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<Abstract>
Vietnam is one of the few PRSP countries in Southeast Asia, and its poverty reduction after Doi Moi
has been remarkable. Many, including IMF and the World Bank, praise the success of the PRSP for
Vietnam. However, the question whether the success could mostly be attributed to the PRSP or not
requires careful examination since the full-PRSP was approved only in 2002 as an action plan of
already enacted Ten Year Socio-Economic Development Strategy for 2001-2010 and Five Year
Socio-Economic Development Plan for 2001-2005. Moreover, the PRSP for Vietnam was given the
title, Comprehensive Poverty Reduction and Growth Strategy (CPRGS), and the government made
clear its belief that poverty reduction requires economic growth. Avoiding the tremendous work to
process household survey data, the present paper focuses on the regional differences of poverty
reduction for the period of 2001-2005 and tries to answer the question. It examines the causal
relations of poverty reduction with industrialization, state budget expenditure, and poverty focused
policies by the method of simple quantitative comparison. The paper concludes that the poverty
reduction in Vietnam in the period of CPRGS was caused mainly by a trickle down effect. The role

of PRSP was supplementary.
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1. Introduction

After the installation of Doi Moi policy in 1986, Vietnam has accomplished remarkable
economic growth with some ups and downs mainly influenced by the fluctuations of FDI inflow. The
average annual GDP growth rate for the period of 1990-2005 was 7.5%. Such good macroeconomic
performance gave favorable influences to per capita income and poverty situation. Table 1 shows
the clear trend of increase in per capita income and the associated reduction of poverty incidents
measured by the head count ratio. At the same time, like other rapidly growing economies, it shows
the existence of higher poverty incidents in rural area and worsening income equality in the
country. All in all, there seems to be a consensus among literatures that overall performance of
poverty reduction in Vietnam after the introduction of Doi Moi has been successful. In this context,
Vietnam is often cited as a successful case of poverty reduction among the countries under PRSP
(Poverty Reduction Strategy Paper) scheme. Vietnam began to prepare for the PRSP in 2000, and
the Interim-PRSP was completed and approved by IMF and the World Bank in March 2001. The
full-PRSP, titled “The Comprehensive Poverty Reduction and Growth Strategy (CPRGS)” (.The
Socialist Republic of Vietnam; 2003) and covering the period of 2001-2005, was approved by the
Prime Minister in May 2002 and was put into implementation after the approval of IMF and the
World Bank. In 2006, The IMF and the World Bank evaluated the performance in their Joint Staff
Advisory Note, and wrote “Overall progress over the period of the CPRGS has been impressive”

(IMF and IDA, Vietnam; 2006, p.2).

Table.1 Long—run Growth, Poverty Reduction and Inequality in Vietnam

1993 1998 2002 2004

GDP per capita (current prices, US$) 189 360 439 548
GDP per capita index at 1994 prices (1993=100) 100 138 167 186
Average annal growth rate of GDP per capita(%) - 6.6 49 5.4
Poverty rates (head count index, %): National 58.1 37.4 289 19.5
Urban 25.1 9.2 6.6 -

Rural 66.4 455 35.6 -

Inequality (Gini coefficients, %): National 0.34 0.35 0.42 -
Urban 0.35 0.34 0.41 -

Rural 0.28 0.27 0.36 -

Notes: * Average growth rates are the average from the previous year shown above.
Data source:
1.GDP per capita in US$, GDP per capiata index and growth are author’s calculation
2. Poverty rates and Inequality indices are from Klump and Bonschab (2004) p.14.

However, we can not naively attribute the Vietnam’s success in poverty reduction to the
installation of PRSP scheme. The environment surrounding the CPRGS had been different mainly

in three points from other PRSP eligible countries such as those in Sub-Saharan Africa.



First of all, the poverty had been reduced continuously after Doi Moi, not suddenly after
the installation of PRSP in 2001. Klump and Bonschab (2004), the most comprehensive and
analytical study on the poverty reduction in Vietnam, has compared the poverty situations in 1993,
1998, and 2002! and analyzed the impacts of macro policies, institutional changes, and pro-poor
spending under the conceptual framework of “pro-poor growth.” They have shown that the
poverty incidents were reduced continuously after 1993 and indicated that the impacts of the
pro-poor spending on poverty reduction were limited. On the policy side, the Vietnamese
government had already set up their poverty reduction policies in 1988 by its own initiative2. They
are National Target Program on Hunger Eradication and Poverty Reduction for the 1998-2000
period (Decision No.133/1998/QD-TTg) and the Program on Socio-economic Development in
Especially Disadvantaged Communes in Mountains, Isolated and Remote Areas for the period of
1998-2005 (Decision No.135/1998/QD-TTg; hereafter Program 135).

Secondly, the influence of the opinions of the World Bank and IMF in the drafting process
of CPGRS was relatively weak in case of Vietnam. In other words, it was drafted under the strong
ownership of the Vietnamese government, and the words "Comprehensive” and “Growth Strategy”
were added to the title of the PRSP. Moreover, Japanese government stressed the importance of
infrastructure3 as a key vehicle of growth and poverty reduction, and finally a chapter on
infrastructure was added. Therefore, in CPRGS, there is less policy bias to direct poverty reduction.
For example, the annual progress report of CPRGS for 2004-20054 spends only one section for
direct poverty reduction policies among the 5 sections on incentive policies to promote growth and
poverty reduction.

Thirdly, the government of Vietnam did not characterize the CPRGS as a document of top
priority in the development framework of Vietnam5. The most basic plan is the Ten Year
Socio-Economic Development Strategy for the 2001-2010 Period. It needed to be approved by the
parliament because of its importance, whereas the CPRGS required only the approval by the prime
minister. The government perception on the role of CPRGS is obvious in the statement that
“CPRGS is an action program that translates the Government’s Ten-Year Socio-economic
Development Strategy, Five-Year Socio-economic Plan as well as other sectoral development plans
into concrete measures...”6

With such background, this paper tries to access particularly the impact of poverty-focused

policies in CPRGS in order to give an answer to the question whether the poverty reduction during

1 Household survey is available for the three years.
2 See Sakata (2003).
3 See JICA Institute for International Cooperation (2004), pp 64-72.
4 See the Steering Committee of CPRGS (2005), Part II.
5 See The Socialist Republic of Vietnam (2003), pp.2-3.
6 See The Socialist Republic of Vietnam (2003), p 2.
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the CPRGS period was mainly a trickle down effect of the open-door development strategy with its
focus on industrialization or mainly the PRSP effect with more direct focus on poverty reduction..
The core problem of the analysis is how to distinguish there two effects. Since it is not an easy task
to distinguish the impacts of simultaneously implemented policies without building a
comprehensive simulation model, this study applies an indirect and simple method under a
reasonable assumption. It pays attention to the regional difference of poverty incidents instead of
income difference among household groups. It assumes that if regional performance of poverty
reduction is closely related with the degree of regional industrial development, it is a trickle down
effect. If there is more poverty reduction than expected by regional industrial development, it is a
PRSP effects. The paper also examines the pattern of the government spending for the poverty
reduction to find out whether it was really designed to reduce poverty. The analysis basically covers
the period of CPRGS (2001-2005), and compares the figures before the implementation of CPRGS
and the figures at the completion of CPRGS. The years for comparison slightly vary depending on
the availability of data.

The composition of this paper is as follows. Section 2 examines the regional poverty trend.
Section 3 summarizes the resource mobilization for poverty reduction. The trend of regional
industrial development will be given in Section 4. Section 5 tries to examine the contribution of the

PRSP process to the poverty reduction in Vietnam.

2. Regional Poverty and Inequality Trend

It is a well known fact that the poverty ratio measured by head count index does not
represent the whole picture of poverty incidents. Therefore, most of the literature which addresses
the relation between poverty and economic growth pays attention also to the income inequality?.
One of the sophisticated methods to look at the income (expenditure) growth of various income
(expenditure) cohorts is to draw “Growth Incidence Curve (GIC)”. According to the estimation of
GIC for the period of 1998-2002 by Klump and Bonschab (2004, p.19), the per capita expenditure
growth of the population below the national poverty line was lower than the one of the population
above the poverty line. Moreover, higher the per capita expenditure, higher the growth rate of per
capita expenditure. Here, instead of measuring the GIC for 1998-2004 which requires a lot of work,
we will look at both the change of regional poverty ratio (Table 2) and the change of regional income
inequality (Table 3).

The national poverty rate measured by the head count index almost halved during
1998-2004. Among the regions, the sizable decrease of the poverty rate to lower level was observed

mainly in lowland and urban areas. In particular, it is remarkable in Red River Delta which

7 See Osada (2007) pp.30-32 for a brief review of such literature.
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includes Hanoi. Within the rural regions, the decrease is more prominent in lowland regions such
as North East, South Central Coast and Mekong Delta than the highland regions such as North
West8 and Central Highlands. The poverty ratio in South East which includes Ho Chi Min (HCM)
has been low from the beginning.

One of the short comings of using the poverty rate is that it can not show the degree of
burden to a country for poverty reduction. To cope with this problem, absolute number of people
below the poverty line is estimated and given in Table 2. Large number of poor people lives in Red
River Delta, North East, North Central Coast, and Mekong Delta. The number of poor in the
poorest North West is relatively small.

Table 2 also gives the percentage decrease of the population blow poverty line from 2002 to
2004. National average is 20%, and remarkable poverty reduction was observed in North East
(37%) and Mekong Delta (35%), to where the industrialization wave had spread from Hanoi and
HCM areas. There were not much improvement in North West, North Central Coast, and South

East. In Central Highlands, the poor population even increased.

Table 2. Regional Poverty Trend

. Decrease of
Head count index (%) tF)’opuItlon(1000). population below
elow poverty line .

poverty line (%)

1998 2002 2004 2002 2004| 2002—2004
National 37.4 28.9 19.5 29818 23707 -20.5
Urban 9.2 6.6 - - - -
Rural 455 35.6 - - - -
Red River Delta 29.3 22.4 12.1 5115 3995 -21.9
North East + North West 64.2 43.9 - - - -
North East 62.0 38.4 29.4 5665 3550 -37.3
North West 734 68.0 58.6 1725 1716 -0.5
North Gentral Coast 48.1 43.9 31.9 4954 4611 -6.9
South Central Coast 34.5 25.2 19.0 2341 1759 -24.9
Central Highlands 52.4 51.8 33.1 2309 2421 4.8
South East 12.2 10.6 5.4 1535 1398 -8.9
Mekong Delta 36.9 23.4 19.5 6167 3996 -35.2

Notes: 1.The head count index is the “general poverty index” defined by General Statistics Office(GSO).
2. Population below poverty was calculated by multiplying head count index by population.
Source: 1.Head count indices for 1998 and 2002 are from Klump and Bonschab (2004) p.14.
2.Head count indices for 2004 and population are from GSO, Statistical Yearbook of Vienam,
2002 and 2006.

Table 3 shows the change of regional income inequality. According to the estimation of

Klump and Bonshab (2004), the Gini coefficient at national level had increased from 0.35 in 1998 to

8 This is the area where the ethnic minorities resides.
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0.42 in 2002, and the trend is similar in each regions. This means that, as a result of economic
growth, the people below poverty line had decreased, but that inequality in income had aggravated.
In other words, there was a trickle down of the economic growth to all, but in the higher degree to
higher income cohort. As for the change between 2002 and 2004 during CPRGS implementation,
the ratio of the income of the highest income quantile to the income of the lowest income quantile is
given since Gini is not available. The figures show a slight increase of the inequality in all the
regions with the ratios at national level changing from 8.1 in 2002 to 8.3 in 2004. One of the
important observation is that inequality has increased in rural area from 6.0 to 6.4 whereas it
remained unchanged in urban area at 8.1. This might indicate that the middle class are being
generated in urban area and that the economic growth is giving uneven opportunities among

people in rural area.

Table 3. Regional Inequality Trend

Gini coefficient (%) |Highest income qugntile / Lowest
income quantile*
1998 2002 1999 2002 2004

National 0.35 0.42 7.6 8.1 8.3
Urban 0.34 0.41 7.4 8.1 8.1
Rural 0.27 0.36 6.3 6.0 6.4
Red River Delta 0.32 0.39 7.0 6.7 7.0
North East + North West 0.26 - 6.8 — -
North East - 0.36 - 6.0 7.0
North West - 0.37 - 6.0 6.4
North Central Coast 0.29 0.36 6.9 5.8 6.0
South Central Coast 0.33 0.35 6.3 5.8 6.5
Central Highlands 0.31 0.37 12.9 6.8 7.6
South East 0.36 0.42 10.3 8.7 8.7
Mekong Delta 0.30 0.39 7.9 7.1 6.7

Note: * The income is measured by monthly income per capita.
Source: 1.Gini coefficients are from Klump and Bonschab (2004) p.14.
2.0thers are from GSO, Statistical Yearbook of Vienam, 2002 and 2006.

Finally, we have to pay attention to the difference of the variables for poverty
measurement, i.e., per capita income and per capita expenditure. The income and expenditure
differs when there is a private/public transfer of money. In many developing countries, the private
transfer is not negligible. However, in Table 4, we look at the regional per capita consumption
expenditure as a proxy for regional per capita expenditure because of problem of data availability.
During the period of observation, it was a general trend that the growth rate of per capita income
was higher than the growth rate of per capita consumption. This means that income rise made the

people save more. The ratio of consumption against income showed a constant decrease at national



level, but the decrease of the ratio was larger in rural area than the urban area. Rapid increase of
income makes the ratio goes down. Such phenomenon was observed in rural area and in poor
regions such as North East, North Central Coast, and Central Highland during 2002-2004.

Although it is not possible conclude whether this is the result of income transfer to poor regions or

Table 4. Regional Income and Consumption

Monthly average income per capita
Amount (1000 Dongs) Difference(1000 Dongs) Growth rate (%)

1999 2002 2004 ]1999-02 ]2002-04 [1999-02 |2002-04
National 259.0 356.1 484.4 97.1 128.3 37.5 36.0
Urban 516.7 622.1 815.5 105.4 193.4 20.4 31.1
Rural 225.0 275.1 378.1 50.1 103.0 22.3 37.4
Red River Delta 280.0 353.1 488.2 73.1 135.1 26.1 38.3
North East + North West 210.0 - - - - =
North East - 268.8 379.9 - 111.1 - 41.3
North West - 197.0 265.7 - 68.7 - 34.9
North Central Coast 2124 235.4 317.1 23.0 81.7 10.8 34.7
South Central Coast 252.8 305.8 414.9 53.0 109.1 21.0 35.7
Central Highlands 344.7 244.0 390.2 -100.7 146.2 -29.2 59.9
South East 527.8 619.7 833.0 91.9 213.3 17.4 34.4
Mekong Delta 342.1 371.3 4711 29.2 99.8 8.5 26.9

Monthly average consumption expenditure per capita

Amount (1000 Dongs) Difference(1000 Dongs) Growth rate (%)

1999 2002 2004 |1999-02 ]2002-04 [1999-02 |2002-04
National 221.1 269.1 359.7 48.0 90.6 21.7 33.7
Urban 3734 460.8 595.4 874 134.6 234 29.2
Rural 175.0 211.1 283.5 36.1 72.4 20.6 34.3
Red River Delta 227.0 271.2 373.5 44.2 102.3 19.5 37.7
North East + North West 175.8 - - - - = -
North East - 220.2 293.8 - 73.6 - 33.4
North West - 179.0 233.2 - 54.2 - 30.3
North Central Coast 162.3 192.8 252.7 30.5 59.9 18.8 31.1
South Central Coast 197.5 247.6 330.8 50.1 83.2 254 33.6
Central Highlands 251.1 201.8 295.3 -49.3 93.5 -19.6 46.3
South East 385.1 447.6 577.0 62.5 129.4 16.2 28.9
Mekong Delta 245.8 258.4 335.1 12.6 76.7 5.1 29.7

Monthly consumption expenditure / Monthly income
Difference

1999 2002 2004 [1999-02 |2002-04
National 0.854 0.756 0.743 -0.098 -0.013
Urban 0.723 0.741 0.730 0.018 —0.011
Rural 0.778 0.767 0.750 -0.010 -0.018
Red River Delta 0.811 0.768 0.765 -0.043 —0.003
North East + North West 0.837 - - - -
North East - 0.819 0.773 —-| -0.046
North West - 0.909 0.878 -| -0.031
North Central Coast 0.764 0.819 0.797 0.055 —-0.022
South Central Coast 0.781 0.810 0.797 0.028 -0.012
Central Highlands 0.728 0.827 0.757 0.099 -0.070
South East 0.730 0.722 0.693 —0.007 -0.030
Mekong Delta 0.719 0.696 0.711 -0.023 0.015

Source: 1.Income and consumption data are from GSO, Statistical Yearbook of Vienam, 2002 and 2006.
2.0thers are author’s calculation.



income rise in poor regions, we can at least point out the possibility of increased remittances to the

family members in the poor regions from the family member working in the urban area.

3. Resource Mobilization for Poverty Reduction

The CPRGS is composed of the general growth strategy and the poverty reduction strategy.
The amount of state budget to be mobilized for poverty reduction was projected to be 84475 billion
dongs for the implementation period of 2003-2005, of which 64% being recurrent expenditure and
the rest being investment expenditure®. The policies for poverty reduction in CPRGS is diversified
and will be summarized as follows based on the explanation in The Steering Committee of CPRGS
(2005, pp82-96).

The poverty reduction policy will be classified into threel®; direct supportive policies,
special supportive policies for disadvantaged areas, and indirect supportive policies. The direct
policy is again classified into general poverty reduction projects (such as micro-credit, business
orientation, agricultural extension, and model projects for poverty reduction in poor regions) and
poverty reduction projects for communes not entitled to Program 135. The total loan amount of
micro-credit given to poor household and other entitled people had increased at the annual average
rate of 20% during 2001-2005 and fulfilled the project target in 2004. The credit was given to 75% of
poor households. Agriculture, forestry and fishery extension services were given through training
courses and through demonstration projects which covered over 2 million people. 2 million is
slightly less than the 10% of the poor population in 2004. Technical services were also given to
those engaged in agro-based production or business. Model projects for poverty reduction were set
up in 83 communes in 20 provinces. The infrastructure (irrigation, road, water, electricity, schools,
and markets) improvement at commune levels were conducted in 997 poor communes by both local
government budgets and commune budgets, but such projects covered only 40% of the need.

The core of the special supportive policies to the poor in remote, isolated and ethnic
minority areas was the Program 135. In addition, there were Social and Economic Development
Programme for Communes in Extreme Difficulties in Ethnic and Mountainous Area (SEDEMA),
The Social and Economic Development Program for 6 Northern Border Provinces, The Central
Highlands Program, and so forth. These policies cover wide areas such as infrastructure, price
support, education, health care, and culture. Moreover, direct financial supports were given to

minority households in extreme difficulties.

9 The Socialist Republic of Vietnam (2003), p.129. The total projected amount for 2003 and 2004
constitutes about 15% of the realized budget expenditure.

10 The Steering Committee of CPRGS (2005, pp82-96) classified the policies into two, and the policy
for disadvantaged area was classified into the indirect one. However, it is separated here because

the policy bears direct characteristics.



The indirect policies cover wide sectors. The educational development strategy aims at
universalization of primary and secondary education by 2010, and improvement of the educational
infrastructure, quality and efficiency. Supports for the poor and ethnic students were also given.
Health care policies strengthened the grass-root health care network. Although there was
improvement in the access of the poor to the commune health stations at free of charge, there still
remain a lot of problems in terms of the quality of medical care and financing. The social welfare
system is gradually expanded and helps the disadvantaged and vulnerable groups through supply
of funds and medical care. The last indirect support policy is the environmental policy for
reasonable exploitation and effective use of natural resources.

It is not easy to access the impacts of the above listed policies. Some of them, like,
education policy will contribute to the poverty reduction in the long run. Some of them, like health
care, will contribute to the living condition but not much to income. Also, it is almost impossible to
evaluate all the projects in order to access the outcomes of the government’s efforts of the resource
mobilization. Therefore, we will instead examine inputs, i.e., the government spending related
directly to poverty reduction.

The change in state budget is given in Table 5. The expenditure items related to poverty
reduction are education, health care, population and family planning, and pension and social relief.
We will compare the figures in 2001 (the initial year of CPRGS) and 2004 (the year of the latest
data). Among these items, the governments spent the largest share (cumulative from 2001
through 2004) on education (12.1%), followed by pension and social relief (9.0%). The comparison
of shares in 2001 and 2004 shows that none of the poverty reduction related items increased their

shares. The growth rate of expenditure on social and economic service during the period was 50.9%.

Table 5. Poverty Reduction Expenditure in State Budget

Rate of

2001 2004 increase(%) |Cumulative (2001-2004)

:2001-2004

Billion Dong9 % Billion Dongg % % Billion Dongs %

Total 129773 100.0 214176 100.0 65.0 673340 100.0
1. Expenditure on Development Investment 40236 31.0 66115 30.9 64.3 211198 314
1.1Capital Expenditure 36139 27.8 61746 28.8 70.9 193055 28.7
2. Expenditure on Social and Economic Serviceg 71562 55.1 107979 50.4 50.9 353188 52.5
2.1 Education 15432 11.9 25343 11.8 64.2 81500 12.1
2.2 Health Care 4211 3.2 6009 2.8 42.7 20248 3.0
2.3 Polulation and Family Planning 434 0.3 397 0.2 -8.5 2338 0.3
2.4 Science, Technology and Environment 1625 1.3 2362 1.1 454 7692 1.1
2.5 Culture and Information 921 0.7 1584 0.7 72.0 4829 0.7
2.6 Broadcating and Television 838 0.6 1325 0.6 58.1 3900 0.6
2.7 Sports 483 0.4 883 0.4 82.8 2600 04
2.8 Pension and Social Relief 13425 10.3 17282 8.1 28.7 60379 9.0
2.9 Economic Services 6288 4.8 10301 4.8 63.8 32740 4.9
2.10 General Public Services 8734 6.7 15901 7.4 82.1 187702 27.9
3. Addition to Financial Reserve Fund 849 0.7 78 0.0 -90.8 1573 0.2

Source: Budget data are from GSO, Statistical Yearbook of Vienam, 2002 and 2006.



The item which exceeds this average figure is only education (64.2%). The growth rate of health
care is slightly lower at 42.7%. The growth of pension and social relief was very low at 28.7%. These
observation suggests the possibility that the actual installation of CPRGS in 2002 did not give
much influence to the government expenditure policy laid out in the Five Year Socio-Economic
Development Plan for 2001-2005 and also that the emphasis of the government poverty reduction
policy was mainly on education as long as budget is concerned.

Beside the recurrent expenditure items on social welfare and economic services, the
expenditure on development investment includes the state expenditure for poverty reduction. Table
6 indicates the amount of such expenditure during the period of CPRGS. The data were available
only at 1994 prices and not comparable with the figures in Table 5 at current prices. The share of
the cumulative investments for 2000-2005 shows that almost half of the total state investment
went to infrastructure development (Electricity, Gas, Water Supply; Transport, Storage and
Communications). A part of it should have been used for infrastructure development for poverty
reduction, but it could not be a main part. The investments into agriculture and forestry sector
contribute the poverty reduction since the poverty rate in rural area is higher. Its cumulative share
was 10% and not quite low. However, its share during the period showed the declining trend.
Investments for education and training occupied higher share among the investments for social
development. Its share of the cumulative investments was 6.9%, and the share in each year
declined overtime. The exception is the investments in the health and social work. Although the

share was not high, the share increased overtime. In summary, the government focus on

Table 6. State Investments by Main Kinds of Economic Activity

Value (Bil. Dongs, at 1994 constant prices)

2000 | 2001 2002 | 2003 | 2004 | 2005 [2000200°

umulative

Total State Investments 68089 77421 86677 95471] 105082] 115196] 547936
Production Sectors

Agriculture and Forestry 9277 8253 8504 9915 9323 11018 56290

Manufacturing 9204 20005 19559 18705 12990 15619 96081

Electricity, Gas, Water Supply 15766 15873 19639 20415 24722 28510 | 124925

Transport Storage and Communications 18724 21356 25800 26316 31357 38008 | 161561
Social Development
Education and Traning 5710 5434 4332 5535 8128 8692 37831
Health and Social Work 2169 2341 2425 3130 5415 5522 21002
Share in total state investment (%)

Production Sectors

Agriculture and Forestry 13.6 10.7 9.8 10.4 8.9 9.6 10.3

Manufacturing 13.5 25.8 22.6 19.6 12.4 13.6 17.5

Electricity, Gas, Water Supply 23.2 20.5 22.7 214 23.5 24.7 22.8

Transport Storage and Communications 275 27.6 29.8 27.6 29.8 33.0 29.5
Social Development

Education and Traning 8.4 7.0 5.0 5.8 7.7 7.5 6.9

Health and Social Work 3.2 3.0 2.8 3.3 5.2 4.8 3.8

Source: GSO, Statistical Yearbook of Vienam, 2002 and 2006.
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investments for poverty reduction had been weakened its importance with exception of increased

investments on health and social work.

4. Industrialization and Trickle-Down Effect

If the poverty reduction in Vietnam has been driven by its growth strategy, not by its policy
targeted to the poor, the picture of poverty reduction among regions will have similarity with the
picture of progress in industrialization among regions. The output increase in industrial sector will
increase employment in industrial sector. In urban area, rapid demand increase for labor and rise
of the living standard will push up the wage level. Industrialization and urbanization will also
support the growth of service sectors. These changes contribute to the income rise of the people
through employment generation and wage increase. Therefore, in this section, we will first look at
the regional pattern of industrial development and its impacts on regional unemployment, and
then examine its similarity with the regional pattern of poverty reduction. In addition, we will
study the impacts of Foreign Direct Investment (FDI) on industrial output since the enhancement
of inward FDI has been one of the key growth strategies of Vietnam. At the same time, we should
not forget that the agricultural development also contributes to the income generation. In order to
see such impacts on poverty reduction, we will in addition examine the change in regional
agricultural output. Moreover, the impacts of agricultural poverty reduction programs will be

examined by looking at the change in the yield of paddy.

Table 7. Industrial Output and Employment by Region

Industrial output Unemployment rate

(1994 prices, Bil. Dongs) |Growth rate(%) in urban area (%)%
2000 2005 2000—-2005 2000 2005 2005-2000
National 198326] 416562 110.0 6.42 5.31 1.1
Red River Delta 40359 94210 133.4 7.34 5.61 1.7
North East 10657 21245 994 6.49 5.12 1.4
North West 541 1295 139.4 6.02 4.91 1.1
North Central Coast 7158 15302 113.8 6.87 4.98 1.9
South Central Coast 9776 21959 124.6 6.31 5.52 0.8
Central Highlands 1916 3504 82.9 5.16 4.23 0.9
South East 99572 201724 102.6 6.16 5.62 0.5
Mekong Delta 18480 37400 102.4 6.15 487 1.3

Note: *Unemployment rate of labor force of working age in urban area.
Data source: GSO, Statistical Yearbook of Vienam, 2002 and 2006.

National average growth of the regional industrial output from 2000 to 2005 was 110%
(Table 7). The growth in the most industrialized HCM and the surrounding area (South East) was

slow at 102.6% in contrast to the high growth at 133.4% in Hanoi and the surrounding area (Red
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River Delta). This indicates that new domestic and foreign investments have been shifting to Hanoi
area due to the relative congestion in industrialization in the HCM area and due to the
infrastructure improvement in Hanoi area. The higher growth in the South Central Coast is the
result of the government intention to locate heavy and chemical industries in this area. Although
North West with high poverty rate had shown the highest growth, its size of production is very
small. In general, among regions, the lower the growth of output, the higher the poverty rate. The
impacts of industrialization on unemployment rate in urban area of each region were mixed. There
was remarkable improvement in the Red River Delta and less improvement in the originally
industrialized Southern regions. We can not observe much difference among other regions, and may
be able to conclude that the unemployment rates in urban areas had decreased because of the
increase of demand for various goods and services generated by the income rise in each region.

Not only the domestic investments but also FDI contributes to the growth of industrial
output and employment generation. The impact of FDI on production has been of special
importance for Vietnam because the industrial production by FDI sectors occupied slightly more
than one third of total industrial production in 2000 and 2005 (Compare Table 7 and 8). However,
the impacts of FDI on poverty reduction are limited to employment generation only in

industrialized regions. The cumulative FDI for the periods of both 1988-2002 and 2003-2006 are

Table 8. FDI and Industrial Output

Data source: GSO, Statistical Yearbook of Vienam, 2002 and 2006.
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Industrial output by FDI Sector |
(1994 prices, Bil. Dongs) Share (%) Growth rate(%)
2000 2005 2000 2005 2000—-2005
National 71285 155319 100.0 100.0 217.9
Red River Delta 14997 35756 21.0 23.0 238.4
North East 1763 2790 2.5 1.8 158.3
North West 25 81 0.0 0.1 158.3
North Central Coast 1391 3803 2.0 2.4 324.0
South Central Coast 1245 3320 1.7 2.1 273.4
Central Highlands 173 354 0.2 0.2 266.7
South East 49698 104864 69.7 67.5 204.6
Mekong Delta 1989 4346 2.8 2.8 211.0
Cumulative FDI at licenced base
1988-2002 2003-2006
(Mil. US$) Share(%) |(Mil. US$) Share(%)
National 40225 100.0 35019 100.0
Red River Delta 11049 275 9192 26.2
North East 1696 4.2 749 2.1
North West 65 0.2 50 0.1
North Central Coast 891 2.2 581 1.7
South Central Coast 2974 7.4 2301 6.6
Central Highlands 939 2.3 102 0.3
South East 21538 53.5 20799 594
Mekong Delta 1071 2.7 1244 3.6



concentrated on HCM and its vicinity and Hanoi and its vicinity. The direct impact of the
government FDI policy on poverty reduction had been small.

Demand for agricultural products increases by the income effect caused by economic
growth and the price effect caused by efficient production and lower input prices. The government
has taken various poverty reduction policies as explained in Section 3 in rural area where the main
industry is agriculture. Such efforts improve the technical efficiency in agriculture. The large scale
infrastructure development, road construction in particular, contributes to connect the production
sites and the large urban markets (even export markets in case of primary commodities).
Industrialization and trade liberalization will lower the prices of inputs such as fertilizer and
pesticides. So, the increase of agricultural production is given as a mixed result of standard
development policies and poverty reduction policies.

Table 9 clearly shows that agricultural production had rapidly increased in poorer and
highland regions during the period from 2000 to 2005. The growth rates in North West and Central
Highlands were 47.5% and 41.0% respectively. These are two prominent poor regions. Possible

reasons of this change are the increase of coffee production for exports, general demand increase,

Table 9. Agricultural Output and Yield of Paddy by Region

Agricultural output

(1994 prices, Bil. Dongs) Share (%) Growth rate(%)

2000 2005 2000 2005 2000-2005
National 112111 137112 100.0 100.0 22.3
Red River Delta 20898 24140 18.6 17.6 15.5
North East 8594 11147 7.7 8.1 29.7
North West 2083 3072 1.9 2.2 475
North Central Coast 9767 11718 8.7 8.5 20.0
South Central Coast 6153 7071 5.5 5.2 14.9
Central Highlands 11448 16139 10.2 11.8 41.0
South East 12541 16053 11.2 11.7 28.0
Mekong Delta 40625 47769 36.2 34.8 17.6

Yield of Paddy (100kg/ha) proportion of workine

2000 2005 Growth rate(% 2000 2005
National 42.4 48.9 15.3 74.2 80.7
Red River Delta 55.2 54.3 -1.6 75.5 78.8
North East 40.0 45.7 14.3 73.0 80.3
North West 29.5 35.5 20.3 73.4 78.4
North Central Coast 40.6 47.0 15.8 721 76.5
South Central Coast 39.8 473 18.8 73.9 77.8
Central Highlands 33.6 37.3 11.0 77.0 81.6
South East 31.9 38.9 21.9 76.6 82.9
Mekong Delta 42.3 50.4 19.1 73.2 80.0

Note: *Prportion of working time used by workers of working age in rural area.
Data source: GSO, Statistical Yearbook of Vienam, 2002 and 2006.
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and influence of agricultural extension services. The growth rates in rice producing Mekong Delta
and Red River Delta were quite low at 17.6% and 15.5% respectively because the yield of paddy per
hectare was already high in 2000. In other regions of less efficient production, the growth rates of
the yield of paddy per hectare were higher. In the poor North West, it was 20.3% in contrast to the
national average of 15.3%. The impact of the agricultural-forestry extension service as a part of
poverty reduction policy is obvious.

Finally, Table 9 shows that the proportions of working time in rural area had increased in
all regions. Such decrease of underemployment in rural area should have contributed to income

generation.

5. PRSP Effect: a Tentative Conclusion

In order to distinguish the effect of the implementation of PRSP from the trickle-down
effect for the case of Vietnam, we have to carefully define the PRSP in Vietnam since CPRGS
includes both general development policy and policies more or less directly targeted to poverty
reduction. Here, by PRSP, we refer the latter. They are policies for social development (education,
healthcare, and social safety net), agricultural and forestry development policy, micro-credit,
policies targeted to the minorities and the poor regions, infrastructure development in poor regions,
and the like.

Theoretically, assessment should be done by comparison of the case with PRSP and the
case without PRSP. As we have already seen, CPRGS was introduced later as an action program of
the Ten Year Socio-Development Strategy and the Five Year Socio-Development Plan. The process
suggests hat the installation of the PRSP in the form of CPRGS did not much add to the original
development policy of Vietnam, and the effect of PRSP process was minimal. However, the
discussions in the drafting process of PRSP should have given some impacts to the implementation
of the Five Year plan. It also should have contributed to the identification of poverty reduction
programs in detail. The monitoring system designed in CPRGS surely had some pressure to the
effort of implementation of the poverty reduction policies. Therefore, we will not argue that the
PRSP system did not gave any impact to the whole development policy framework of Vietnam.
Instead, we will assess the impacts of poverty reduction policies listed in CPRGS without
identifying if it is originally from the ten year strategy, the five year plan, or CPRGS.

Table 10 is a summary of tables given in the previous sections. Together with the
discussions in the previous sections, we may tentatively summarize the assessment of the PRSP as
follows. It is “tentative” in the sense that the analysis here is not based on the results of

simulations by comprehensive quantitative economic models.
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1) During the CPRGS period, although there was sizable poverty reduction in all regions, the

poverty rates lowered more quickly in the higher income regions in the lowland. In other words,

introduction of PRSP scheme could not mitigate the income inequality among regions.

Table 10. Poverty Incidents, Economic Growth, and Employment

Decrease of Growth rate Decrease of Inoraese of
population Gr9wth ralte of industrial Growt.h rate Qrowth of urban proportion. of
below poverty of industrial output by FDI of agricultural |yield of Paddy unemployment rgral working
line (%) output (%) ) output (%) %) rate (hpoints) tln'I|e %
points)
2002—2004 | 2000—2005 | 2000—2005 | 2000—2005 | 2000—2005 2000—2005 2000—2005
National -20.5 110.0 2179 22.3 15.3 1.1 6.5
Red River Delta -21.9 133.4 238.4 15.5 -1.6 1.7 3.2
North East -37.3 994 158.3 29.7 14.3 1.4 7.3
North West -0.5 139.4 158.3 475 20.3 1.1 5.0
North Central Coast —6.9 113.8 324.0 20.0 15.8 1.9 4.3
South Central Coast -24.9 124.6 2734 14.9 18.8 0.8 3.9
Central Highlands 4.8 82.9 266.7 41.0 11.0 0.9 4.6
South East -8.9 102.6 204.6 28.0 21.9 0.5 6.3
Mekong Delta -35.2 102.4 211.0 17.6 19.1 1.3 6.8

Source: Tables 2, 7, 8, 9.

2) Although the poverty rates were higher in the remote and highland regions, the poor population
of larger number lived in the lowland rural regions. The quicker poverty reduction in the lowland

rural regions can be regarded as a mixed effect of trickle down and agricultural development policy.

3) Among the poor regions, poverty reduction was faster in urban area rather than in rural area.

This is the impact of the nationwide economic growth.

4) There was no evidence of poverty reduction bias in the state budget allocation. The educational
expenditure maintained its share in budget, but the shares of other expenditures for poverty

reduction had decreased.

5) The performance of poverty reduction among regions shows the same pattern with the industrial
development. Also, FDI centered on HCM and Hanoi, and did not help the poverty reduction in poor
regions. Therefore, the trickle down effect was much larger than the PRSP effect in the poverty

reduction of Vietnam.

6) The growth of agricultural production was higher in poor regions, and the agricultural
productivity increase was high in most of the poor regions. This is the mixed effects of agricultural

extension service, irrigation projects, and demand increase caused by economic growth.
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7) Employment generation was also an important vehicle of income rise in all regions. Both

unemployment rate in urban area and underemployment in rural area showed obvious decrease.

All in all, we will conclude that the poverty reduction in Vietnam during the period of
CPRGS was mainly a contribution of trickle down effect. The role of PRSP was supplementary.

The present paper made basically macro-type analysis, analyzing the regional difference
in poverty incidents. For more comprehensive analysis, it should be supplemented by micro-type
study which analyses the poverty reduction in each income cohort. Such additional study requires
the full scale analysis of VHLSS (Vietnam Household Living Standard Survey) 2004 in comparison
with VHLSS 2002.
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