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ABSTRACT

Income diversification has been a special
attention of researchers, especially in
developing country. It is a means to
increase household's income and reduce
ei me volatility of each income source.

Trudc hét, toi mudn gui 161 cam on dén
cac thiy cd & Pai hoc Kinh Té Thanh
Phé Hb Chi Minh va Vién Nghién Cau
X& Hoi Qubc Té (ISS) da cung cip cho
t6i nhitng kién thicc chuy@n mén bé ich
va quy bau trong qua trinh hoc thac si.

Luan van cua téi duoc thiét ké va hoan
thanh vai hd tro nhiét tinh cua cac thay
¢d & Pai Hoc Kinh Té va ISS. T6i mubn
t6 1ong biét on sdu sic dén tién si Ha
Thuc Vien va tien si Tran Tien Khai vé
nhitng y kién dong goép va huéng dan
hitu ich cua cac thay trong qua trinh dinh
hinh hudng nghién ctru. Bac biét, téi xin
cam on tién si Ha Thuc Vien, thay huéng
dan cua toi, luon dong vién toi trong qua
trinh viét luan van. Ngoai ra, toi ciing
mubn gui 101 cam on dén tién si Pham
Khanh Nam, anh Nguyen Van Dung,
nhitng ngudi da chi dan tdi cac van dé ky
thuat trong qué trinh phan tich sé liéu
trong luan van.

Ké dén, t6i muébn bay to long biét on sau
sic dén moi nguoi trong gia dinh toi: cha
me t6i, cha me chdng tdi, cac chi em toi
da thong cam va giap do tbi trong qua
trinh hoc tap. Bic biét, tdi muén giri 10
cam on dén me va me chong toi, nhirng
ngudi da cham soc con toi, giap tdi cod
thé tap trung vao luan van.

Cubi cung, toi muén cam on chéng toi,
anh da luén ¢ bén canh t6i, dong vién va
gitip d& ti trong cudc sdng hang ngay dé
t6i c6 thé danh nhiéu thoi gian hoan
thanh luan van.

TOM TAT

Pa dang hoa thu nhap dang la mét chu
dé khoa hoc dugc cac nha nghién cau
quan tam, dic biét & cac quoc gia dang
phét trién. Pay chinh 1a mot phuong tién
dé tang thu nhap cua cac ho gia dinh va




However, the patterns and income
diversification vary from country to
country and from region region. This
research aims at examining the
determinants of income diversification
among rural households in Vietnam and

the impact of diversification on
household s total income in order to
decide appropriate policy responses.

Based on Vietnam Household Living
standard surveys in 2002, 2004, 2006.
2008 and 2010, the descriptive analysis
on a variety of concepts ol diversification
shows that the diversification in rural
areas is very common and tends to
increase over time. For instance, a
number of income sources among rural
households goes up to from 4.08 in 2002
to 4.28 in 2010. The analysis also
indicates the growing importance of non-
farm activities. Nevertheless, the extent
of diversification is not the same between
the rich and the poor. The poorer tend to
have more income sources than the richer
while the richer is much more diversified
in terms of share of income from non-
farm activities than the poorer. The
econometric analysis uses methods of
Poisson regression in the model of
number ol income sources and 1 obit
regression in the model of SID and NFS.
The regression results show that socio-
economic status and access to formal
financial market both have positive
impact on the number of income sources
pursued by households and the Simpson
index ol diversification.

Interestingly, it is found that the access to
financial markets has negative effect on
the share of non-farm income. The
accessibility of infrastructure is also an
important  determinant of  income
diversification. The evaluation of reverse

giam nguy co bién dong cua ting nguon
thu nhap. Tuy nhién, da dang hoa thu
nhap thay doi theo cac kiéu khac nhau
tly thudc vao tirng qudc gia va ting
viing. Nghién ctru nay nhiam khao sét cac
yéu t6 xac dinh da dang héa thu nhap
trong cac ho gia dinh nong thon Viét
Nam va tac dong cua da dang hoa dén
tong thu nhap cua ho gia dinh dé dua ra
nhtrng chinh sach tng pho phu hop. Dua
trén cac Khao Sat Muc Séng Ho Gia
binh Viét Nam vao cac nam 2002, 2004,
2006. 2008 va 2010, sir dung phan tich
mo6 ta trén mot loat cac khai niém da
dang hoa khac nhau, ching ta sé& thiy da
dang hoa rat phd bién & khu vuc ndng
thon va c6 xu hudng tang theo thoi gian.
Chang han, s6 ngudn thu nhap cua cac
ho gia dinh nong thon tang tr 4.08 vao
nam 2002 dén 4.28 vao nam 2010. Phan
tich cling cho thdy céc hoat dong phi
nong nghiép ngay cang dong vai trdo quan
trong. Tuy nhién, mic d6 da dang hoa
khac nhau gitra cac ho giau va ngheo.
Cac ho nghéo thudng ¢ nhiéu ngudn thu
nhap hon cac ho giau, trong khi cac ho
giau coO ty trong hoat dong phi néng
nghiép l6n hon cac ho ngheo. Phan tich
kinh té luong st dung cac phuong phép
hoi quy Poisson trong md hinh s ngudn
thu nhap va hoi quy Tobit trong md hinh
SID va NFS. Cac két qua hoi quy cho
thay tinh trang kinh té x& hoi va kha
nang tiép can thi trudng tai chinh chinh
thirc ¢6 anh huong tich cuc dén s nguon
thu nhap mong mudn cua cac ho gia dinh
va chi sé da dang hoa Simpson.

Piéu tha vi 13, cac nha nghién ctu phét
hién ra ring kha ning tiép can thi truong
tai chinh c¢6 anh huong tiéu cuc dén ty
trong thu nhap phi ndng nghiép. Kha
nang tiép can co so ha ting ciing 13 mot
yéu t6 xac dinh quan trong da dang hoa




impact of diversification on household’s
total income confirms that all of the three
indicators of income diversification: a
number of income source, share of non-
fan, income and Simpson index of
diversity have positive impact on
household's total income. It implies that
households try to increase their income
by pursuing multiple income strategy,
expanding their income generating out of
agricultural activities and maintaining the
balance among  different  income
activities.

CHAPTER 1 INTRODUCTION

1.1  Problem Statement

Income diversification among rural
household in developing countries has
called tor substantial attention of scholars
in development economics. It is referred
to the allocation of resources among
different income generating activities,
both on-farm and off-farm, according to
Abdulai and Crolerees (2001). I here are
several motives for households to
diversify  their income  sources.
Households tend to carry out the income
diversification because of the need to
manage risks, to secure a smooth flow of
income, to allocate the surplus labor or to
respond to different kinds of market
failures such as insurance and credit
market imperfection (Ellis, 1998).

Given the potential role of income
diversification in stabilizing income and
alleviating rural poverty, governments in
several  developing  countries are
increasingly interested in promoting
diversification. And Vietnam with more
than 70% of the population lives in rural
areas is not an exception. Since 1986. the
Government has implemented various
policies with an aim to developing multi-

thu nhap. Viéc danh gia tac dong nguoc
cia da dang hoa thu nhap dén tong thu
nhap cta ho gia dinh cho thiy, ca ba yéu
t56 chi bao da dang hdéa thu nhap (sd
ngudn thu nhap, ty trong thu nhap phi
ndng nghiép, va chi sé6 da dang hoa
Simpson) déu c6 anh hudng tich cuc dén
téng thu nhap cua ho gia dinh. Diéu nay
noi 1én rang cac ho gia dinh c6 gang ting
thu nhap bang nhiéu chién lugc thu nhap,
mo rong ra khoi cac hoat dong nong
nghiép va duy tri can bang gitra cac hoat
dong thu nhap khac nhau.




sector economy, renovating the economic
structure and stabilizing the social
economic environment including
improving people’s living standards and
opening the country’s cconomy to the rest
of the world. For rural development,
some specific objectives raised are to
create more jobs, to raise agricultural and
rural industry-related income, and to
develop services and off- farm activities.
In other words, these policies arc
designed to directly or indirectly
stimulate the process of income
diversification in Vietnam in general and
in rural areas in particular. With the
nation-wide renovation, Vietnam has
gained some remarkable achievements in
economic development and poverty
reduction, with the annual economic
growth rate of 6-8 percent since the early
1990 and the poverty rate falling from
58% in 1993, 29% in 2002. 15.5% in
2006 to 14.5% in 2008 and 14.23% in
2010 (GSO). Part of income growth and
poverty reduction is undoubtedly due to
diversification among households both
into higher value crops and into non-crop
activities such as livestock raising, and
non-farm activities.

Though income diversification plays such
an important role in the early stage of
rural transformation, the patterns of rural
incomc diversification may vary across
countries and regions (Ellis, 1998).
Hence, it is necessary to identify the
determinants of income diversification of
specific countries and regions as it helps
government have appropriate policy
response to support the rural areas. While
there are very few empirical studies about
the income diversification issue in
Vietnam, the research on the impact of




diversification on household income is
even rarer. Based on the empirical studies
and data from Vietnam Household Living
Standards Survey 2008 (VHLSS 2008),
this paper is aimed at determining the
factors that affect the ability to carry out
income diversification among households
in rural Vietham and to measure the
impacts of diversification on household
incomes.

1.2  Research objectives

The paper is to investigate determinants
of income  diversification  among
households in rural areas of Vietnam, and
measure the difference in the level of
impact of these factors among economic
and geographical regions. This paper also
aims at examining the reverse effects of
incomc diversification on the household
income.

1.3 Research questions

Specifically, the paper tries to address the
following questions:

- What are the determinants of income
diversification in rural Vietnam at
household level?

How docs the level of income
diversification differ among rural regions
within Vietnam?

What are the impacts of diversification on
household income?

The thesis is organized into 5 chapters .
After the introductory Chapter, Chapter 2
is literature review, including the review
of theoretical framework and the previous
studies of income diversification in
developing countries. Chapter 3 describes
the data source and methodologies used
to analyze the data. Determinants and
impacts of income diversification are
analyzed economically in Chapter 4.




Chapter 5 summarizes the results found,
draws some conclusion related and
discusses some policy recommendations.

CHAPTER 2

LITERATURE REVIEW

Concepts and measures of income
diversification

Income  diversification  has  been
employed by households as one of the
strategies to minimize the income
variability and ensure a minimum level of
income. Lmpirical studies commonly
based on five different indicators of
income diversification for their analysis,
each of which is discusscd in details as
bellows:

The first definition is possibly the
simplest one that diversification is
referred to the increase in the number of
income sources of households (Minot et
al. 2006). Accordingly, households with
more income sources are considered to be
more diversified and the more number of
sources a household has over time, the
greater the increase in diversification that
household pursue over that time period.
This indicator is simple to measure and
understand. However, it only focuses on
the number of sources with equal
treatment among every income source but
not taking into the consideration its
importance to the total income of
household.

The second approach is introduced to
overcome the weakness of the previous
measure. This indicator takes into account
not only the number of income sources
but also the contribution of each source to
total household income. With this
concept, income diversification s
referred to the process that households try
to increase the number of sources and
also gain a greater balance among the




income sources in their portfolio (Ellis
2000, Minot et al. 2006). Follo,,i,,8 this
concept, Sch.warze and Zclle, (2005)
used the Shannon equitabili.y index,
which increases with ,he number of
imcomc sonr.es and ,hc,, evenness .0
analyze the incomc di.ersif,cation among
honsehold in Indonesia

K 'nvcrse Herfindahl index is employed
by Babatunde and Qaim (2009) in
examining the patterns of income
diversification in Nigeria.

The third measure is related to nonlarm
employment. It is defined as a process
rural households increase their income
from the non-farm sector (Barrett and
Reardon 2001, Barrett et al. 2001). This
concept is most commonly used in the
form of the percentage of income from
non-farm activities in total households’
income by a number of authors including
Ellis (2000). Abdulai and CroleRees
(2001) and Minot et al. (2006).

The fourth definition is referred to the
switch of subsistence production to
commercialization production. The three
basic measures often used to define this
type of diversification are crop
diversification, agricultural
commercialization and income
commercialization. Crop diversification
refers to the proportion of crop
production that is sold or bartered. The
agricultural commercialization is defined
as the share of agricultural output that is
sold or Dbartered. The income
commercialization is measured by the
proportion of gross income from the cash
income.

Finally, incomc diversification is defined
by Minot et al. (2006) as "the process of




switching  from low-valuc  crop
production to high-value crops, livestock,
and non-farm activities”. Some measures
of this type of diversification are: the
share of high value crops, the proportion
of incomc from non-crop activities and
the share of income from non-farm
activities.

Within the scope of this study, we employ
the first four concepts in the analysis of
income  diversification, which arc
discussed in details in the descriptive
analysis. In the econometric analysis part,
we only take into consideration three
indicators of diversification: number of
income sources. Simpson index of
diversity, and the share of non-farm
income in total household s income.

2.2 Theoretical framework

This study bases on the concept of
Sustainable  Livelihood  Framework.
According to lan Scoones (1998), the
concept ‘Sustainable Rural Livelihood’
has become increasingly important in the
debates about rural development and
poverty reduction. This term relates to a
wide range of issues and its definition has
been proposed and modified several times
since 1992 when it was first introduced
by Brundtland Commission on
Environment and Development. Among
these definitions, IDS's definition is
somewhat a modified one of Sustainable
Livelihood as follows:

A livelihood comprises the capabilities,
assets (including both material and social
resources) and activities required for a
means of living. A livelihood is
sustainable when it can cope with and
recover from stresses and shocks,
maintain or enhance its capabilities and
assets, while not undermining the natural




resource base. ”

Under the Sustainable Livelihood
Framework, people are put at the centre
of a wvariety of factors with inter-
relationship that influence them to create
livelihoods. Among these factors, the
livelihood assets that they can access to
and use play a very important role. These
assets include natural capital, physical
capital, human capital, social capital and
financial capital. However, the extent to
which they can access these assets is
strongly impacted by their contexts in the
form of trends (for instance, economic,
political) or shocks (for example, natural
disasters). Moreover, other social,
institutional and political environments
all have certain effects on the ways
people use their assets to achieve their
goals, which are known as livelihood
strategics. Livelihood diversification is
one of the strategies that enable
households to increase their income,
minimize the income fluctuations, hence
improve their livelihood.

Figure 1. The Sustainable Livelihood
Framework (Scoones 1998:4)

2.3 Determinants of income
diversification

Researchers have identified several
reasons why households try to diversify
their income sources. These reasons are
categorized as “demand-pull” factors
versus push-distress laetors (Barrett et al.
2001, Davis 2003, Davis and Bezemer
2003, Ellis 2000). "Pull” factors are ones
that facilitate households to g  vealth
accumulation thanks to competitive
advantages of superior technologies,
skills and endowments. "Push” factors
refer to difficult circumstances that face a
specific household, a group of households
or households within a region such as




weather conditions, policy changes and
failure of credit or insurance markets.
These factors lead the households to
diversify their income sources into non-
farm activities for incomc smoothening
by  pursuing  ‘‘risk  management
strategies” or '"risk coping strategies”
(Reardon et al. 2007). Reardon et all
(2007) also argue that the literature on
income diversification which defines its
determinants in terms of pull and push
factors tend not to place sufficient
importance to the incentives underlying
diversification as well as not enough
attention to household capacity variables.
They introduce another approach,
focusing on the household capacity
variables, defined as capital assets.
According to this approach, the extent of
participation in diversification strategy is
affected by a number of variables
capturing household available capacity
and incentives to undertake that activity.

In line with the sustainable livelihoods
literature, the ability of households to
diversify income highly depends on their
access to the different types of capital. It
explains why households do not have the
same opportunities to participate in non-
farm activities, and hence get less
diversified income (Abdulai, et all,
2001). The capitals as mentioned refer to
a variety of assets that allow households
to take part in farm as well as non-farm
activities,  which  are  commonly
categorized as human, physical, financial,
and social capital.




Capital within Reardon et al (2007)
framework in particular and the
sustainable livelihoods theory in general,
mention no, only household', private
assets but

—,n - -*e - —* household/individual or
nTT dimir*“iOn  “... fe ' Or Vllla8e
lcvel. At household and individual
emographtc characteristics may affect the
decision and ability to y the income
diversification. At the regional or village
level, the physical and institutional
infrastructure plays an important role in
driving the income diversification among
households. Better access to
infrastructure such unication, roads may
help to reduce the cost of acquiring
information, transport and transaction
costs, as well as to enhance the
households’ opportunities of participation
In  non-farm activities (Barrett and
Reardon, 2001; Davis, 2003; Ellis, 2000;
Reardon, et al. 2007).

The impacts of the above types of assets
on household income diversification have
been reflected in empirical studies in
different countries. Barrett. Reardon and
Webb (2001) point out in most of the
research papers on income diversification
that better education has important effects
on non-farm earnings. In studies of
Tanzania, Lanjouw et al. (2001) finds that
a better physical access to markets
increases non-farm earnings. Abdulai and
Crolerees (2001) finds in their study
about the determinants of income
diversification among rural households in
Southern Mali that poorer households




have fewer opportunities in cash - crop
production as well as non crop activities,
leading to their less diversified incomes
in w'hich lack of capital is the major
reason. Studies in other developing
economies also prove for the significance
of these factors. For instance, access to
public assets such as roads, electricity,
water and private assets such as education
and access to credit are also pointed out
as factors that affect the households’
ability and their extent to participate into
income diversification (Escobal 2001;
Babatunde and Qaim 2009).

Regarding to the inflnenee  of
diversification on household livelihoods,
the positive relationship between Income
diversification and household welfare has
been found b, a variety of researches.
Babatunde and Qaim (2009) point out in
a study in Nigeria that income
diversification  has  positive  and
significant impact on total income of
household regardless of the
diversification  measures used. In
Zimbabwe, Ersado (2003) employs the
number of income sources, the share of
nonfarm income, and the Simpson index
as measures of income diversification to
study  the relationship between
diversification and household welfare.
The author finds that in rural areas, richer
households are more diversiticd in
income sources, while the result is in the
opposite way in urban areas. Ersado
(2003) also finds in rural areas with high
variability in rainfall, households tend to
have more number of income sources,




which is in line with the literature that
considers multiple income strategy as a
risk management strategy.

2.4  Previous studies income
diversification in Vietnam

Since 1986, the Vietnam Government
launched a policy called “Doi Moi
(renovation) and has gained some
remarkable achievements in economic
development and poverty reduction.
While there have been several researches
and empirical studies conductcd on the
poverty issues in Vietnam (Glewwe et al.
2004, Minot et al. 2003, UNDP 2004),
only a very few studies focus on the
income  diversification issues. The
available studies only concentrate on
specific regions of Vietnam. For instance,
Minot et al. 2006 places most ot their
research content on the Northern Uplands
of Vietnam while Nghicm (2010) focuses
on the Mekong Delta River.

on

This study follows some part of the
procedures in Minot et al. (2006) to
identify the factors that affect the
participation in income diversification of
households in rural Vietnam. This study
Is different from previous studies in three
aspects. First the scope of study covers
households in rural areas of the whole
country

Phan méi dich

Nhitng phan trong tuong @ng véi nhing
phan thieu so vai ban goc




identify the reverse effect of income
diversification on total income of
households.

CHAPTER 3 DATA AND RESEARCH
METHODOLOGY

3.1 Data

The data used in this paper is derived
from a set of national household surveys,
including five Vietnam Household Living
Standards Surveys (VHLSS) carried out
in 2002, 2004, 2004 ~008 nnH , -UU8
and 2010 with an aim to examine the
changes in income sources and the
contribution of each income source to
households' total income. The sample size
of the dataset of VHLSS 2002. 2004.
2006 and 2010 that is employed in this
study is 22,621; 6,938: 6.882 and 6,753
rural households respectively. In order to
identify the factors influencing the
incomc diversification of households and
study the relationship between income
diversification and the total income of
households, the paper uses the cross -
sectional data set of the VHLSS 2008. It
was conducted nation-wide with a sample
size of 45,945 households (36,756
households in the income survey and
9,189 households surveyed on both
income and expenditure) (GSO, VSI.SS).
As the paper is to examine the income
diversification in rural Vietnam, only
households in rural areas are included in
the research comprising 6.837
households.

3.2 Research methodology

3.2.1 Classification and calculation of
Income sources

According to VHLSS, the income of
household can be obtained Irom two
types of employment, through transfer
and other income. The two types of
employment are wage employment and




self-employment. Wage employment is
divided into farm wage employment and
non-farm wage employment.  Self-
employment includes activities such as
crop, livestock, fishery, forestry which
are grouped as farm self employment and
two kinds of private business, that is
agricultural private business and

' CaS' anc” cear to compute the income
from wage employment, which is the sum
ot annual earnings of household members
in wage as well as bonuses from all the
jobs these members take. The income
from activities such as crop, li\estock.
fishery, forestry, enterprise is the net
revenue from each activity, which is
balance of the total value of production
and the costs of production.

Transfer includes not only private
transfers such as girts and remittances
received by household members during
the past twelve months but also public
transfers, which are the payments from
different kinds of governmental programs
like social subsidy, poverty reduction...
Other income includes pensions, lottery w
innings. interest of savings and loans,
rental incomc. One-off amount of money
such as sale of buildings, vehicles, gold,
etc... is not considered as household
income according to VHLSS.




3.2.2 Indicators of income diversity

As discussed above, there are different
ways to measure incomc diversification.
In this study, the income-based approach
Is deployed, focusing on three aspects of
income diversification: diversification as
multiple income sources, diversification
as the increased importance of non-farm
incomc to household total incomc and
diversification as the  production
commercialization.

Regarding to the diversification as
multiple  sources of incomc. two
indicators are employed for the analysis,
including the number of income sources
(NIS) and the Simpson index of diversity.
NIS. which has been used by Minot et al.
(2006) and Ibrahim et al. (2009) is easy to
measure. However, it is criticized for its
arbitrariness

, Which is the Simpson index of
diversity (SID). By taking into account
not only the number of income sources
but also the proportion of each source to
the total income, the SID allows to
measure the overall diversification of
household income. The SID is employed
by Minot et al. (2006) and Joshi et al.
(2003) to study diversification degree and
Is calculated as follows:

SID - 1 - ~(P:)* where Pi refers to the
incomc share of the income

generating from activity i in total income
of household. If household has only one
source of income, SID is equal to zero,




indicating the perfect specialization. If the
income of household is coming from
many sources, the share of each source in
total income decreases and so does the
sum squared shares, hence SID will
approach the value of 1, indicating that
the household is highly diversified in
income.

To identify the contribution of income
generating from non-farm activities
(including the non-farm wage income and
the non-farm enterprise), the indicator of
non-farm income share (NFS) is
employed. The larger the NFS. the more
diversified the household is. This
indicator reflects the degree households
switch from farm to non-farm activities.

This paper also uses another concept to
examine the income diversification
among households in which
dlvereilication is defined as the process of
switching from subsistence production lo
commercial  production.

3.2.3 The method of analysis




F

The econometric pan will follow ,0
identify the determinants of income
diversification among households and
examine its effects on household's total
income based on the data of the 2008
VHLSS. For the analysis of determinants,
we apply the regression of three measures
of diversification, including NIS, SID,
NFS on a set of independent variables
representing for household’s capital asset.
As the dependent variable is in form of
count data in the NIS model, the Poisson
regression is used. For SID and NFS
measures, the data is censored between
zero and one. hence we employ the Tobit
regression, which are similarly employed
by Escobal (2001) to examine the
determinants of income diversification in
rural Peru. Schwar/e and Zeller (2005) is
another example to use the Tobit model
in similar settings.

In order to analyze the impacts of income
diversification on household’s total
income, the three models are used, in
which the household’s total income is the
dependent variable, and the
diversification measures arc added to the
set of explanatory variables. In order to
avoid the problem of endogeneity, we use
the Instrumental Variables (IV) method m
two stage leas, squares (2SI.S) in the
analysis of the impact of incomc
diversification on household's total
income. Babatunde and Qaim (2009) use
this technique in the similar context in the
analysis in Nigeria.

3.3  Chapter remarks

In short, this study employs the
descriptive and econometric methods to
portrait the tendency ol d,versification
and identify factors that influence income




diversification among households in rural
Vietnam based on data from VHLSS of
2002, 2004, 2006, 2008 and 2010. The
analysis is carried out on three indicators
of diversification: number of income
sources, Simpson index of diversity and
share of income from non-farm activities
with Poisson regression for NIS model
and 1 obit model for SID and NFS
models. In examining the impacts of
diversification on household income, the
instrument variable (IV) - two stage Least
square regression is used in order to avoid
the endogeneity problem.

Contextual analysis of Analysis of
conditions and trends, and
assessment of policy setting

CHAPTER 4 FINDINGS AND
DISCUSSIONS

4.1 Patterns and trends in income
dlve,,iflca,io,,

4.1.1 Diversity of incomc sources

In income source diversity analysis,
following the division of income sources
in VHLSS, household income is divided
in 8 groups: wage, crop, livestock,
fishery, lorestry, enterprise, transfer and
other income. The Table 4.1 below shows
the trends in income diversity among
rural household of the whole country as
well as those of the specific regions by
two measures: number of income sources
and the Simpson index of diversity.
Households in rural area tend to obtain
their income from a variety of sources.
On average, each household has 4.08;
4.35; 4.12; 3.50; 4.28 income sources
according to VHLSS 2002, 2004, 2006,
2008 and 2010 respectively. These
figures reflect a modest increase in the
number of income sources in 2004
compared to 2002 before a gradual




decline in the next two periods in 2006
and 2008. The level of diversity increases
again, with the average number of income
sources goes up from 3.50 in 2008 to 4.28
in 2010. This trend happens to all
geographical and economic regions.

Considering not only the number of
iIncome sources, but also the balance
amone them, the Simpson index of
diversity shows the similar result in
portraying the tendency of income
diversification among rural households in
Vietnam as well as most of its different
regions. According to VHLSS 2002,
2004. 2006, 2008 and 2010, the value of
this index is 0.488; 0.501; 0.484; 0.414;
0.442 respectively.

diverse while SouthTalTs IlllvA™ A >
f°Und *° m°S®., crsc In Inc°mc
sources, as shown by most of indicators
in almost of all vear* ,, years ot surveys.
As North East and North West are t e p
rest regions in Vietnam and Southeast is
most urbanized and least poor, the
phenomenon may be explained that the
poorest households tend to have higher
level ol diversity m income. Similarly,
both indicators N1S and SID ng along
with the level of poverty of households in
every single year showing that poorer
households have a tendency to diversify
their income sources more than the richer
ones. While this contradicts the results by
Abdulai and Crolercs (2001) for Mali, it
IS in consistent with the findings by
Schwarze and Zeller (2005) for rural
Indonesia.

The lact that the income diversification is
higher among poorer than richer
households supports the idea that
diversification is a mean to reduce risks




related to the variation in income from
each source.
4.1.2 Diversification as a shift.

a ~hift to non-farm activities Despite the
dominant imnortan,-,. R f.shcy, fores(ry)
as show. e Ac share of income
dc,ivi,,e from “* m"k'd “ in I arm
activities in total household income over
time, [rom 27.4% in Mm . ™ AA, nn- -
to 30.9/0, 33.0%, 35.6% and 37.1% in
2004. 2006, 2008 and 2010 respectively
Thic m i- <-ly. 1 his indicates the growing
importance of non agricultural scctor, in
line with the gradual structural transition
of the economy. Contributing to the rise
in the share of non-farm income, while
there is a slight decrease in the share of
non-farm enterprise, the proportion of
non-farm wage increases continually and
remarkably from 13.3% in 2002 to reach
24.7/0 in 2010. | he growing importance
of incomc generating from non-
agricultural or non-farm activities to total
household income occurs to all groups of
households from different income
quintile, though it varies in level and
speed. As shown in table

Figure 4. 1. Trends in income
composition of rural households

Source: Analysis of VHLSS 2002, 2004,
2006, 2008 and 2010

4.3, the share of non-farm income in total
income is lower for the poorer than the
richer. According to the VHLSS 2002,
the non-farm income share of the fifth
quintile (the richest) is 40.8% while this
number is only 15.4% among the first
quintile (the poorest). During the period
from 2002 to 2008. all income groups
experience the increase in the share of
income from outside agriculture to reach




23.1%, 35%, 38.9%, 42.6% and 44.8%
respectively for the five groups of income
from the poorest to .he riches.. However,
in 20.0, the poorest group experiences
5.7% decrease in non-farm income sh,,e
17.4%. Similarly, .here ,, 0% in the
amount for the second quintile.

Figure 4. 2 Share of nonfarm income in
total income of rural households

Sowce: Analysis of VHLSS 2002, 2004,
2006, 2008 and 2010
Table 4. 3 Share of non-farm income in
household’s total income by income
quintile across years

4.1.3 Diversification as

commercialization production

As discussed above, diversification ,s also
referred to the transition from production
for  household’s  consumption to
production to sale or bartered. Within this
analysis, we use two indicators: crop




commercialization  and  agricultural
commercialization. Crop
commercialization is represented by the
share of crop output that is sold or
bartered. Agricultural commercialization
relers to the increase in the proportion of
agricultural products (including crops,
livestock products, fish and forest
products) that is sold or bartered. These
two measures indicate the proportion of
cash income in total gross income
deriving from producing crop and
agricultural products.

Table 4.4 shows the two measures of
commercialization of different
geographical regions across years of
survey. Among these regions, North East
has a very small share of crop output that
is sold or bartered, accounting for only
30.6% in 2002 and 24.9% in 2010. The
other areas having relatively low
commercial share of ct»p production
include North Central Coast, North West
and Red River Delta, with jus, 38.7%,
40.2% and 41,4%, respectively, according
,0 VHLSS 2010. On the contrary, the
marketed propottion of crop

Figure 4. 3 Share of output sold or
bartered by region and year

Source: Analysis of VHLSS 2002, 2004,
2006, 2008 and 2010 The southern
regions are even much more market-




oriented, with 81.1%, 73.4% and 89.8%
of the agricultural output being marketed
for Central Highlands. South East and
Mekong River Delta, respectively,
according to VHLSS 2010.

During
commercialization in
increases for all income levels, except for
the lowest income group with a slight
decline of 1.3%. 1 he fifth quintile -
household has the greatest increase of
7.6%, followed by the second quintile

the 2002 2010 period, the
crop  output

with a rise of 5.1%. However, the
commercialization in terms of agricultural
output decreases a little bit for all income
levels in 2010 compared to 2002. This
may be due to the decrease in the price of
animal or fishing products.

4.2  Econometric results and discussion
check xong

1'hc analysis in this section uses the data
of 6,837 households in rural areas out of




9,189 households under the Vietnam
Household Living Standard Survey
(VHLSS) 2008.

In the first part of this section, the
determinants of income diversification
are examined, in which we use three
measures discussed in Chapter 3 as
dependent variables and different
household characteristics as explanatory
variables. Descriptive statistics for the
dependent and independent variables are
shown in table 4.6 below.

Table 4. 6 Descriptive statistics for the
dependent and independent variables

As discussed in the methodology pan, the
Poisson regression is used in the model ol
NIS while | obit is employed in the
models of NFS and SID. In all of these
regressions, the vce(robust) function is
selected to correct for the
heteroscadasticity.

4.2.1 Expected sign of determinants of
income diversification

This section describes the expected
influence of each household characteristic
(explanatory variables) on the three
measures of income diversification (the
dependent variables). The hypotheses are
summarized in | able 4.7

Table 4.7 Hypotheses regarding impact of
independent variables on measures of
income diversification

Compared to ethnic minority households,
Kinh households have more convenient
conditions in joining the economy
because the fact that they are less likely to
encounter barriers of linguistics and
cultures as the other ethnic minorities do.
| hen, they are expected to take more
Income-generating activities as well as
activities outside the agricultural sector.




It is not clear about the way the age of
household head influences diversification
indicators. On the one hand, the older
heads with accumulated experience
facilitates their households to pursue
more  different income  generating
activities.  However, under  some
circumstances, sound experience in a
specific activity my urge households to
focus on that activity rather than to spread
their resources into various activities,
resulting in fewer income sources. lotion
nf assets over time enables them to

and the share of non-farm
income, while the negative relationship is
expected to exist between the dependency
ratio and these two diversification
indicators.

Accessibility to electricity and tap water




allows households to establish self-
employment non-farm enterprises.
Therefore, the two variables are expected
to be positively associated with the non-
farm income share as well as the number
of income sources. | fowever, it is unclear
about the impact of these variables on the
Simpson index of diversity.

Market access variables indicate the
transaction and transportation cost, one of
the important components of operating
costs of enterprises, both in agriculture
sector and outside. This suggests the
negative impact of the household's
distance to a daily market and distance to
a road on both the number of income
sources and the share of income from
non-farm activities. For the same
argument, the variable period that a road
Is passable is positively correlated with
the two indicators of diversification.
Capital which is partly financed by the
formal credit is wvery vital to, the
establishment and  expansion  of
enterprises, especially the ones non-
agriculture sectors.




IS
sig,,inc,,,lly negatively related to the NIS
as per our expectation, it is on the
opposite side for the distance to a daily
market. It means that the further from a
daily market the household live, the more
income sources they pursue, holding
other variables constant. As a matter of
fact, household living far away from daily
markets tend to take part in more income
generating activities, especially the
farming activities such as livestock
raising, crop growing, fishing, ect with a
purpose to meeting their daily
consumption needs.

It is also shown that the access to formal
credit is significantly and positively
associated with the NIS, which means
that the accessibility to formal credit
market allows household to take part in
more  different income  generating
activities.

Comparing to the reference region (the

While the distance to main roads




Red Rtveru j Southeast

roughly

The regression results show r

region has

4.2-3 Determinants of income

<livers,f|catlon ,g.
Similar to the number of income so,.
mPS°n "™dcx of diversity)sources
(NIS) K' h than the minority people in
terms of the balanc ' PC°Ple * 2
diversifled consistent in the 2 models,
indicating C T"® “is number of income
sources and m m m PC°Ple ICnd t0 haVe
fewer sources, due to ,,,c.,rZ .
employment. oA «

Age of household is positively ,nd
signiricam coml>ted * * ” indicating that
the experience and skills accumulated
over time not only allow households to
pursue multiple income sources strategy
as shown in the NIS model, but also to
gain the balance among these sources of
income.

The household headed by male is more
balanced in income than those headed by
female.

Neither  household size nor the
dependency ratio has significant relation
with the SID. It means that there is no
difference among large and small size




households in terms of maintaining the
income balance among various sources,
after controlling other variables.

The significant and negative association
between the availability of tap water and
the SID indicates that household with tap
water is more conc non-farm activities
than that without it.

Ip - statistics

** Q73 22"

Source: Vietnam Househo.d

** Survey (VHLSS) 200B

The regression result in Table 4 9 u
Shows that nn relation between market
access variahi°f Very weak significant
«naoies and the Sin i formal credit is
strongly and positively i COntraSt’
aCCCSS 10

results produced by the other two models:
Nis" N AN A the

that households in rural Vietnam use the
credit to ' A A h10™ rCC°nflrmS

e crcdlt to invest in farm activities such
r*'S,ng "Ves,“k' nshin® « rather 1,
non.r,, onc,

Tabic 4. 9 Determinants of income
diversification (SID) and (NFS)

4.2.4 Determinants of income diversi it-
total income) * nts of the share of
Income generating
This model is to examine the deterini #
[abor and the self- from non-farm
aotivities. including the -onj» ~ A A A
ethnic employment in non-farm entcrprii
points less 'rom IV" 15 78 percem \
minority household head earn
ac,ivi,,«,ha,,,heKi,,hhousehold implies
that the minority have f ' "ldI»8 «hcr
variable jobs, which may be explained
“PPOru»l>ies to accKS ” mountainous
areas whore the co,, dit h. in activities
than non-farm ones A nvenient for tho, ° .




°nes. Age °f M01,, k ‘he
Cultural negattvely assoc,a,od with ,he
no,,.farm ~ h°ld is signify,, and
household hoad compared to female
household!" a*“d 1S “* "* activities. °
Ud In eaming from non-farm
As expected, average education of houu
positively related to the share of non farm
' ‘S Slgnif,cantly a"d  --—-
taow,edge”~r::” in non-farm field, as well
as for establish;™ establishing and
managing household’s own non-farm
enterprises.

Large size households with fewer older
and fewer children members have more
likelihood to diversify their income out of
agricultural activities. In other words, the
more working-age adults the household
has, the larger proportion of income
earning from non-farm activities. This
could be explained that with more
working-age people, a household can
have more labor involve in non-farm
activities due to the decrease in the
marginal return of farm output to the
labor input.

The availability of electricity and tap
water is strongly and positively related to
the share of income from non-farm
activities. Controlling other variables,
household with electricity has higher
share of *.02 percent porn, of non-tan
water is 10.10 percent points.

N # NN and access tO 1 he variables of
market access sue tas  a with the share
of income , -“ifirantlv associated vvitn
main roads are negatively and sig A

transaction and transportation from non-
farm activities. This is dlIL hoUSCholds




living far from roads eosls bom by self-
employment enterp and market centers.
SitnUarly, lho higher share of ,,0,,.farm
° Period ™ a importance of ., llrkct
. aa*°Uiinl,,, «* activities.In
llic share Of ;n *S hlghliShts income frnm
oo [r°m non-farm

It is surprising to note that access t0
fomiai co.ela.ed with the share of
non.fami "* * households living in rural
arcas”™  T™ybe  because 4e "
organizations to invest in agricul,ura]
aclivilies “ fTOn f°™y] financial It is also
shown that comparing to the refcr ” ™"
‘ha"nori'lami ones. after controlling other
variables -ill n.i, ~ <the Red River
De,ta). other regions have lower share of
from non-farm activities, especially the
North Cent IP'$ A «fu OA "~ o ral
Coast> Central Highlands with 20.62
percent points and 67 ,,. .32.67 percent
pomts lower respectively. These two
regions with their own characteristics
facilitating more for farm related
activities than non-farm ones.

One more important note is that the rich
have higher share of their income
generating from non-larm activities than
the poor which is supported by the
econometric results related to the income
quintiles in Table 4.9. The richest group
of households earns 21.60 percent points
more from non-farm activities than the
poorest group, holding other variables
constant. This means that household
economic transformation is closely linked
with income growth and economic
development.




sources as well as the Simpson
index of diversity due to higher
transaction cost and transportation cost.

Access to formal credit enables
households to diversify their income
sources and gain the balance among these
sources. Nevertheless, it has negative
relation with the share of non-farm
income, which suggests that rural




household tend to use the credit investing
into agricultural production like livestock,
fishing and forestry, ect rather than into
non-farm business.

Table 4. 10 Summary of results on
determinants of income diversification

4.2.5 Impact of income diversification on
total income of household check xong

| he second part of this section examines
the impact of diversification on
households' total income by analyzing
three models in which household’s total
income is taken as dependent variable and
diversification indicators are included as
explanatory variables. As mentioned
above, in order to control for the problem
of endogeneity, we use the Instrumental
Variables (IVV) method - two stage least
squares (2SLS). In which, the income
diversification  indicators are  the
endogenous variables and instruments for
them include education, access to formal
credit and the household size. These
variables influence the housechold’s total
income through their impacts on the
income diversification. The three models
are summarized as below:

Y] = ¢ (NIS. ethnicity, age, gender,
depratio, electric, tapwater, marketdis,
road dis, road pass)

Y, _ f (NIS. ethnicity, age, gender,
dep_ratio, electric, tapwater, market dis,
road dis. road pass)

Y, f (Sl). ethnicity, age, gender, dep
ratio, electric, tapwater, market dis, road
dis. roadjpass)

In which:
Y|, y2, Y3 IS household’s total income in




model 1, model 2, model 3 respectively

NIS, NFS, SID are income diversification
measnrcs,  which arc  considered
endogenous variables with the
instrumental variables: education, credit
and household size

The other variables in the three equations
are all exogenous variables.

The regression results in lable 4.11 show
that all of the three diversification
measures have signiticant and positive
impact on household’s total income.
Specifically, each additional source of
income increases household’s total
income by 47,877,000 VND on average,
holding other variables constant (column
1). Column 2 and 3 show that an increase
of 10 percent in the share of non-farm
income will bring household an average
rise of 17,630,000 VND in total income
while the same percent increase in the
Simpson index of diversity helps to
increase the household’s total income by
14,127,900 VND, after controlling other
variables.

In short, regardless of indicators, income
diversification has a significant and
positive influence on household's total
income, which is in line with Sustainable
Livelihood theory and consistent with
findings by Babatunde and Qaim (2009),
or by Minot et al (2006) in the context of
Vietnam. This supports the idea that
diversification is a strategy chosen by
household to increase their income.

**k*

Note: *, ** Coefficients are
significant at the 10%, 5%, 1% level
respectively

Source: Vietnam Household
Standard Survey (VHLSS') 2008

Living




4.3 Chapter remarks

Descriptive results show that household
in rural Vietnam tend to obtain their
income from a variety of sources, in
which income from non-farm activities
play an increasing importance to the total
household income overtime. However,
the level of income diversification is very
different among income quintile. The
poor has a tendency to be more
diversified in terms of the number of
Income sources but less diverse in the
share of non-farm income in a
comparison to the rich. The econometric
results indicate the significant impact of a
range of social econometric factor on the
income diversification of household such
as: education, farm-size, access to market,
access to credit...

The study of the impacts of income
diversification on household total income
confirms the significantly positive
relationship between diversification and
income regardless of indicators used.

CHAPTER 5
CONCLUSIONS AND
RECOMMENDATIONS

On
average, each household has from 3.5
(VHLSS 2008) to 4.3 (VHLSS 2010)
sources ofineome. Besides, the share ot
income  generating from  non-farm
activities in household’s total income
tends to grow over time, from 27.4
percent in VHLSS 2002 to reach 37.1
percent in VHLSS 2010.




However, households do not have the
same level of diversification. It depends
on a variety of socio-economic
characteristics of the households as well
as the geographical regions in which the
household is located. Besides the
characteristics of the household head such
as age, gender and ethnicity which are
found to have significant effect on
household’s  income  diversification,
education is one of the most consistent
variables  which  significantly and
positively influence all the three
indicators of diversification in question.
This emphasizes the importance of
education in enabling household to
diversify their income. Household and
farm size are also found to be positively
and significantly correlated with the share
of income from non-farm activities in
total income. Non-farm income is an
important component of total household’s
income is impacted by a number of
different  factors,  especially  the
infrastructure such as the access to
electricity, access to tap water, the
availability and the quality of car road,
etc. in the living area.

The diversification among household also
varies across geographical regions. This
may Dbe explained by the specific
characteristics of each region. The
poorest regions such as North East and
North West tend to extend to more
activities to earn their income than other
regions as a means to increase income
and reduce the income variation. On the
opposite way, regions which have




In conclusion, pursuing multiple income
source strategy is very common among
geographical and econometric regions as
well as among households of dilterent
income quintile and tends to increase in
diversity level over time. This is shown in
the descriptive statistic part of this paper.
However, the diversity degree is varied
depending on regions and income
quintiles. The poorer have a tendency to
be more diversified in terms of number of
income sources than the richer. This
suggests that diversification is a mean to
reduce risks of variation of a certain
income source.

However, in terms of non-farm income,
the poor are much less diversified than
the rich for the fact that the poor often
face more constraints compared to the
rich. The econometric analysis reconfirms
that households have unequal abilities to
diversify their income due to the
difference in the endowment of different
types of capital among them. The
socio—economic characteristics such as
education, household size, farm size, the
availability of electricity, accessibility to
credit and good infrastructure conditions
influence the level of income
diversification. However, it is surprising
to note that the access to credit has the
negative effect on the diversification of
household into non-farm activities. This
suggests that households use the credit
mostly to invest into agricultural
activities rather than non-farm ones,
which implies that .here is a lack of
oppom.ni.ies for households u, join the
non-farm ac.ivi.ies in rural areas. The
regression analysis also point out that the
diversification level has significant"
pos.live effec, on ,hc total income of
households. In orhe, words, rural




households ma, increase their income by
pursuing the diversification strategy.

to approach more
job opportunities in non-farm sectors in
urban areas.
Thirdly, the financial market in rural
areas should be improved to finance the
production of households in an effective
way. It requires the study and execution
of the new scheme, in order to meet the
loan needs of households and to maintain
the sustainable development of the
financial system.




Fourthly, along with improving the
formal financial market, it is vital to tram
households the way to properly invest
into agricultural production like crops,
fisheries and livestock, as well as
providing the technical support for these
activities through agricultural extension

programs. Uss *» * - i . o- tr, handle the
extension programs, recruiting anti
training the quahhc sa  for

Furthermore, it is necessary to crea Qn
(he comparative households to invest in
non-tarm /A c|Qse accompany with ,,
This should be carric advantages of the
regions. the expansion of market for
output-

Last but not least, the government
diversification should pay Spe
mountainous areas who encounter muoh
‘°“ Thc¢ Poor in F«- the households’
pcrspective lhe  than lhe A « important
factor and paid high a‘l0n  “uldbe
education can households and individuals
have * A 'mPr°Vin8 ** level °f their
income and Dbetter the total income
in*ofW °PPOrtunilies t0 diversify setting
up and managing family’s own non-
foroT™1 "L ~

Although the income diversification in
Tm '- households to increase income and
reducing the risk of ” 8°°d ” enabli"8 °f
variation in income, it is always




e,,con,aged take incO,,c ~ A A
circumstances, i, is bene, to specialize in
specif,, activities, *th hmoeMd has the
comparative advantages.

At the time this paper is being worked on,
the VHLSS 2010 results have not fully
officially announced, therefore, it bases
its econometric analysis on VHLSS 2008
rather than the new data from VHLSS
2010. Moreover, the research must be
better if it is analyzed on thc panel data to
make the regression results more concrete
and reliable.




