 percent of the population living in rural areas, where rice was the
major crop of cultivation. Vietnam experienced long lasting periods of the wars in
the twentieth century. After the war ended, Vietnam was a centrally command and
control economy. During this period, the urban population was kept stable at
around 19 percent. By the end of the centrally planned period, Vietnam was one of
the poorest countries in the world.

Since the transition away from the centrally planned toward a market-
oriented economy started in 1986, Vietnam has experienced continuously high
economic growth and a high rate of urbanization.3 However, there is unbalanced
growth between urban and rural areas. While the urban areas of Vietnam contain
only 25 percent of the population, they account for up to 70 percent of national
economic growth (World Bank, 2004). This unbalanced growth creates a marked
unevenness between urban and rural areas in terms of employment opportunities
and living standard improvements (Phan and Coxhead, 2010). Therefore, even
though the overall standard of living improved remarkably over the last two
decades, poverty remains widespread and is overwhelmingly found in rural areas.
For example, in 2004, 25 percent of rural people lived in poverty as compared with
an urban poverty rate of 3.6 percent (Vietnamese Academy of Social Science,
2007). Recent studies about overall inequality in Vietnam—by the Asian
Development Bank (2007) using per capita expenditure and McCaig et al. (2009)

2The percentage of East Asian population that is urban is 45 percent, as compared with 48 percent
for the entire world (United Nations, 2008a).

3The proportion of population living in urban areas in Vietnam increases from 19 percent in 1986
to 28 percent in 2008 (United Nations, 2008a).
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using per capita income—emphasize that this urban–rural inequality has been the
most important contributing factor to national inequality.

3. Data and Sample

We use data from five waves of the Vietnam Household Living Standard
Surveys. The first two waves are called the Vietnam Living Standard Surveys
(VLSSs) undertaken in 1992/1993 and 1997/1998, while the next three waves are
called the Vietnam Household Living Standard Surveys (VHLSSs) undertaken in
2002, 2004, and 2006. These are nationally representative surveys conducted by
Vietnam’s General Statistics Office with technical assistance from the World Bank.
In the VLSS 1992/1993, the overall sampling frame was first stratified into urban
and rural areas, with proportions of the sample in each based on the 1989 census
being 20 and 80 percent, respectively (World Bank, 2001). Then within the urban
and rural areas, a list of communes was selected to ensure that they are spread
evenly among all provinces of Vietnam. The sample of the first VLSS—VLSS
1992/1993—is self-weighted, which means each surveyed household has the same
probability of being selected. In subsequent waves, due to over sampling in certain
areas, a sample weight is attached to each surveyed household. Different from the
initial VLSS, the first sampling unit of VHLSSs is at the provincial level. Then
within each province, further stratification is done by urban and rural areas to
ensure a high level of precision for the urban and rural estimates.

Although the subsequent VHLSS questionnaires were simplified compared to
the first two waves of VLSS, the question design in both follows the standard set
for the Living Standard Measurement Surveys of the World Bank. As a result,
these surveys contain comprehensive and comparable information across years, in
terms of both household characteristics and household expenditure items, thus
facilitating welfare analysis at a household level.

There are 4000 households surveyed in VLSS 1993 who were re-interviewed
in 1998. There are also panel samples from the last three waves—VHLSS 2002,
2004, and 2006. However, there are no households re-interviewed between the
VLSS and the VHLSS. For our purpose of observing the whole period and making
our observed sample nationally representative, we analyze all five waves in sepa-
rate cross-sections. The last column of Table 1 indicates the sample size separately,
by urban and rural categories. Column 2 reports the percentage of urban house-
holds in the sample, adjusted by household weights. These numbers approximate
the actual percentage of registered urban population.4

To compare the difference between urban and rural living standards, we
use household real per capita yearly expenditure (RPCEXP). The calculation of
expenditure follows the scientific formula used in the Living Standard Measure-
ment Survey of the World Bank. Specifically, household total expenditure is
calculated as the sum of expenditure on food and non-food items. Food expendi-
ture includes expenditure on both purchased items and home-produced products.
The value of consumption from home-produced products is calculated by using

4The survey samples only cover the registered residence. Given that unregistered migrants account
for a significant part of the “floating” urban population, our results must be interpreted with caution.
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the total quantity consumed multiplied by the unit value of such consumption if it
was purchased in the market. Non-food expenditure includes expenditures on
daily items, utilities, transportation, entertainment, education, health, the imputed
values of household appliances or other consumer durables to be consumed in the
year, house rent or, for those who live in their own house, the imputed depreciation
value of the house in the year. Expenditures on consumer durables, house building,
social funds, and the purchase of gold, silver, precious gems, stocks, or bonds are
excluded (World Bank, 1998a, 1998b, 2001; General Statistics Office of Vietnam,
2006). Thus the expenditure calculated from the survey is relatively good for living
standard measurement. Current expenditure at the time of the survey is adjusted
for spatial and temporal price indexes and then converted to the values of January
2006. Per capita expenditure is calculated by dividing total household expenditure
by the household size.

4. Urban–Rural Inequality in Vietnam, 1993–2006

Urban–Rural Expenditure Gap: Magnitude and Trends

Table 1 presents per capita expenditure figures at the mean and at selected
percentiles by urban and rural households, and shows that expenditure is consis-
tently higher in urban than rural areas. The urban–rural expenditure ratio at the
mean increased from 1.91 in 1993 to 2.36 in 2002, before declining to 2.24 in 2004
and 2.01 in 2006.

Table 1 also shows that the expenditure of the top decile of urban households
is four to five times higher than the expenditure of the bottom decile. It is seven to
nine times higher than the expenditure of the bottom decile of rural households.
Moreover, the value of the top decile of rural expenditure is only about the median
urban expenditure. These figures confirm a long lasting Vietnamese saying, “Giau
nha que khong bang keo le thanh thi,” meaning that the rural rich are not as wealthy
as the urban poor who work in the city street.

Further illustration of the expenditure distribution of the urban and rural
sectors is presented in Appendix A. It can be seen that the urban distribution is
more dispersed while the rural distribution is more concentrated, confirming that
there is higher inequality within urban than rural sectors. In addition, the urban
density lies to the right of the rural one, showing that urban expenditure is
consistently higher than the rural counterpart.

Figure 1 illustrates the evolution of the urban–rural natural log RPCEXP gap
along the distribution. An important deduction from the figure is that the urban–
rural gap is monotonically increasing from the poorer to the richer groups of the
expenditure distribution. From 1993 to 1998, the gap increased at all points in the
distribution. From 1998 to 2002, the gap continued to increase in the middle of
the distribution but decreased slightly in the two tails. Over the whole period, the
urban–rural expenditure gap at the mean peaked in 2002, then decreased. While
the decrease in the urban–rural expenditure gap at the mean from 2002 to 2004
mostly came from the decrease of the gap in the upper half of the expenditure
distribution, the decrease in the urban–rural expenditure gap at the mean from
2004 to 2006 came from the decrease of the gap at all points in the distribution.
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Urban–Rural Inequality from Inequality Indices Analysis

We next use inequality indices to investigate inequality of the whole nation as
well as by urban–rural sectors. Specifically, we identify to what extent the between
group inequality by urban–rural contributes to the national inequality during the
1993 to 2006 period. We also briefly compare urban–rural inequality in Vietnam
with other countries at the same level of development and with those at a similar
stage of transition.

Table 2 reports inequality indices across years for the whole nation as
well as by urban–rural sectors. Using the Gini index, it can be seen that national
inequality increased in the initial period of reform (from 1993 to 2002), remained
unchanged (from 2002 to 2004), and then decreased.

How does this compare with other countries with a comparable level of GDP
per capita? Inequality in Vietnam in 2004 is 0.37, which is lower than that of
Cambodia (whose Gini was 0.42 in 2004), is equal to that of India, and is a little bit
higher than that of Indonesia (whose Gini was 0.34 in 2002). What about other
countries at a comparable transition pattern? While Vietnam has the same pattern
of economic transition as China, and is similar to some extent to Russia and
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Figure 1. Expenditure Gap between Urban and Rural Areas across Percentiles, 1993–2006

Notes: All values are adjusted by spatial and temporal price indexes, converted to January 2006
values. Samples are weighted.

Source: VLSS 1993, VLSS 1998, VHLSS 2002, VHLSS 2004, and VHLSS 2006, own
calculations.
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Poland, the Gini index of Vietnam in 2004 is lower (Appendix B).5 However, we
cannot draw any precise conclusions about the comparative inequality levels
between Vietnam and these last countries because each has different level of
development as measured by per capita GDP. Positively, the trend of overall
inequality in Vietnam in recent years has reduced despite the country’s continu-
ously high economic growth.

In all years, inequality is higher in the urban than the rural sector and
inequality of the whole nation is higher than inequality in urban or rural sectors
alone. We further carry out the Theil inequality index’s decomposition into the
contributions of between- and within-group inequality across different character-
istics of the household. The decomposition results are presented in Appendices C1,
C2, and C3, and show that the urban–rural between-group inequality makes the
largest contribution to the national inequality. Specifically, the between-group
urban–rural inequality accounted for 21 percent of the overall inequality in 1993;
this increased rapidly to 31 percent in 1998, 33 percent in 2002, and then fell
slightly to 31 percent in 2004 and decreased to 25 percent in 2006.

Compared with some other countries in the Asian region, such as India,
Indonesia, and the Philippines, Vietnam has higher urban–rural inequality. Com-
pared with China, Vietnam has lower urban–rural inequality and less increase in
urban–rural inequality during the economic transition process.6

There are several possible reasons for why the per capita expenditure of
households in the rural sector is lower than that of households in the urban sector.
Among them are inter-group differences in education, demographic structure,
labor market activity, geographic location, and the like. For example, people of
urban households have more years of schooling than those of rural households,
and living standards are positively associated with the years of schooling. Further-
more, urban households have more favorable demographic characteristics. These

5Grün and Klasen (2001) provide a comprehensive investigation of inequality in transition coun-
tries in Eastern Europe and the former Soviet Union during their transitional period.

6Urban–rural expenditure inequality in China contributed 27 percent to the national inequality in
1985, 40 percent in 1995, and 44 percent in 2004 (Asian Development Bank, 2007). See Sicular et al.
(2007) for an investigation of China’s urban–rural income inequality.

TABLE 2

Inequality Indexes in Urban–Rural Areas, 1993–2006

Gini Theil

All Urban Rural All Urban Rural

1993 0.33 0.34 0.28 0.20 0.19 0.14
1998 0.35 0.34 0.27 0.23 0.20 0.13
2002 0.37 0.35 0.28 0.25 0.21 0.14
2004 0.37 0.33 0.29 0.24 0.18 0.15
2006 0.36 0.33 0.30 0.23 0.19 0.16

Notes: Samples are weighted.
Inequality indexes are calculated with 500 bootstrap repli-

cations. All values are significant at 1% level.
Source: VLSS 1993, VLSS 1998, VHLSS 2002, VHLSS

2004, and VHLSS 2006, own calculation.
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include a smaller household size, a larger proportion of laborers, and a smaller
proportion of children. Urban households are more engaged in services and the
manufacturing sector where returns are higher, while rural households are more
engaged in the agricultural sector where returns are relatively low. Urban house-
holds receive more foreign remittances. Urban households are located in areas
with more favorable geographic and infrastructure conditions.

To what extent are expenditures determined by these observed productivity
related characteristics in urban and rural regions? How much of the urban–
rural expenditure differential is due to the differences in average characteristics?
How much of the expenditure differential is due to difference in returns and other
factors not captured in the model? The regressions and decompositions of the next
sections will answer these questions.

5. Determinants of Expenditure in Urban and Rural Sectors

Estimation Methods

Our particular interest here is to relate the household’s productivity-
determining characteristics to its level of per capita expenditure. Because in both
urban and rural sectors the mean expenditure is always higher than the median,
the expenditure distribution is right skewed, and it contains extreme values. This
characteristic suggests the need for investigating the determinants of expenditure
not only at the mean but along the entire distribution. The quantile regression
approach is particularly useful for our purpose.

While the (conditional) quantile regression method, as introduced by
Koenker and Bassett (1978), allows us to investigate the effect of an explanatory
variable on the entire distribution of the outcome, the method is restrictive in
that a change in the distribution of covariates may change the interpretation
of the estimated coefficients (Firpo et al., 2009; Powell, 2011). Therefore, in the
absence of the rank-preserving condition, the estimated coefficients from the
(conditional) quantile regression are not explained as the impacts of a change in
explanatory variables on the outcome of interest for those at a specific point of
the distribution.

The new unconditional quantile regression method developed by Firpo et al.
(2009) overcomes this restriction. The method estimates the impact of changes in
the distribution of explanatory variables on the unconditional marginal distribution
of the outcome variable. Technically, the unconditional quantile regression
method runs a regression of the estimated re-centered influence function (RIF) on
a set of explanatory variables.

The RIF, introduced by Firpo et al. (2009), is the sum of the value function
and the influence function. The influence function is the first derivative of an
estimator; it measures a magnitude of a change of the distribution if we add an
additional observation (Hampel, 1974). For example, let T be the value function
and F be the probability for which T is defined. Then a slight perturbation of
F by a point mass at y is the mixture model from which an observation has
probability (1 - e) of being generated by F and probability (e) of being an arbi-
trary value dy; it is written as:
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(1) F y F yε ε ε δ( ) = −( )⋅ + ⋅1 .

The influence function of an estimator T with probability distribution F at point
y is:

(2)

IF y T F lim
T F y T F y

lim
T F y, ( )( ) =

( )[ ]− ( )[ ]{ }
=

−( )⋅ + ⋅[ ]
→ →ε

ε
εε

ε ε δ
0 0

1 −− ( ){ }T F

ε
.

Given the influence function, the re-centered influence function of an estimator
T with probability distribution F at point y is:

(3) RIF y T F T F IF y T F, , .( )( ) = ( ) + ( )( )

Because the expected value of the influence functions equals zero:

(4) IF y T F dF y, ,( )( ) ( ) =
−∞

+∞

∫ 0

the expected value of the re-centered influence functions is the exactly the value
function:

(5) RIF y T F dF y T F IF y T F dF y T F, , .( )( ) ( ) = ( ) + ( )( )[ ] ( ) = ( )
−∞

+∞

−∞

+∞

∫ ∫
Therefore, the law of iterated expectations applied to the conditional mean:

(6) E f y x f y x f x dx f yx | |( )[ ] = ( ) ( ) = ( )
−∞

+∞

∫ ,

can also be applied to the RIF:

(7) E RIF y x T F yx |( )[ ] = ( )( ).

This important characteristic allows the estimated coefficient from the uncondi-
tional quantile regression using RIF to be explained similarly to the estimated
coefficient from the ordinary least squares regression (OLS) but applied to any
statistics of interest (Firpo et al., 2009).

If our statistics of interest is the t th quantile, the RIF at a given qt is:

(8) RIF Y q q IF Y q q
Y q

f qY

; ; ,τ τ τ τ
τ

τ

τ( ) = + ( ) = +
− ≤{ }

( )
1

where 1{Y � qt} indicates the dummy variable for whether the value of Y is below
qt; fY(qt) is the probability density of Y associated with the probability distribution
F evaluated at qt. An estimation of RIF at a given t th quantile involves two
components. The first component, q̂τ —the t th sample quantile—is estimated as in
Koenker and Bassett (1978):

(9) ˆ .q argmin Y q Y qq i i
i

N

τ τ= − −( ) ≤{ }⋅ −( )( )
=
∑ 1 0

1
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The second component, ˆ ˆf qY τ( )—the density estimator of Y at point q̂τ —is esti-

mated using the kernel density: f q
N b

K
Y q

bY Y
i

i

N
� ˆ

ˆ
τ

τ( ) =
⋅

⋅
−( )

=
∑1

1

, where KY (z) is the

Gaussian kernel and b is the bandwidth.7

The Firpo et al. (2009) new method of unconditional quantile regression can
be done through one of three estimation techniques: OLS (called RIF-OLS),
logistic (called RIF-logit), or non-parametric (called RIF-nonparametric).8 For
simplicity, in this application we use the RIF-OLS. Consistent estimates of this
method are obtained under the assumption that: Pr{Y > qt|X = x] is linear in x.
The estimation of RIF-OLS is similar to OLS:

(10) βτ τ
� �= ′( ) ′ ( )−X X X RIF Y q1 , .ˆ

The only difference is the replacement of the estimated values of RIF at a given
quantile as a new dependent variable. If our statistic of interest is the mean, then
the estimation of RIF-OLS for the mean becomes exactly OLS.

Model Specifications and Estimation Results

Using OLS and unconditional quantile regression, we investigate how the
relationship between the natural log of real per capita yearly expenditure
(RPCEXP) and a set of explanatory variables differs between urban and rural
sectors at the mean and at various quantiles of the expenditure distribution. We
estimate an expenditure equation of the form:

(11) Y X U U Xi i i i i i= + + + ⋅ +α β γ δ ε ,

where Yi is the natural log of RPCEXP of household i,Ui is the urban dummy, Xi

is the vector of explanatory variables for household i, and Ui · Xi is the interac-
tion between the urban dummy and the explanatory variables. The vector of
coefficients b is the returns to characteristics, and g and d give the intercept and
slope differential associated with urban location.

The set of explanatory variable Xi includes education, demographic, employ-
ment, and geographical characteristics of the household. In particular, we use
characteristics of the most educated working age person in the household, includ-
ing his or her years of schooling, gender, ethnicity, marital status, experience,
working status, industry of working, and sector of working as explanatory
variables.9 For households with no working age individual, we use the years of

7Other methods of density estimation can be applied.
8Firpo et al. (2009) show that three estimation techniques give similar estimation results. Some

other applications of the Firpo et al. (2009) unconditional quantile regression method are Chi and Li
(2008), Kassenböhmer and Sinning (2010), and Sakellariou (2011).

9We first carry out three different estimations using: characteristics of the household head, char-
acteristics of the most educated household head or spouse, and then characteristics of the most
educated working age person in the household. The estimation results suggest that the fit of the model
(R-square) is usually highest when using characteristics of the most educated working age person in the
household. We then use characteristics of the most educated working age person in the household as
explanatory variables in both regression and decompositions.
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schooling of the more educated household head or spouse and his or her attributes.
Household demographic variables include household size and the household pro-
portions of children, laborers, and the elderly.10 We evaluate the impact of remit-
tances from foreign and domestic sources on household expenditure separately.
Finally, we include six dummies to control for seven regional differences—this is
more detailed than the two regions (North–South) studied in Nguyen et al. (2007).
The reason for doing this comes from our results of the Theil decomposition by
North–South and by seven regions. The between North–South difference contrib-
utes a modest percentage to the overall inequality of around 3–8 percent across
the years 1993–2006, compared to the between seven regions difference, which is
around 12–18 percent across the years 1993–2006, as shown in Appendix C1. So
our results will be more accurate at regional levels. Moreover, the inclusion of the
six regional dummies allows us to capture part of the geographic differences in
price which, it is held, do not fully capture regional price differences in the VHLSSs
for 2002 and 2004 (McCaig et al., 2009).

To begin with, we estimate a restricted version of equation (11) that includes
only the intercept, the urban dummy, and a set of all explanatory variables at the
mean using OLS and at selected quantiles using the unconditional quantile regres-
sion. The estimation results suggest that all the urban dummies have positive
coefficients and are highly statistically significant implying that, other things equal,
an urban household has higher per capita expenditure than a comparable rural
household. Interestingly, the coefficients of the urban dummies increase mono-
tonically from the bottom to the top of the distribution, implying that controlling
for other characteristics the urban–rural gap is higher among those with higher
expenditures. This is true for all years.

Next, we estimate a full specification of equation (11)—including the inter-
cept, the urban dummy, and the set of explanatory variables, plus the interaction
terms of the urban dummy with the set of explanatory variables—at the mean
using OLS and at various quantiles using unconditional quantile regression. We
carry out an F test for the hypothesis that all the coefficients of urban interaction
terms are equal to zero. The test results reject the null hypothesis, suggesting that
there are indeed significant differences in the return to characteristics between the
urban and rural sectors.

We then use the OLS and the unconditional quantile regression to estimate
the determinants of expenditure at the mean and at selected quantiles for the urban
and rural sectors separately. For parsimony, only the estimation results for 1993,
2002, and 2006 are reported in Tables 3 and 4.

The values of R2 from the regression results imply that the fit of the model is
higher at the mean and at the middle of the distribution than at the two tails.

10In Vietnam, at the age of 15 children finish lower secondary school, and then many of them
work, especially in rural areas. Article 6 of the Vietnamese Labor Code (1994) regulates that employ-
ees are people at least 15 years old who are able to work and have entered into a labor contract
(The National Assembly, 1994). So we identify laborers as those who are over 15 to retirement age,
currently not at school, and working. Old people are those who are over the retirement age (currently
60 years for males and 55 years for females).
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We now turn to a discussion of the impact of the variables included in the
regression. First, education of the most educated working age person in the house-
hold is highly statistically significant and positively related to household per capita
expenditure in both urban and rural sectors, across all quantiles and in all years.
For example, in 1993, other things being equal, at the mean, one additional year of
education of the most educated working age person in the household increased
household per capita expenditure by 6 percent in the urban sector and 4 percent in
the rural sector. By 2006, at the mean and at all points along the expenditure
distribution, return to education of the urban sector is consistently about 3 percent
higher than that of the rural sector. The sizable urban–rural gap in return to
education observed in Vietnam is similar to the phenomenon observed in other
developing countries (Ravallion and Wodon, 1999). Notably, in the initial period
of reform, between 1993 and 2002, there was a large increase in return to education
for the middle and upper class in the urban sector. However, in the latter period,
in both urban and rural sectors, return to education is high for the poor, suggesting
that education is an effective channel for inequality reduction.

Second, consider ethnicity. In the rural sector, other things being equal, ethnic
households have significantly lower expenditure than the majority. The expendi-
ture differential by ethnicity is highest at the lower end. In the urban sector, there
is no expenditure differential by ethnicity in 1993; however, by 2006 these ethnic
households have lower expenditure than the majority. This is true at almost all
points along the urban expenditure distribution.

Third, consider the effect of household demographics. Household size and
the age structure of household members are both highly statistically significant
in determining household expenditure. The negative coefficients imply that larger
households, or those with more children, have lower per capita expenditure.
Households with more elderly also have lower expenditure and the negative rela-
tionship is particularly significant for the rural sector.

Fourth, consider industries. In all years, households with the most educated
people working in the agricultural industry are those with the lowest expenditure.
Over the studied period, although in the upper part of the rural expenditure
distribution the return to working in agriculture improves significantly, in the
lower part, the return to working in agriculture remains stable.

Fifth, consider sectors. Households with the most educated person working
in the private sector consistently have lower expenditure than comparable house-
holds with the most educated person working in the state-owned enterprises
(SOE) or as a public servant. In 1993, the initial stage of our observed period,
ceteris paribus, households with a self-employed head working in the informal
sector in urban areas had higher expenditure than did households where the
head worked in the formal private sector. However, by 2006, households with a
self-employed head now have lower expenditure compared to households with
the head working in the private sector. This is consistent with the fact that,
during the initial period of economic transition with the contraction of the state
sector, the informal sector developed quickly to take the advantage of new
market opportunities which previously had been restrained during the long
period of centrally planned. However, as the country continued its transition, the
labor market became increasingly formalized. There is not only a decline in
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return of the informal sector, but also a contraction in the share of the informal
sector in the economy.11

Sixth, consider remittances. The receipt of foreign remittances significantly
improves household expenditure in both urban and rural areas and in all years. A
household with foreign remittance on average has 24 percent higher per capita
expenditure than their counterparts and the positive impact of foreign remittance
on improving rural household’s expenditure increases from the lower to the upper
end. An explanation for the phenomenon may come from the fact that, in order for
a person in the family to migrate—to work in a foreign country in the kind of labor
exportation—the family has to pay an initial cost. The cost is for language and skill
acquisition, travelling, and setting up. For poor families, this initial cost is often
covered by borrowing. When receiving foreign remittances, the poor families have
to pay the borrowed money back first before they can use remittance to increase
their expenditure. As a result, a rich household is likely to have a larger increase in
their expenditure when receiving foreign remittances than poor households.

The impact is different for the receipt of a domestic remittance. In 1993, only
17 percent of rural households received domestic remittance and domestic remit-
tance was not significant in improving rural household’s expenditure. However,
the country’s recent massive rural–urban migration results in a large increase in
proportion of rural households receiving domestic remittance. The rate is 76
percent in 2002 and up to 87 percent in 2006. By 2006, on average, rural house-
holds with domestic remittance have 6 percent higher per capita expenditure than
their counterparts. The positive impact of domestic remittance on improving rural
household’s expenditure is highly significant at all points along the distribution
and highest for poor households at the lower end. For example, at the 10th
quantile, rural households with domestic remittance have up to 11 percent higher
per capita expenditure than their counterparts.

Finally, consider regions. Other things equal, the urban living standard is
highest in the Southeast, followed by the Red River Delta. This is consistent with
the fact that the urban Southeast is the largest urban economic center of Vietnam,
containing the biggest city—Ho Chi Minh City. The urban Red River Delta is the
political center and the second biggest economic center of Vietnam, where the
capital Hanoi is located. While living standards in urban areas are closely related
to the concentration of economic and political activities, living standards in rural
areas are closely related to agricultural productivity. Rural households in the
South have remarkably higher living standards than rural households in the
North. This is consistent with the fact that agricultural production in the South is
easier, with more fertile land, more favorable weather conditions, and a larger
scale of production. Among rural areas, the rural North Central Coast has the
lowest living standard. In addition, the gap in rural living standards of the two
poorest regions, the North Central Coast and the Northern Uplands, is highest
at the lower end. This suggests that poor rural households living in the North
Central Coast should be of special attention in the governmental poverty reduc-
tion programs.

11The proportion of laborers receiving wages increased from 16 percent in 1993 to 30 percent in
2002, and 33 percent in 2006.
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6. Factors Contributing to the Urban–Rural Expenditure Gap

Decomposition Method

In this section, we examine the factors contributing to the urban–rural expen-
diture gap at the mean and at selected quantiles. We do so by using a variation of
the Oaxaca–Blinder decomposition (Blinder, 1973; Oaxaca 1973) of the form:

(12) ˆ ˆ ˆ ˆ ˆ ˆ ˆ ˆ ˆ ˆY Y X X X Xu r u r

Explained

u u r− = −( ) + −( ) +β β β β* *
“ ”

� ��� ���
** −( )

⎧
⎨
⎪

⎩⎪

⎫
⎬
⎪

⎭⎪
ˆ ,βr

Unexplained“ ”
� ����� �����

where Y is the natural log of real per capita household expenditure; X is a vector
of the mean observed characteristics; β̂ is a vector of the estimated coefficient in
the regression model of log RPCEXP on a set of explanatory variables, including
the constant; and β̂* is a vector of the estimated coefficients from the pooled urban
and rural sample with other explanatory variables and the urban dummy.12

The first term on the right-hand side is the part of the inter-group difference
due to different observed productivity-related characteristics—the “explained
part.” The second term on the right-hand side is the difference in factors other than
the observed characteristics—the “unexplained part,” sometimes interpreted as
discrimination.

In the presence of categorical variables, the results of a detailed decompo-
sition will be sensitive to the choice of the reference group. Some solutions are
proposed to solve the problem by imposing additional restrictions to transform the
estimated coefficients. However, doing so will lose the simple meaningful interpre-
tations and preclude comparisons across years (Fortin et al., 2011). To facilitate
the interpretation and ensure compatibility, we perform all decompositions with
the same reference groups.

Decomposition Results of Factors Contributing to the Urban–Rural
Expenditure Gap

Table 5 reports the urban–rural per capita expenditure gap, together with its
contributing factors at the mean and selected quantiles in 1993, 2002, and 2006.

In all years, the urban–rural expenditure gap comes from both the inter-group
difference in average characteristics and their related returns. The inter-group
differences in characteristics explain about a half of the overall urban–rural expen-
diture gap.

Regarding the contributions of explanatory variables, education plays the
most important role. The higher education of urban households and the higher

12The reason for including the urban dummy as a group indicator in estimating the reference
structure is discussed in Fortin (2008) and Jann (2008). An example is that, if the average education of
urban households is higher than that of rural ones, then the estimated coefficient of return to education
of the pooled sample without urban dummy will capture a part of the mean difference in education
between the two groups, resulting in the estimated return to education of the pooled sample being
higher than the estimated return to education of urban or rural households alone. This phenomenon
will understate the unexplained part and overstate the explained part.
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return to education in the urban sector compared to the rural ones together
explain 48 percent (0.29 log points) of the overall urban–rural expenditure gap in
1993, 63 percent (0.45 log points) of the overall urban–rural expenditure gap in
2002, and up to 69 percent (0.44 log points) of the overall urban–rural expen-
diture gap in 2006. The average urban–rural gap in return to education at the
mean increases remarkably in the initial period of reform, 1993 to 2002. Along
the distribution, while the gap is stable in the lower part of the distribution, it
increases substantially in the middle and the upper parts of the distribution. The
evolution of the urban–rural gap in return to education in the middle and the
upper parts of the distribution explains considerably the widening the overall
urban–rural expenditure gap between 1993 and 2002. In the latter observed tran-
sition period, 2002 to 2006, return to education for the poor increases remark-
ably nationwide but the rate of increase is higher in the urban sector. As a result,
in this latter period, the urban–rural gap in return to education in the lower
parts of the expenditure distribution increases. However, in the middle and
upper parts of the expenditure distribution, the urban–rural gap in return to
education declines.

The second important contributing factor is the urban–rural difference in
industrial structure. Over time, as Vietnam became more developed and the rural
areas became more industrialized, the contribution of the urban–rural industrial
structure differences to the overall urban–rural expenditure gap declines. The
contribution reduces from 10 percent (0.06 log points) in 1993 to 2 percent (0.01
log points) in 2006. The urban–rural differences in return by industries also decline
significantly over the period and its contribution to the overall urban–rural expen-
diture gap is no longer significant in 2006.

We evaluate separately the role of foreign and domestic remittance receipt
in contributing to the overall urban–rural expenditure gap. Together with the
country’s massive rural–urban migration, receipt of domestic remittances plays an
increasingly important role in reducing the urban–rural expenditure gap. By 2006,
domestic remittance receipt is associated with a significant reduction in the average
urban–rural expenditure gap of 10 percent (0.06 log points). Along the expenditure
distribution, the role of domestic remittance receipt in narrowing the urban–rural
gap is highest at the lower end. While domestic remittance significantly narrows
the urban–rural expenditure gap, foreign remittance slightly widens the gap. Spe-
cifically, foreign remittance increases the average urban–rural gap by 5 percent in
1993, 4 percent in 2002, and 2 percent in 2006.

Other factors contributing positively to the overall urban–rural gap include
the inter-group differences by ethnicity, household age structure, and region. A
significant part of the unexplained component lies in the intercept, which is the
urban–rural difference in other factors not captured in the model.13 These are likely
to include infrastructure, geographic conditions and the like, and to favor the
urban sector in the latter year of the observed period.

13The sample stratifications for 2002 and 2006 allow us to use regional dummies at the provincial
level, which was not possible for the first two VLSSs. Our estimates using these regional dummies at the
provincial level show that urban–rural differences in the constants still account for a significant part of
the unexplained component. These estimates are available from the authors on request.
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7. Conclusions and Discussions

In this paper, we investigate urban–rural living standard inequality in
Vietnam during the 1993 to 2006 period. Our study contributes to the economic
literature in three important ways. First, the new method of unconditional quantile
regression (Firpo et al., 2009) is applied to examine the determinants of expendi-
ture along the distribution. Second, the Oaxaca–Blinder type decomposition for
the unconditional quantile regression method is employed to isolate the factors
that contribute to the urban–rural expenditure gap. Third, our study covers a
13-year period of the country’s accelerated transition with restructuring, marketi-
zation, and opening up the economy, which is longer than previous studies on
urban–rural living standard inequality in Vietnam covering only five years between
1993 and 1998.

We find that, while the living standard of Vietnamese people improves,
there is substantial urban–rural inequality. Urban–rural inequality increased
significantly in the initial period of reform, peaked in 2002, and then declined.
This is different to China, a comparable country in many aspects. China has
experienced continuously increasing urban–rural inequality since its reform in
1978 (Asian Development Bank, 2007). Recent trends in Vietnam from 2002
to 2006 show signs of reducing overall inequality as well as urban–rural inequal-
ity. The results confirm assessments of the World Bank (2008), Glewwe and
Dang (2011), and Arndt et al. (2012), as well as many other international obser-
vers and researchers, that the Vietnam’s economic growth in recent years is
broad-based.

An important explanation for the recent evolution of Vietnamese urban–rural
inequality relates to migration.14 In the centrally planned period until the early
1990s (when our analysis began), the Vietnamese government tightly controlled
migration flows (Van de Walle and Gunewardena, 2001). Local government in the
large urban centers set tough barriers for rural people to migrate to cities; for
example, in order to migrate, a migrant must have a house as well as a permanent
job in an urban area. However, in the late 1990s, regulations governing geographic
movement became less rigorous, and the registration procedure for people relo-
cating was progressively relaxed. During the period of our study, Vietnam’s law on
residence was amended twice, first in 2001 and then in 2006.15 Nowadays, rural
migrants can access urban education and urban health insurance, and purchase an
urban house if they can afford it. Consistent with the massive rural–urban migra-
tion, we observe a large increase in the proportion of rural households receiving
domestic remittance. In the latter years of our observation period, receipt of
domestic remittances plays a significant role in improving rural households’ expen-
diture, and the impact is biggest for the rural poor. By improving rural households’

14In our observed sample, there are 151 households who were registered in a rural area in 2002 and
moved to an urban area by 2004, and in 2004 there are 147 households registered in rural areas who
moved to an urban area by 2006. Our estimation and decomposition results remain almost the same
when we exclude these households from our observed sample. So the expansion of urban areas is not
an important explanation for the reduction of the urban–rural gap.

15According to Vietnam’s Law on Residence issued in the Constitution in 1992 and amended two
times in 2001 and 2006, Vietnamese people have the right to freedom of residence in the territory of
Vietnam (The National Assembly, 1992, 2001, 2006).
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expenditure, domestic remittance significantly shortens the urban–rural expendi-
ture gap.

Our decomposition results suggest a number of factors contributing positively
to the high urban–rural expenditure gap. These include the inter-group differences
in education, labor market activity, ethnicity, household age structure, geographic
location, and their related returns. Adjusting the average characteristics of rural
households to those of urban households will shorten about 50 percent of the
urban–rural expenditure gap.

Among the contributing factors, education plays the most important role.
The evolution of the urban–rural differentials in return to education also plays an
important role in explaining the changes in the urban–rural inequality. That is, in
the initial period of reform, 1993 to 2002, the urban–rural differentials in return
to education increase significantly. The urban middle and upper class benefited
greatly from a large increase in return to their education. However, in the latter
time of our observed period, in both urban and rural sectors, return to education
is highest for the poor, suggesting that policies helping the rural poor improve their
education will significantly reduce inequality.

During the studied period, as the country becomes more developed and
industrialized, the urban–rural differential in industrial structure declines and this
reduction shortens the urban–rural expenditure gap. However, despite the fact
that there has been a significant labor transformation from the rural traditional
agricultural sector to the newly developed urban industrial sector over the coun-
try’s development process, agriculture is still the industry with the lowest return in
comparison with the service and manufacturing industry. In particular, we have
seen little improvement in return for poor households working in agriculture.
Therefore, we would argue that support given to poor rural households to increase
their agricultural productivity is needed to reduce poverty as well as urban–rural
inequality.
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