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Abstract

VIET NAM GIA NHAP WTO |:A|v|
THAY POl PHAM VI ANH HUONG
CUA POI NGHEO NHU THE NAQO?
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t6 chuc truc thudc nao.
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Trade policies can promote aggregate
efficiency, but the ensuing structural
adjustments generally create both
winners and losers. From an incomes
perspective, trade liberalization can
raise gross domestic product per capita,
but rates of emergence from poverty
depend on individual household
characteristics of economic participation
and asset holding. To fully realize the
growth potential of trade, while limiting
the risk of rising inequality, policies
need to  better account  for
microeconomic  heterogeneity. One
approach to this is geographic targeting
that shifts resources to poor areas.

This study combines an integrated
microsimulation- computable general
equilibrium model with small area
estimation to evaluate the spatial
incidence of Vietnam’s accession to the
World Trade Organization. Provincial-
level poverty reduction after full
liberalization ~ was  heterogeneous,
ranging from 2.2 percent to 14.3
percent. Full liberalization will benefit
the poor on a national basis, but the
northwestern area of Vietnam is likely
to lag behind. Furthermore, poverty can
be shown to increase under comparable
scenarios.

Céc chinh sach thuong mai c6 thé phat
huy hiéu qua téng thé, nhung nhitng
diéu chinh co céu ké tiép thuong tao ra
nhitng tac dong khac nhau (nghia den:
tao ra ca ngudi duoc va ngudi mat).
Nhin tir goc do thu nhap, te do hoda
thvong mai c6 thé lam ting tong san
pham qudc ndi binh quin dau ngudi,
nhung ty 1¢ phat sinh nghéo phu thugc
vao nhitng nét dac trung riéng cua qua
trinh tham gia kinh té va nam giir tai san
trong tung ho gia dinh. Pé nhan thuc
dugc diy du vé tiém ning cua tang
truong thuong mai, dong thoi han ché
nguy co gia ting su bat binh dang, céc
chinh sach can phai tap trung hon vao
tinh khong dong nhat kinh té vi mo. Mot
cach tiép can van dé nay 1a phuong phap
huéng dia 1y, phuong phap nay chuyén
huéng cac nguodn tai nguyén vé nhiing
khu vuc ngheo.

Nghién ciu nay két hop gitta mot md
hinh can biang tong thé kha tinh vi mo
phong tich hop cung véi udc luong
ving nhé dé danh gia tac dong vé mit
khong gian (¢ khia canh x6a doi giam
nghéo) cua viéc Viét Nam gia nhap To
chiec Thuong mai Thé gidi. Sau tu do
hoé toan dién, xo4 doi giam nghéo cap
tinh khong dong déu, dao dong tir 2,2
phan trim dén 14,3 phan trim. Ty do
hoa toan dién sé¢ mang lai lgi ich cho
ngudi ngheéo trén toan quéc ndi chung,
nhung khu vuc phia tdy bac cua Viét
Nam nhiéu kha ning sé& tut lai phia sau.
Khéng chi vay, mot sé nha kinh té nhan
dinh rang tinh trang nghéo do6i con co
thé gia ting theo mot vai kich ban tuong
tu.




1. INTRODUCTION

Trade liberalization would be difficult to
justify from the standpoint of poverty
reduction if it adversely affects this
group. This point is especially important
in a country where a substantial portion
of the population lives below or close to
the poverty line. Aggregate growth
alone is not enough to justify trade
liberalization policies, particularly if
poverty could worsen. Governments
may not want to forgo liberalization, but
must carefully choose the right mixture
of policies, and be ready to implement
mitigating policies when necessary.

Some argue that it is indeed possible to
do so. Using a computable general
equilibrium (CGE) model with a
detailed panel of households, Harrison
et al. (2003) argue that trade
liberalization in Turkey can be designed
to ensure that the poor will not lose by
using direct compensation to the losers
or by using limited policy reform. Their
research is an improvement from
previous work with very limited
treatment of heterogeneity among
households. However, making side
payments for particular segments of
households is not straightforward. As
they noted, limited policy reform may
induce rent-seeking.

In this study, we consider geographic

1. INTRODUCTION

Tu do héa thuong mai s& rat khd bién
minh trén lap truong xo6a doi giam
nghéo néu nd anh huoéng tiéu cuc dén
nhom nay. Lap trudng nay dac bict quan
trong trong mot dat nuéc ma phan Ion
dan sb song duéi mac hoic gan muc
nghéo kho. Muc ting truéng chung
khong du dé bién minh cho cac chinh
sach tu do hoa thuong mai, dac biét la
néu tinh trang nghéo d6i té hon. Chinh
pht ¢6 thé khdng muén tir bo tu do hoa,
nhung phai can than khi lya chon dé két
hop ding cac chinh sach, va sin sang
thuc hién cac chinh sach xoa diéu khi
can thiét.

M6t s6 ngudi cho rang diéu nay c6 kha
nang thuc hién dugc. St dung moé hinh
tinh toan can bang téng thé (CGE) két
hop véi béo cdo chi tiét vé cac ho gia
dinh, Harrison va céng su (2003) cho
rang tu do hoa thwong mai & Tho Nhi
Ky c6 thé duoc thiét ké dé dam bao
ngudi nghéo s& khéng mat quyén loi
bang cach boéi thuong truc tiép cho
ngudi bi anh hudéng tiéu cuc hoac cai
cach céac han ché vé chinh sach. Nghién
ctu cua ho 1a sy cai tién coéng trinh
truéc d6 nhung con rat han ché trong
viéc giai quyét tinh khong dong nhat
gitra cac ho gia dinh. Tuy nhién, viéc bu
dap cho tung phan khic ho gia dinh cu
thé khong hé don gian. Nhu ho da noi,
cai cach chinh sach han ché c6 thé gay
ra tu loi.

Trong nghién cuu nay, ching ta sé xem
xét phuong phap hudng dia 1y (uu tién




targeting as a way to direct
progressively more resources to areas
that are least favorably affected by trade
liberalization. Geographic targeting has
several advantages. It is easy to
understand and straightforward to
implement. The distortion caused by
geographic  targeting is  usually
considered small because the cost of
changing locations, especially for the
poor, is often prohibitively high.
Further, many countries already have
some sort of programs targeted to poor
areas. We only need to modify the set of
areas to make the program more
efficient for poverty reduction, instead
of implementing a new program. Hence,
given the preexistence of such a
program, the political cost would also be
relatively small.

Of course, the formulation of an
effective policy of geographic targeting
requires the knowledge of the changes
in spatial distribution of the poor after

market liberalization. Economic
research has provided only limited
guidance in this area, because

socioeconomic survey data with high
temporal and spatial resolution needed
for poverty monitoring are usually
unavailable. Although policy makers
need information on detailed incidence
of trade liberalization, prior studies on
these impacts were able to provide
estimates only for a few representative
household categories, very limited
spatial decomposition or none at all.

To overcome the limitations of previous

dai ly) nham ting dan phan bo tai
nguy@n cho cac khu vuc duogc it ¢ trién
vong nhiat khi tu do hoa thuong
mai.Phuong phap hudng dia ly cé mot
sb vu diém. N6 dé hiéu va dé thuc hién.
Sy bién dang do huéng dia Iy gay ra
thuong dugc xem la nho vi chi phi tai
dinh cu, dac biét la cho nguoi ngheo
thuong la qua cao. Hon nira, nhiéu qubc
gia dd c6 mot s6 chuong trinh nham vao
cac khu vuc ngheo kho. Chdng ta chi
can diéu chinh céc tap hop khu vuc dé
ap dung hiéu qua hon cac chuong trinh
x6a d6i giam nghéo, thay vi bo sung
mot chuong trinh méi. Va nho mot
chuong trinh ¢é san nhu vay, chi phi
chinh tri (phi ton chinh tri) cling sé&
tuong doi nho.

Tat nhién, viéc xay dyng mét chinh sach
huéng dia ly hiéu qua doi hoi phai co
hiéu biét vé nhitng thay d6i khu wvuc
phan b6 cta ngudi nghéo sau khi tu do
hoa thi truong. Céac nghién cau kinh té
cling chi cung cap nhitng chi dan han
ché vé linh vuc nay, vi sé liéu diéu tra
kinh t& xa hoi di sau phan tich vé thoi
gian va khong gian can thiét cho viéc
theo dbi tinh trang ngheo d6i thuong
khong cd. Mac du cac nha hoach dinh
chinh sach can théng tin chi tiét vé
pham vi anh huong cua tuy do hoda
thuong mai nhung cac nghién ctu trudc
day Vé nhitng tac dong nay chi danh gia
mot s6 ho gia dinh tiéu biéu cho phan
khuc va rat han ché vé khu vuc phan bo
hoac khdng c6 gi ca.

Pé khic phuc nhiing han ché cua céc




studies and elucidate more detailed
incidence, we synthesize
microsimulation, economy-wide CGE
modeling, and small area estimation in
an application to Vietnam’s WTO
accession. This new generation of
analytical tools reveals the incidence of
trade liberalization at an unprecedented
level of microeconomic and spatial
detail. The basic idea is straightforward;
Economy-wide CGE modeling allows

us to find the impacts of trade
liberalization on aggregate sectors,
which, in turn is translated by

microsimulation into the impacts for
households and individuals in the
survey. We then wuse small area
estimation to find the impacts for small
geographic areas.

We present our results in the form of
maps, which help policy makers
visualize the spatial impact of trade
liberalization on the poor, facilitating
the design and implementation of
geographically-targeted assistance. The
approach set forth in this paper is
readily applicable to other countries and
can help enlarge the scope of the
benefits of trade liberalization across a
wider variety of countries and
populations. Our study sheds new light
on the geographic properties of poverty.
It also helps to resolve the conflicts
between ‘Finance Ministry’ and ‘Civil
Society’ orientations, as described by
Kanbur (2001), by offering a solution in
which all the relevant parties including
the poor can enjoy the benefits of trade
liberalization.

The paper is organized as follows: in

nghién cuu truéc day va lam sang td
hon céc chi tiét vé& pham vi anh huong,
chdng ta tong hop céc vi md phong, mo
hinh CGE toan nén kinh té, va danh gia
cac khu vuc nho gan véi viéc Viét Nam
gia nhap WTO. Céc cbng cu phan tich
thé hé mai cho thay pham vi anh huong
cua tu do hoa thuong mai véi do chi tiét
chua tirng ¢6 & cap vi md caa nén kinh
té va khong gian phan bo. Vi y tudng
co ban dé hiéu, md hinh CGE toan nén
kinh té cho ching ta thay nhitng tac
dong cua ty do hdéa thuong mai trong
moi linh vuc va lan luot dugc vi mo
phong thanh cac tac dong ddi vai cac ho
gia dinh va ca nhan trong cudc khao sat.
Sau do6 chung ta danh gia tung khu vuc
nho dé tim ra cac tac dong.

Chuing toi trinh bay céc két qua trén ban
d6 nham gilp cac nha hoach dinh chinh
sach hinh dung ra cac tac dong khu vuc
cta tu do hoa thuong mai déi véi nguoi
ngheo, tao diéu kién cho viéc phac thao
va thyc hién cac bién phéap hd tro theo
tiéu chi dia ly. Phuong phap tiép can dit
ra trong bai viét nay dé dang ap dung
cho cac qudc gia khéac va cé thé gitp mo
rong pham vi lgi ich cua tu do hoa
thuong mai trén nhiéu québc gia va ving
IAnh thd. Nghién ciru cua chidng toi 1am
séng to cac dac tinh dia ly cta sy nghéo
d6i. No ciing giup giai quyét xung dot
gitta 2 dinh huong ‘Bo Tai chinh’ va
‘Xa hoi Dan sy’, nhu mo ta cua Kanbur
(2001), bang cach dua ra gial phap trong
d6 céc bén lién quan bao gém ca nguoi
nghéo déu dugc huong nhitng loi ich
cua ty do hoa thuong mai.

Bai viét nay duoc sip xép nhu sau:




Section 2, we review relevant studies on
trade liberalization and poverty in
Vietnam. Section 3 describes the data
sets we wuse and discusses the
measurement of poverty. We then
develop the methodology in Section 4.
We first explain the schematic structure
of the methodology and then present it
formally. Section 5 presents the results,
followed by conclusions in Section 6.

2. TRADE LIBERALIZATION AND
POVERTY IN VIETNAM

XSince the introduction of Doi Moi
(Renovation) in 1986 and further
market-oriented reforms in 1989, most
of the elements of Vietnam’s centrally-
planned trade regime had been removed
by the early 1990s. These reform
policies were extremely successful and
resulted in very high growth rates of
output and exports. The reform
generally continued through the late
1990s and tariff measures associated
with membership in the ASEAN Free
Trade Area (AFTA) were implemented.
Since then, the bilateral trade agreement
between Vietnam and the United States
in 2000 has given additional momentum
to the reform process.

As standard economic theory would
predict, trade liberalization  has
generally been beneficial to the overall
Vietnamese economy and to its trading
partners. Fukase and Martin (2000)

trong muc 2, ching ta xem Xxét cac
nghién ciru c6 lién quan dén ty do hoa
thuong mai va déi nghéo ¢ Viét Nam.
Muc 3 m6 ta cac bo dir liéu chdng ta sir
dung va thao luan vé tiéu chuan danh
gid do6i nghéo. Sau do6 chung t6i phat
trién cac phuong phap luan trong Muc
4. Pau tién chang ta giai thich so d6 cau
tric cua phuong phap luan va sau dé
trinh bay chinh thac. Muc 5 trinh bay
két qua, tiép theo Ia két luan trong Muc




estimate that aggregate Vietnamese
welfare gains from the US granting
most-favored-nation status would be
about USD 118 million annually, or
about 1 percent higher average real
Income per capita. Using a multi-sector
CGE model, Heng and Gayathri (2004)
predict that participation in the ASEAN-
China Free Trade and the ASEAN-
Japan Free Trade agreements will bring
about positive and significant welfare
gains to Vietnam. The CGE simulation
of various trade liberalization policies
by Fukase and Martin (2001) also
suggests that the higher level of welfare
can be achieved from  more
comprehensive liberalization. It s
beyond dispute that market-oriented
reforms have contributed to poverty
reduction in Vietnam. Jenkins (2004)
argues that improved employment
brought about by the growth of exports
is one potential way in which
globalization has had a positive impact
on poverty.

As part of its accession agreement,
Vietham  has  made  substantial
commitments to trade policy reforms.
These include lowered import tariffs,
reduced coverage of tariff rate quotas,
removal of export subsidies and non-
tariff barriers, the opening of some
service sectors, compliance with the
agreements of trade-related investment
measures (TRIMs) and trade-related
intellectual property rights (TRIPS).
Further, the state owned enterprises
need also to be reformed.! Anderson




(1999) argues that after the successful
accession to the WTO, and given that
some appropriate measures are taken, a
number of broad-brush effects can be
anticipated, including economic growth,
expansion of agriculture and export-
oriented light manufacturing, enhanced
food security, more equitable income
distribution, and increased government
revenue.

However, the higher economic growth
induced by further liberalization does
not automatically imply reductions in
poverty or inequality. Jensen and Tarp
(2005), for example, predict that poverty
will rise following a revenue-neutral
lowering of trade taxes. Niimi et al.
(2004) show that the employment in
garment and textiles industries has been
adversely affected in the 1990s by trade
policies. Liu (2001) analyzes poverty
and inequality of Vietnam using the
Vietnam Living Standards Surveys
(VLSS) 1992-93 and 1997-98. While
Vietnam achieved a very rapid poverty
reduction before the US bilateral trade
agreement or WTO accessions, rural
areas have lagged behind urban areas
and overall inequality has increased
slightly. Decomposition of inequality
measures shows that urban-rural and
regional differences have been the major
source of rising national inequality over
time.

Indeed, not everyone in Vietnam has
benefited from the broad improvement




in living standards, as indicated by
results such as Litchfield and Justino
(2004). Using the VLSS datasets, their
regression model of the change in
consumption suggests that there are
large  differences in  household
performance in different regions.
Glewwe et al. (2002) also reported
similar findings using the VLSS
datasets.

One of the factors that significantly
affected the probability of escaping
poverty during the 1990s was location.
Urban  households, as well as
households in the Red River Delta and
the South East, had a higher probability
of escaping poverty.

1See Thanh (2005) for further
discussion on the process and progress
of Vietnam’s efforts to become a WTO
member.

Tarp et al. (2002) appraise the
consequences of Vietnam’s shifting
import and export patterns and argue
that trade and other reforms will not
realize their full potential for all
Vietnamese households in the absence
of  deliberately  corrective  fiscal
measures. Further, Le and Winters
(2001) argue that there is an imbalance
between aid which promotes economic
growth and aid which directly targets
the poor. They also argue that aid is not
regionally directed in a manner
conducive to poverty alleviation and is
urban-biased.




All of the above observations motivate
us to examine the spatial dimension of
trade policy incidence and its
implications for poverty. Changes in the
spatial distribution of poverty have
some practical importance as well,
because such changes alter the efficient
geographical targeting scheme.
However, previous studies gave little
guidance about how to shift resources in
response to a changing macroeconomic
environment. In this study, we show
which part of the country is least likely
to benefit from trade liberalization. In
addition to contributing evidence from
Vietnam to the more general debate on
globalization and poverty, these results
provide guidance for those policymakers
who want to formulate geographic
targeting policies for poverty reduction.

3. DATA AND MEASUREMENT

We combine four different data sets in
this study. First, the information
required is a socioeconomic data set.
We use the VLSS 1997-98 data set,
which contains a wide array of
microeconomic data, such as
information on housing, employment,
household enterprises, income and asset
holdings. The survey was conducted by
Vietnam’s General Statistical Office
(GSO). The United Nations
Development Programme (UNDP) and
the Swedish International Development
Agency (SIDA) provided financial
assistance whereas the World Bank




provided technical assistance. The
sample of VLSS 1997-98 is nationally
representative and stratified into two
groups representing urban and rural
areas. The number of households in the
sample is 4270 in rural areas and 1730
in urban areas (World Bank, 2001).

Second, we used the 1999 Population
and Housing Census. The census was
carried out by the GSO with financial
and technical support from the United
Nations Population Fund and UNDP.
The census data set contains individual-
level information such as age, sex,
education and occupation as well as
household-level information such as
housing  characteristics and  asset
holdings. It also contains  the
employment status of each individual.
We used a 33 percent sample of the
census, which contains records for every
third household organized by an
administrative  unit.  The  sample
selection was made by GSO. The
sample includes 5,553,811 households
and 25,447,457 individuals.

Third, we wuse a compilation of
geographic variables. These include
elevation, precipitation, soil quality,
sunshine duration and access to cities.
Some of the variables are based on
remotely sensed data, while others are
mean values from community-level
data. The geographic variables can be
merged into the census and the survey
by the administrative codes.

Finally, we wuse the 2000 Social




Accounting Matrix (SAM) for Vietnam
as a core building block of the CGE
model, representing 97 production
activities and commaodities, 13 factors of
production (labor  and capital), 5
household types, and 94 international
trading partners. The aggregated version
of SAM includes aggregate wage
incomes for eight labor segments
defined by male/female,
skilled/unskilled and urban/rural. It also
includes the non-wage household
incomes for urban and rural areas.

Let us now briefly discuss the
measurement of poverty. In the standard
analysis of socioeconomic survey data
such as the VLSS, poor people are
defined as those living in households
whose per capita consumption is below
the poverty line. Consumption has
several advantages over other income
measures and proxies. First, it is a
money metric measure and easy to
interpret. Second, it does not vary in the
short run, unlike income. Despite these
advantages of consumption, however,
we use the per capita income measure
for the household. This is because we
need to aggregate the information in the
VLSS data set in a way that is consistent
with the SAM and to allow the
individuals in the microsimulation to
switch their employment status. We
shall come back to the details of this
point in the next section.

To calculate the income measures, we
first identified the employment status of
all the individuals in the potential labor




force. We regarded individuals aged
between 15 and 64 who are not students
or invalid as being part of the potential
labor force. We then classified those in
the potential labor force into the
following three categories: 1) wage
earners, 2) self-employed and 3) not-
working. Wage earners are those who
earn any wage income and do not
engage in the household enterprise. Self-
employed people are those who engage
in at least one of their household
enterprises. All the other people are
defined as not-working. Employment
status is available in both the census and
survey data sets.

We calculated wage incomes for wage-
earners and non-wage household
incomes for all the households on the
annual basis using the VLSS data set.
To  find the non-wage household
income, we calculated the sum of
incomes  from  each  household
enterprise, asset incomes and transfers.
We summed all the wage incomes in the
household and the non-wage household
income, and divided by the household
size to arrive at the per capita income
measure. To remove the seasonal and
regional price variations, we apply the
same price deflator as the one used to
calculate consumption poverty. It is
useful to look at how income and
consumption measures differ. Table 1
provides some summary statistics for
the per capita consumption and income
measures. The national-level mean of
the per capita consumption is about 13
percent lower than the corresponding




figure for the per capita income, while
the standard deviation for the
consumption is about half as that for the
income.

[Table 1 about here]

The comparison of column 1 and
column 5 gives the differences in mean
per capita income and consumption at
the regional level, at which the VLSS is
representative.  The  number  of
households and population share of each
region are reported in Column 9 and
Column 10. At the regional level,
income and consumption exhibit a very
similar pattern and their correlation is
higher than 0.98. Even at the individual
level, the correlation is as high as 0.64.

We can also compare the consumption-
based poverty (P§) and income-based
poverty (P3) measures. To make the
consumption-based and income-based
poverty measures comparable, we set
the poverty line so that they have the
same poverty rates of 37.4 percent (see
World Bank, 2001). We set the poverty
line at VND 3,452.06 per day per
capita.?

The poverty rates are identical by
construction, but there may be regional
differences. This can be checked by
looking at Columns 3 and 7. It turns out
that the spatial distributions of income
and consumption poverty are reasonably
close, though there are two notable
differences. First, in the Red River




Delta, the income poverty is much
higher than the consumption poverty.
On the other hand, in Mekong River, the
consumption poverty is much higher
than the income poverty rate. Overall,
income and consumption measures
show a similar pattern of spatial
distribution, though income measure is
on average a much noisier measure than
consumption.































Taking the average and standard deviation
across simulations, we arrive at the point
estimate of poverty rate for province p and
its associated standard error. The aggregate
welfare estimates derived in this manner
serve as the baseline information for each
province or any geographic units. We shall
refer to the poverty estimates before the
trade liberalization created in this way as
the ex ante poverty estimates.

The next step is to simulate how much
change would occur across different sectors
of the economy. As with Bourguignon et al.
(2005), we need to find error terms for each
survey record. It is straightforward to find
/uhi and rjh, because they are just the
observed value minus the predicted value.
When the wage data is missing, u is drawn
from the normal distribution. We also draw
uWt, ushi and Hnhi from a Gumbel
distributionin a way consistent with the
observed employment status. Therefore,
combining Eq(1)- Eq(4) and Eq(5)-Eq(8) ,
we have the following relationship:

The macroeconomic CGE provides us with
aggregate wage and non-wage household
incomes in each segment of the economy,
as well as the aggregate labor supply from
wage-earners and self-employed
individuals. In other words, we obtain
aggregate macroeconomic account after the
trade liberalization, which we shall denote
with tilde (e.g. WGIi). To maintain the
consistency between the left-hand-side and
the right- hand-side of the system of




equations above, we need to change at least
one of the parameters in each equation.
Following the method outlined by
Bourguignon et al. (2005), we assume that
the macroeconomic changes are channelled
through the intercepts in the above
equations. Bourguignon et al. (2005) show
that this assumption implies a neutrality of
the change with regard to individual or
household characteristics.

For example, the ratio of wages in the same
labor segment will not be altered before
and after the trade liberalization. Similarly,
the relative change in the probability that
an individual has a certain occupation
depends only on the initial ex ante
probability of the various occupational
choices, and not on individual
characteristics. The problem we face is
therefore equivalent to solving for the
adjustment coefficients Ha, HY, Ha- and
Has, which are the difference in ex ante and
ex post intercepts, in the following
equations:

After finding the adjustment coefficients,
we can again impute individual wage
income, the ‘utility’ of each individual, and
the non-wage household income. This time,
however, we include the adjustment
coefficients. For example, we replace alr)
by Ha, +a,r) in Eq(11). It should be noted
by that the ex post employment status may
be different from the observed ex ante
employment status, which in turn affects
the non-wage household income. Once we
have individual wage income and non-
wage household income, we can calculate
the per capita income for each census
household as well as the poverty status in
each round of the simulation. By




aggregating geographically, we can obtain
the poverty estimates after trade
liberalization, or the ex post poverty
estimates.

3 RESULTS
3.1 Macroeconomic CGE

For economy-wide analysis, a
macroeconomic CGE for Vietnam was
calibrated to the new 2000 Vietnam SAM
for a ‘business as usual’ baseline. This
reference scenario was then wused to
evaluate comparative static experiments
provided by GTAP global liberalization
results. To implement the latter, we
obtained data from GTAP on induced price
and external demand changes for the
purpose of re-calibrating Vietnamese
exports against downward sloping external
demand functions. Finally, we assume the
so-called  Hertel-Keeney  medium-run
closure. That is, all factors are fully
employed before and after experiments,
labor and capital are mobile across sectors,
but we maintain a specific factor (land) in
agriculture. There is no imperfect
competition or economies of scale or
dynamic gains from trade (Hertel, 1997).

In this paper, we compare three
counterfactual scenarios to the baseline,
which we call Unilateral Liberalization
(UL), Full Liberalization (FL) and Doha
Special and  Differential  Treatment
(DSDT). The baseline scenario corresponds
to the ex ante case. In the UL scenario, we
assume that Vietnam’s last offer to the
WTO is accepted, the country joins the
organization. We assume that Vietnam
removes all import tariffs and export
subsidies. However, Vietnam’s trading




partners maintain baseline protection levels
with respect to this country and all others.
In this case, the benefits of fuller
participation in the international economy
are severely limited by Vietnam’s inability
to penetrate new markets, and the gains of
domestic price reform have more limited
impact on the growth of income.

The FL scenario includes the same external
policy, but embeds this into a larger
agenda. This scenario is calibrated to
protection rates from the Vietnamese WTO
offer, but further assumes that Vietnamese
export prices and demand patterns shift
according to consensus estimates for a FL
scenario obtained using the GTAP global
trade database and model. This scenario
would greatly expand export opportunities
for Vietnam, allowing it to take fuller
advantage of efficiency gains arising from
border price reforms. In the DSDT
scenario, we also assume that Vietnam
removes all exports subsidies, but it
preserves the Special and Differential
Treatment of developing countries. As
such, domestic support and tariffs are
reduced but not eliminated.

Aggregate comparative static results for
these counterfactuals are presented in Table
2. In terms of aggregate growth, these
scenarios are generally consistent with
intuition. In particular, FL is the biggest
stimulus to Vietnam, followed by UL and
DSDT.

Real GDP rises moderately under UL and
FL scenarios, but slightly declines under
DSDT scenario. FL also brings about a
higher level of real consumption than UL
and DSDT do. This is not only a result of
greater trade stimulus but also a result of
improved terms of trade. At the other
extreme, removing export support in the
DSDT scenario induces an adverse terms of




trade effect, making Viet Nam exporters
less competitive and more than offsetting
efficiency gains from tariff removal. Given
existing distortions elsewhere in the trading
system, a piecemeal approach like DSDT
would be inferior to even the status quo.
[Table 2 about here]

Our CGE results show that textiles,
technology, and machinery sectors expand
significantly, accompanied by construction,
and trade and transport services, while the
agricultural sector remains prominent as
shown in Table 3. More fundamentally,
these results begin to reveal the
mechanisms by which external
liberalization can affect poverty and
inequality in  Vietnam. Like many
developing countries, Vietnam’s poor
majority are farmers living at or near the
subsistence level. Their assets are generally
limited to labor, small land holdings of
uncertain quality and livestock. In the
Asian context, external liberalization has
generally provided the most direct growth
impetus to urban populations through
expansion of light, intermediate, and heavy
industrial activities. The majority of the
rural poor have two channels by which they
can participate in urban based growth,
migration and marketing of food products.
The comparative static model used here
does not model the former, so we confine
our attention to changing income
opportunities.

The sectoral results of Table 3 presage our
subsequent poverty analysis. The most
important difference between the scenarios
in this context has to do with food prices
and domestic output responses.

Under the UL scenario, food prices are




suppressed by import liberalization and
farmers suffer directly and indirectly. In the
case of FL, all primary food prices rise and
farm  output and income respond
accordingly. Clearly, a low-income
agrarian country like Vietnam needs to see
significant agricultural returns from any
multi-lateral trade agreement, if its poor
rural majority is to benefit in the short or
medium term.

[Table 3 about here]

3.2  Changes in poverty rates after trade
liberalization

As noted in the previous section, our
analysis starts by looking at the spatial
distribution of poverty under the Baseline
(ex ante) scenario. We estimated relevant
parameters in Eq(5)-Eq(8) using the VLSS
data set.

For Eq(5), we simply ran OLS for each
wage-earner of the eight labor segments to
find coefficients. The R2 statistic varied
from 0.24 to 0.42, depending on the labor
segment. For Eq(6), we ran OLS of
logarithmic non-wage income for urban
and rural areas, capturing about 35 percent
and 38 percent of variations. There are
about 1.2 percent of households without
any non-wage income, and they were
excluded from the estimation. Multinomial
logit regressions were run to estimate Eq(7)
and Eq(8) for each labor segment.

We were able to predict 73 percent of the
individuals correctly after applying the
relevant weights. Detailed estimation
results are reported in the Appendix.




The macroeconomic CGE results also gives
us the aggregate wage income for each
combination of skilled/unskilled,
male/female and urban/rural as well as the
non-wage income for rural and urban
households. This allows us to calculate the
adjustment coefficients by solving Eq(13)-
Eq(16). The adjustment coefficients for
each scenario are also reported in the
Appendix.

We first imputed the household income for
each census record for each round of the
Monte-Carlo simulation without applying
the adjustment coefficients. We then
calculated poverty rates for each province
using Eq(12) and plotted them on a map as
shown in Figure 1, which we shall call the
baseline map. The maximum, minimum
and average standard errors for the
provincial-level estimate of poverty rate
were 11.6 percent, 0.4 percent and 2.1
percent, respectively. Thus, while there are
a few provinces with quite high levels of
standard errors, provincial-level estimates
are on average accurate enough to justify
this presentation.

To see how our estimates correspond to
others in the literature, we first calculated
the poverty rate for Vietnam. The point
estimate and its associated standard error
were 34.6 percent and 0.7 percent,
respectively. The difference between this
estimate and the survey-only estimate is not
significant. However, the gap is not as
small as one would usually find in the
standard small-area estimation. This is
possibly because we need to estimate many
more equations than the standard method.

We also plotted the provincial-level
estimates of our income poverty rates
against the provincial-level consumption
poverty rates calculated by Minot et al.




(2003). There is a moderately strong
correlation between the two measures with
the correlation coefficient of 0.4. Overall,
our baseline estimates of poverty seem
reasonable.

In order to see how income poverty
changes after Vietnam’s accession to the
WTO under various scenarios, we applied
the adjustment coefficients and re-
calculated the household income for each
census household and for each scenario.
Then, we recalculated the poverty rates for
each province. This yields ex post estimates
of poverty. The ex post estimates of
poverty in Vietnam has decreased by 0.8
percent and 6.8 percent under the UL and
FL scenarios respectively. However, under
the DSDT scenarios, the national poverty
rate increased by 0.6 percent. Again, we
see that the FL helps reduce poverty most.
We also looked at changes in poverty rates
at the provincial-level. Figure 3 shows the
spatial incidence of trade policy under the
UL scenario. Figure 4 and Figure 5 are for
the FL and DSDT scenarios respectively. In
each map, lighter colours represent higher
levels of improvement or lower levels of
aggravation in terms of the provincial-level
poverty rate. In other words, the lighter
colours get relatively more beneficial
impacts from trade liberalization.

Three salient points deserve emphasis here.
First, the magnitude of the impact of trade
policy on poverty can vary quite
substantially across the country. Under the
FL scenario, one province achieves 14.3
percent lower headcount poverty, while
another province only achieves 2.4 percent
reduction. This difference is adducible to
differences in the initial distribution of
income, as well as heterogeneity in the
composition of households and individuals.




Under the UL and DSDT scenarios, spatial
differences in absolute terms are much
smaller because the changes in aggregates
are also smaller.

Figure 2: Scatter plot for provincial-level
income poverty vs consumption poverty

Second, the trade liberalization appears to
be consistent with poverty reduction
overall. The correlations between the ex
ante poverty rates and the changes in
poverty after trade liberalization at the
provincial level are -0.26, -0.71 and -0.60
for the UL, FL and DSDT scenarios. This
suggests that the FL scenario not only
achieves the largest poverty reduction
among all the scenarios, but helps the most
impoverished areas. This point may be
more clearly seen from Figure 6. It plots
the ex ante poverty rate against the change
in poverty rate under the FL scenario. It
shows that the reductions in poverty rate
are generally higher for the areas that are
poor ex ante. On the other hand, the change
in poverty rates varies substantially among
the provinces with similar ex ante poverty
rates.

Change in Poverty Rate (Numbec of
Pnnvincei)

Change In Poverty Flat* (NLmbff of
PKJVWKCS)

Figure 6. Ex ante poverty rate versus
reduction in poverty rate at the provincial
level (n=61).

So far, we have ignored changes in the
consumer prices. To account for this, we
divided the poverty line by the ex post
consumer price index. This treatment is
rudimentary because we cannot capture
potential differences in the changes in
consumer prices across the country.




However, we can estimate the magnitude of
price effects in aggregate terms. If we
account the changes in the consumer prices,
there will be additional real benefits of 1.4
percent and 0.3 percent for the UL and FL
scenarios in poverty reduction. Under the
DSDT scenario, the increase in poverty rate
will be reduced to just 0.4 percent.

4 CONCLUSION

This study explored the spatial dimension
of poverty associated with Vietnam’s
accession to the WTO. While Vietnam as a
whole is likely to benefit from the
accession, the degree and spatial
composition of poverty reduction across the
country is more ambiguous. The main
constraint in this context is estimating the
spatial incidence of structural adjustments
arising from trade liberalization. By
combining the integrated microsimulation-
CGE model with the small area estimation
technique, we were able to overcome this
constraint.

Our simulation results show that aggregate
poverty will decrease when Vietnam
removes all import tariffs and export
subsidies. The amount of improvement will
be even larger when other countries also
remove tariffs against  Vietnamese
products. On the other hand, the DSDT
scenario leads to a slight increase in
poverty.

As Figures 3-5 show, the impacts of
Vietnam’s accession to the WTO are
spatially heterogeneous. The heterogeneity
is particularly large under the FL scenario.
Our study suggests that poor provinces in
the northwestern regions may benefit little
from trade liberalization. This is of concern
from the view point of spatial equity within

4 KET LUAN

Nghién ctu nay da tim hiéu sy phan bd
khéng gian (phan bé theo vi tri dia ly) cua
d6i nghéo gan véi su kién Viét Nam gia
nhap WTO. Trong khi véi tu cach la mot
tong thé, Viét Nam c6 thé duoc huong loi
tr viéc gia nhap, miac d6 va pham vi tac
dong cua xoa doéi giam ngheo trén toan
qUOc con nhiéu mo ho. Trong bdi canh nay,
diéu can thiét 1a phai danh gia duoc pham
vi tic dong cua viéc didu chinh cu trdc
phat sinh tir qué trinh tu do hoa thuong
mai. Bing cach két hop md hinh CGE tich
hop vi md phong vdéi phuong phap udc
lwong trén dién hep, ching tdi cé thé khic
phuc dugc kho khan nay.

Cac két qua md phong cua ching téi cho
thdy rang tinh trang déi nghéo ndi chung s&
giam khi Viét Nam loai bo thué nhap khau
va tro cAp xuat khau. Muc d6 cai thién s&
rd rang hon khi cac quéc gia khac ciing loai
bo thué quan ddi véi cac san pham cua Viét
Nam. Mat khac, phuong an DSDT lam
nghéo doi tang nhe.

Nhu chung ta thay trong hinh 3-5, tac dong
cua viéc Viét Nam gia nhap WTO khong
ddng nhat vé mat khéng gian. Hiéu tng nay
cang thé hién rd trong phuong an FL.
Nghién ciiu ciia chdng toi cho thay céc khu
vuc nghéo & viing Tay Bac co thé it dugc
huong lgi tir tu do hoa thwong mai. Van dé
ndy rat dang quan tam néu xét tr goc do




the country. Further, spatial heterogeneity
in poverty reduction affects the efficiency
of the targeting policies.

Thus, our estimates provide guidance for
policy-makers to develop efficient targeting
policies that complement trade
liberalization policies. Such policies would
conserve public resources and prevents
poor areas from lagging further behind
national growth.

Of course, policy application of the
modeling exercise must be done with great
caution as modeling necessariliy involves
abstraction and  simplification.  For
example, the SAE method requires the
stability of parameter values in the sense
that the relationship between the left-hand-
side variables and right-hand-side variables
holds before and after the trade
liberalization. The CGE model requires a
number of simplifying assumptions about
the interaction of various economic sectors.
Further, our estimates do not take into
account impacts other than trade
liberalization policies. Given these, our
estimates should not be the sole basis for
choosing the target areas. Instead, policy
makers could use our estimates as initial
search points to determine the target areas.

The method we developed in this study has
relevance to many other economic policy
Issues.

For example, we can simulate the spatial
incidence of exogenous price shocks or
hypothetical taxes and other fiscal
instruments.  While the amount of
computation and data requirements (survey,
census, and social accounting matrix) may
be significant, there are many countries that
already possess such resources. Geographic

phan bo déu vé khdng gian trong ca nudc.
Hon nita, tinh khong dong nhat vé mat
khdng gian trong x6a doi giam ngheo anh
huong dén hiéu qua cua cac chinh sach
muc tiéu. Vi thé, wdc tinh cua chdng toi
dua ra huéng dan cho cac nha hoach dinh
chinh sach phat trién cac chinh sach muc
tiéu hiéu qua ho tro cho chinh séch ty do
hoa thuong mai. Chinh sach nhu vay sé bao
tdn cac ngudn tai nguyén chung va ngin
chan cac khu vuc nghéo tut hau xa hon so
VGi mic tang truong toan quéc.

Tat nhién, viéc 4p dung chinh sach khi
thuc thi md hinh phai dugc hoach dinh hét
sic than trong Vi viéc thiét 1ap md hinh
litn quan dén thao tac triru tuong hoa va
don gian hda. Vi dy, phuong phap SAE doi
hoi sy 6n dinh cua cac gia tri tham sb, cd
nghia 12 mdi quan hé gitra cac bién cua vé
trai va vé phai gitt nguyén truéc va sau tu
do hoa thuong mai. M6 hinh CGE doi hoi
phai don gian hoéa cac gia thuyét vé su
tuong tac ctia cac thanh phan kinh té khac
nhau. Hon nita, cac udc tinh cua chung toi
khong tinh dén cac tac dong nao khac ngoai
cac chinh sach tu do hoéa thuong mai. Du
vay, cac udc tinh cua ching toi khdng phai
1a co s& duy nhat dé lwa chon cac khu vuc
muc tiéu. Thay vao d6, cac nha hoach dinh
chinh sach c¢6 thé sir dung céc udc tinh cua
ching t6i nhu diém tim kiém ban dau dé
xac dinh cac khu vuc muc tiéu.

Phuong phap chung toi phat trién trong
nghién ciru nay co lién quan dén nhiéu van
dé chinh sach kinh té khéc. Vi dy, ching ta
c6 thé md phong pham vi tic dong cua cac
cl sdc gia ngoai sinh hoac thué gia dinh va
cac cong cu tai chinh khac. Trong khi yéu
cau vé luong tinh toan va dir liéu (khao sat,
théng k& dan sd va ma tran hach toan xa
hoi) kha 16n thi nhiéu qubc gia da co san
c4c thong tin d6. Nham muc tiéu dia ly da
dugc st dung rong rai trong cac nudc dang




targeting is already widely used in
developing countries, but it is often
formulated  independently  of  their

macroeconomic policies. Our method of
combining the integrated microsimulation-
CGE model with small-area estimation
provides an opportunity for linking the two
to achieve a more complete set of
microeconomic  and macroeconomic
objectives.

phét trién, nhung n6 thudng dugc xay dung
doc 1ap véi chinh sach kinh t& vi mo cua
ho. Phuong phap cua ching tdi két hgp mo
hinh CGE tich hop vi md phong véi cac
wdc tinh trén dién hep mé ra co hoi gan két
ca hai nhim dat duoc day du hon cac muc
tiéu kinh té vi mo va vi mo.






