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Abstract

This study is to examine the link between income diversification and household consumption in
Mekong River Delta, Vietnam based on the 1993/98 panel data and the 2002/04/06 panel data.
The study period covers a thirteen year period and drew on a framework that conceptualized
diversification as a product of household capacity variables and “incentives to diversify”. The
analysis showed that there is a clear link between income diversification and consumption, and
that household capacity does play a role in influencing consumption. Particularly, results suggest
that changes in household consumption over this period may be attributed to mainly two factors.
First, the main household specific factor that plays a role in influencing consumption is a
household head’s occupational status with a clear effect of non-farming work (manual or
otherwise) on increasing consumption. Second, non-household specific attributes as captured by
changes in the intercept account for the bulk of the increase in consumption. These findings
support the idea that institutional and policy changes which have occurred in Vietnam in the last
twenty years have provided the impetus for the spectacular growth and poverty reduction
experienced in the MRD and in Vietnam.
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1. Introduction

From the theory, agricultural household models (AHM) that income diversification should have
influences on household consumption and household production. A mixed picture of the link
between diversification into non-farm activities and poverty has been revealed in the literature
(Elis 2000, Lanjouw 2007). Previous studies show that a greater share of time allocated to non-
farm activities and poverty levels is negative in some parts of the world while positive in others
(Lanjouw, 2007). In Vietnam, van de Walle and Cratty (2004) conclude that the development of
non-farm self-employment provides a route for moving out of poverty for some households but
not for others. In the context of Mekong River Delta (MRD) of Vietnam, there has been an
increasing reliance on non-farm wage employment and between 1993 and 2006, the share of
time spent on non-farm wage employment has almost tripled in this region, from 7.3 percent in
1993 to 19.8 percent in 2006 (GSO, 2007). Given the high percentage of self-employment and
the limited development of agricultural labour markets, it is unlikely that the separability
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assumption underlying AHM holds. Hence, variables that affect production and consumption
decisions may be expected to influence household consumption patterns.

Following van de Walle and Cratty (2004), we use a panel data to examine whether there is any
link between diversification and consumption/poverty, with occupation of household head as a
proxy for diversification. The advantage of using panel data is that it allows me to control for
unobserved time-invariant heterogeneity and provide a more convincing estimate of the link
between various characteristics and expenditure.

The structure of the paper is as follows. The reseach data is described in section 2, followed by
estimation model in section 3. Section 4 provides the empirical results and discussions. Finally,
we provide some concluding remarks and policy implications in section 5.

2. Research data

Data from the Living Standards Measurement Surveys (LSMS) in Vietnam, known as Vietnam
Living Standard Survey (VLSS), are used for the analyses in this paper. Specifically, data from
five Mekong River Delta (MRD) samples 1993, 1998, 2002, 2004 and 2006 are ultilized. The
available data are used to construct three different two-year panel samples, 1993/98 (707
households), 2002/04 (703 households), 2004/06 (688 households), and one three-year panel
sample, 2002/04/06 (313 households). By construction in the VLSS dataset, total household
expenditure is composed of (i) consumption expenditure on food and non-food (nondurable
goods), (ii) value of home-product food consumed, (iii) value of goods in-kind received (such as
food and housing) beside wages, (iv) estimated used value of durable goods owned by the
household, and (v) rental value of the dwelling occupied by the household. Total household
expenditure and per capita expenditure (PCE) both are measured at the January prices in each
year of the study.

Additionally, we also use information drawn from other official sources collected by the
Vietnam General Statistics Office (GSO) for this study.

3. Methodology
3.1 Theoretical background
Literature has shown three main motives for diversification. By observing the observed

diversification patterns, one can draw inferences about the motives that drive diversification at
the household and community level.

3.1.1 Risk motivation

Risk refers to variance in an outcome, e.g., profits or income, of a production process. There are
two channels that may lead to a link between risk and income diversity among households. First,
if a household (predictably) confronts considerable risk or uncertainty in income, it may make a
plan to reallocate productive resource across several uncorrelated risk activities (Dercon and
Krishnan 1996, Start 2001). This is because expected income generated from a single activity is
likely to be more variable than from a range of different activities. In this case, a household has
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to face a trade-off between a lower total income and a higher level of security since some
activities may fail to benefit from increasing marginal returns to scale (Ellis 2000, Barrett and
Reardon 2001). Second, multiple income sources may result from a situation in which
households are faced with shocks. A loss in its main income source may force households to
allocate its resource to various activities to compensate for the loss and to smooth consumption
(Ellis 2000, Barrett and Reardon 2001, Start 2001). At the same that risk may drive
diversification it may also work towards inhibiting it. Households may fear the higher risk
associated with a new activity and, for example, may limit off-farm self-employment and
continue to work more intensively on on-farm production (van de Walle and Cratty 2004). This
refers to prohibitive risks and indicates risk aversion among certain groups of households.

There are a number of authors who argue that risk is not the main motive for income
diversification (Ellis 2000, Lanjouw and Feder 2001, Start 2001) and instead argue that
increasing incomes is the prime force driving diversification. First, diversity in income sources is
to take advantage of high-yielding farming systems, such as mixed cropping crops, or some
combination of paddy-fish, and paddy-shrimp on the farm. Second, diversification is used as a
way to take advantage of wage labour in periods of slack in agricultural production. Third,
different household members with different skills/education levels are motivated to work in
different labour markets and some individuals from the same household may earn money from
work with a high wage rate whereas some others with lower ones. Given such arguments,
households are obviously motivated to diversify for higher levels of total income accumulation
rather than risk-lowering.

For these reasons, while risk does play a role in driving diversification, it is not viewed as a
necessary condition for households to choose to diversify (Barrett and Reardon 2001: 4). It
motivates but it also constrains diversification and as van de Walle and Cratty (2004: 248), note,
‘households make decisions about diversifying into new economic activities based on a
calculation of the expected costs and benefits of participation allowing for uninsured risk’. This
means that to choose an activity to work, return is a necessary condition, and in fact, risk is
already factored into that decision.

3.1.2 Poverty motivation

Poor households in developing countries are typically confronted with resource or market
constraints. Poverty motivation for diversification relates to a situation in which these constraints
prevent poor households from expanding any single income-generating activity up to a level that
would be able to meet their basic needs (Dunn 1997, Ellis 2000, Barrett and Reardon 2001, Start
2001). For example, a household at a point in time may have identified a highly profitable
primary activity but may not be able to expand due to insufficient investment resources. Since
such constraints prevent expansion of the primary activity, the household cannot use its labour
endowment. Subsequently, excess labour may be allocated to additional production or wage
activity. Similarly, if expansion of the primary activity is prevented by geographical or other
market access constraints, the household may allocate its underutilized resource to other income-
earning opportunities (Dunn 1997, Lanjouw and Feder 2001). In such situations households are
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motivated to diversify as the total amount of income generated from all sources is likely to be
greater than income earned by using all of its resources in a single income-generating option.
This motivation is also termed “necessity” (Ellis 2000) or “push-distress diversification” (Davis
and Bezemer 2003, Start 2001).

3.1.3 Economic expansion motivation

This motivation explains diversification as part of efforts made by households to expand their
economic base. Under the expansion motivation for diversification, the household may open up
its existing income-generating options or set up a new one by using wealth accumulated from
their existing income sources, or underutilized or accessible resource outside the household.
Such an expansion may reflect household’s response to new economic opportunities (Davies and
Bezemer, 2003) or simply a desire to increase income. This motivation is sometimes considered
as a “choice” (Ellis 2000) or “demand-pull diversification” (Davis and Bezemer 2003, Start
2001).

While both poverty and expansion motivation may lead to an increased income portfolio, they
may be contrasted with each other in various ways, at both the household and the wider level.
First, the attitude and purpose are different. Income diversification motivated by the former is
ascribed to households who are eager to meet basic needs and to end difficulties while in the case
of the latter it is motivated by a desire for better economic standards. Second, there is a
difference in the nature of the external stimulus that leads to diversification. People under the
poverty motivation react to a constraint that prevents their expansion of the primary activity for
sufficient basic needs; in contrast, the expansion motivation is the household’s response to
attractive opportunities, which provide employment or other options to diversify (Dunn 1997).
The last difference, at the household level, is that push-distress diversification concentrates on
the role of a household’s current income in driving diversification while demand-pull
diversification focuses on the role of future income streams in driving the process. At a wider
level, diversification is ascribed to the poverty motive when there are market imperfections, there
is poor physical infrastructure, underutilized employment, low resource endowment or a
decreasing trend of a given primary income source. Conversely, diversification is ascribed to the
expansionary motive in situations where conditions are the opposite to those prevailing in the
case of the poverty motive (Davis and Bezemer 2003, Ellis 2000, Lanjouw and Feder 2001, Start
2001).

3.2 Estimation model
The general model of consumption growth can be expressed as

11’1(_)/”) = ai +X;‘/ﬂ+”z‘/

where, In(yi) is the natural logarithm of total consumption expenditure of the household i at time
t; Xit is a vector of observed characteristics for the household i at time t; B is a vector of
coefficients to be estimated; and ui is an error term.
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The list of explanatory variables and their definitions is specified as follows. The quantity and
quality of household labour is captured by three labour-quantity variables and six labour-quality
variables. Access to land is captured by the size of a household’s landholdings. This variable is
of course a part of a household’s productive endowments but may also reflect access to capital.
Beyond these variables which capture household assets and capacity, consumption is treated as a
function of ethnicity, sex of head of household. Since the dependent variable is household
expenditure, household size and its square are also included in the specification.

A set of occupation dummies representing the main occupation of the household head is included
to examine the link between sector of work and consumption. This is similar to the specification
used by Glewwe et al. (2004). Based on information about the most time-consuming job in the
past twelve months preceding the survey, household heads are allocated to one of five
categories—white-collar jobs, sales or services, agricultural work, non-farm manual work, and
joblessness. In the specifications, agricultural work is used as a reference variable. These
occupational categories are often included in consumption functions but are clearly endogenous.
We treat these dummy variables as proxies for diversification of household into non-farming
occupations.

The last variable included in this specification is a dummy for households living in communes
where there are accessible to paved roads. This variable captures the overall infrastructure and
development of the commune.

4. Findings and discussion
4.1 Descriptive statistics

Descriptive statistics of used variables in regression are presented in table 1 for the sample of
1993, 1998, 2002, 2004, 2006, as well as for full panel sample 1993/1998 and 2002/2004/2006.
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Table 1. Descriptive statistics of variables used in regression
Panel sample 1993/98 Panel sample 2002/04/06

Variables 1993 1998 2002 2004 2006
Full Full
sample sample sample sample sample
Mean log of 8.767 8.705 8.830 9.546 9.410 9.514 9.714

household expenditure (.533) (.580) (.475) (.579) (.532) (.589) (.574)
Household characteristics

Female head = 1 .245 233  .256 213 .208 217 .214
(.430) (.423) (.437) (.410) (.406) (.413) (.411)

Ethnic minority = 1 100 .100 .100 .051 .051 .051 .051
(.301) (.301) (.301) (.220) (.221) (.221) (.221)

Household size 5.37 555 5.19 437 458 436 4.15

(2.13) (2.24) (2.00) (1.73) (1.79) (1.72) (1.65)
Occupation of head

White-collar job = 1 .033 .034 .033 .032 .019 .038 .038
(.179) (.181) (.178) (.176) (.137) (.192) (.192)
Sales or services = 1 .071 .064 .078 .007 .000 .006 .016

(.256) (.244) (.268) (.086) .000 (.080) (.126)
Non-farm manual work = 1 .068 .066 .069 185 192 166  .198
(.252) (.249) (.254) (.389) (.394) (.373) (.399)

Not working = 1 101 102 .100 183 .182 .201 .166
(.302) (.303) (.301) (.387) (.387) (.402) (.373)
Farming work = 1 Jg27 734 720 592 607 .588 .581

(.446) (.442) (.449) (.492) (.489) (.493) (.494)
Household labour resource
Number of male members 1.134 1.117 1.150 1.257 1.265 1.259 1.246

19-59 age group (A) (.741) (.743) (.740) (.758) (.736) (.760) (.780)
Number of female members  1.198 1.187 1.209 1.105 1.163 1.083 1.070
19-54 age group (B) (.720) (.699) (.740) (.708) (.722) (.679) (.722)
Number of members 598 569 .627 431 482 447 364
15-18 age group (.757) (.762) (.752) (.653) (.734) (.649) (.562)
Share of main labour force

(A+B): 212 204 .220 200 212 215 171

males with primary education (.254) (.247) (.260) (.263) (.267) (.276) (.242)
Share of main labour force

(A+B): 291 290 .292 209 241 198 .188
females with primary
education (.278) (.278) (.279) (.241) (.252) (.234) (.234)
Share of main labour force
(A+B): JA51 154 148 166 169 159 169
males with secondary
education (.239) (.243) (.235) (.242) (.235) (.233) (.257)
Share of main labour force
(A+B): 104 101 107 JA25 119 133 124

females with secondary educ. (.212) (.214) (.209) (.218) (.214) (.220) (.221)
Share of main labour force

(A+B): .057 .058 .055 111 .099 107 .126
males with tertiary education (.157) (.167) (.148) (.224) (.214) (.218) (.240)
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Panel sample 1993/98 Panel sample 2002/04/06

Variables 1993 1998 2002 2004 2006
Full Full
sample sample sample sample sample
Share of main labour force
(A+B): .042 .044 .039 .060 .054 .059 .067
females with tertiary
education (.152) (.155) (.148) (.161) (.154) (.160) (.167)
Household non-labour
capitals
Farm size (hectare) 886 .912 .860 J41 764 728 731
(1.01) (2.03) (.99) (1.00) (1.10) (.93) (.95
Communal level variables
Having access to paved
roads=1® 371 409  .332 411 339 .383 511
(.483) (.492) (.471) (.492) (.474) (.487) (.501)
N 1,414 707 707 939 313 313 313

Notes: Real expenditure amounts are calculated at the January prices in each initial
year of panel samples. Working ages refer to 19-59 for males and 19-54 for
females.® It is a road for motor vehicles for 1993 while a road for cars for 1998,
2002, 2004, and 2006.

4.2 Estimation results

To identify factors that influence changes in consumption over time, panel data used to estimate
the model of consumption growth (presented in section 3) for four different panel samples. These
samples include 707, 703, 688 and 313, households respectively for the years 1993/98, 2002/04,
2004/06, and 2002/04/06.

Table 2 shows the estimated results for 1993/98 panel, 2002/04 panel, 2004/06 panel, 2002/06
panel and 2002/04/06 panel. Two specifications—a household fixed effects model and a random
effects model are utilized to estmation the model. In each sample, Hausman tests reject the null
hypothesis that the coefficients estimated by the efficient random effects estimator are the same
as the ones estimated by the consistent fixed effects estimator (see Table below), supporting the
use of a fixed effects specification. All sets of coefficients are displayed in Table below.

The discussion focuses on estimates based on the 1993/98 panel and the 2002/04/06 panel.
Focusing on the first panel sample, we see that female-headed households experience lower
levels of consumption. Returns to white-collar jobs and sales/services jobs are higher than
returns from farming while earnings for non-farm manual workers are no different as compared
to those in farming. Presence of an additional male member (19-59 years of age) is associated
with an increase in consumption as is a greater share of workers who have primary education.

Turning to the second period we see that returns to white-collar positions and non-farm manual
work are large and statistically significant, indicating a 34.7 percent return for the former and a
14.9 percent return for the latter. These large estimates support the notion that the higher returns
to such occupations is not driven by unobserved characteristics of households that may drive
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them to such occupations. The other notable change as compared to the period 1993/98 is that
only returns to the highest level of education are statistically discernible. Indeed higher returns to
female education and statistically meaningful returns to other levels of education, the panel data
estimates show that it is only the highest level of male education that is associated with higher
consumption. These patterns suggest that a substantial proportion of the returns to education are
not due to the effect of education, per se, but may be attributed to the correlation between
unobserved ability and acquisition of higher levels of education. The time dummies are large and
show that in 2006 all households consume about 41.3 percent more than households in 2002. The
overall increase in consumption for these panel households over the period 2002-06 is about 30.4
percent.

To recap, these estimates suggest that changes in household consumption over this period may
be attributed to mainly two factors. First, the main household specific factor that plays a role in
influencing consumption is a household head’s occupational status with a clear effect of non-
farming work (manual or otherwise) on increasing consumption. Second, non-household specific
attributes as captured by changes in the intercept account for the bulk of the increase in
consumption.

Table 2. Regression results on (log) total household consumption

2002/06 2002/04/06
FE RE FE

2004/06
RE

2002/04

1993/98

1

Household characteristics

Household labour resource

Number of male members
19-59 age group (4]

Number of female members
19-3age ¢

Female head =1
Non-farm manual work =

Ethnic minority = 1
Household size
Household size squared
Occupation of head
White-collar job = 1
Sales or services = 1
Not working = 1
Number of members
15-18 age group

Variables
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5. Conclusions and policy implications

This paper was motivated by a desire to understand the link between income diversification and
household consumption in the rural areas of the Mekong River Delta. The analysis reported here
was based on panel data samples covering a thirteen year period and drew on a framework that
conceptualized diversification as a product of household capacity variables and “incentives to
diversify”.

The analysis showed that there is a clear link between income diversification and consumption,
and that household capacity does play a role in influencing consumption. More broadly, the
analysis reported in this paper supports the idea that institutional and policy changes which have
occurred in Vietnam in the last twenty years have provided the impetus for the spectacular
growth and poverty reduction experienced in the MRD and in Vietnam. More specifically, the
combination of policies that promoted private ownership of land-use rights for agricultural land
and freedom of trade were most important in the early period (1993 to 1998) while in the more
recent period (2002-2006) the expansion of non-farming occupations is most likely to have been
driven by changes in the enterprise law which permitted and promoted the set-up and expansion
of domestic and foreign firms.

References
Adamchik, V.A. and A.S. Bedi (2003) 'Gender Pay Differentials During the Transition in

Poland', Economics of transition 11(4): 697-726.

Ellis, F. (2000) Rural Livelihoods and Diversity in Developing Countries. New York: Oxford
University Press.

Glewwe, P., N. Agrawal and D. Dollar (2004) Economic Growth, Poverty, and Household
Welfare in Vietnam. Washington D.C.: World Bank Regional And Sectoral Studies.

Greene, W.H. (2003) Econometric Analysis (Fifth ed.). New Jersey: Prentice Hall.

GSO (2007) Result of the Survey on Households Living Standards 2004. from www.gso.gov.vn.

Janvry, A. de, E. Sadoulet and N. Zhu (2005) 'The Role of Non-Farm Incomes in Reducing Rural
Poverty and Inequality in China', Department of Agricultural & Resource Economics,
UCB. CUDARE Working Paper 1001. http://repositories.cdlib.org/are_uchb/1001.

Lanjouw, P. (2007) 'Does the Rural Nonfarm Economy Contribute to Poverty Reduction?' in S.
Haggblade et al. (eds), Transforming the Rural Nonfarm Economy: Opportunities and
Threats in the Developing World (pp. 55-81). Baltimore: Johns Hopkins University Press.

Walle, D. van de and D. Cratty (2004) 'Is the Emerging Non-farm Market Economy the Route
Out of Poverty in Vietnam?' The Economics of Transition 12(2): 237-274.

Wodon, Q.T. (1999) 'Micro-determinants of Consumption, Poverty, Growth, and Inequality in
Bangladesh', Policy Research Working Paper no.2076. Washington, D.C.: World Bank.

www.ijaemr.com Page 30



http://www.gso.gov.vn/
http://repositories.cdlib.org/are_ucb/1001

	Does household capacity play a role in influencing consumption? Empirical evidence from the rural area of Mekong River Delta, Vietnam
	Tan Nghiem LE1
	Ph.D., Department of Business Administration, School of Economics, Can Tho University, Can Tho, Vietnam [Postal Address: School of Economics, Can Tho University, Campus II, 3/2 Street, Can Tho City, 900000, Vietnam]. Tel: +84 939 158158,
	doi: 10.51505/IJAEMR.2022.7302              URL: http://dx.doi.org/10.51505/IJAEMR.2022.7302
	Abstract
	This study is to examine the link between income diversification and household consumption in Mekong River Delta, Vietnam based on the 1993/98 panel data and the 2002/04/06 panel data. The study period covers a thirteen year period and drew on a frame...
	Keywords: Vietnam, Mekong River Delta, income diversification, household consumption
	3. Methodology
	3.1.1 Risk motivation
	3.1.2 Poverty motivation
	3.1.3 Economic expansion motivation



