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Abstract In 2009, migrant workers in the two major cities of Vietnam, Hanoi and Ho
Chi Minh City, earned 42% less per hour than did non-migrant (“resident”) workers.
We seek to explain this gap using data from a carefully-designed urban poverty survey
undertaken in 2009 by the General Statistics Office. We use the method proposed by
Brown, Moon, and Zoloth, which first explains how workers sort into different sectors,
and then examines wage differentials using a Blinder-Oaxaca style decomposition.
About half of the wage gap may be explained by endowments. The system of
residential permits (ho khau) may contribute to the difficulties faced by migrants.
Our results are broadly similar to, although more stable and plausible than, those found
for the major cities in China.
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Introduction

In 2009, migrant workers in the two major cities of Vietnam, Hanoi and Ho Chi Minh
City, earned 42% less per hour than did non-migrant (“resident””) workers. In this paper
we ask why this gap is so large, and whether discrimination against migrants plays a
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role. The issue merits attention, because migrants constitute 36% of the population of
Ho Chi Minh City and 18% of the population of Hanoi (Anh et al. 2016).

The wide earnings gap raises the possibility that migrants in these two cities face strong
headwinds. We define urban migrants as those who do not have an official residence permit
(ho khau) that allows them legally to live permanently in the city.! The ko khau gives
residents access to subsidized health care, education, and some social benefits (Cameron
2012; Anh et al. 2016). Migrants may also face discrimination as they look for jobs and
negotiate pay, due to such factors as differences in language skills, ethnicity, networks of
contacts, and information on job opportunities (Nguyen and Minh 2016; Borjas 2015).

On the other hand, the lower wage rate may simply reflect the more modest levels of
education and work experience of migrants. Given their small families and propensity
to work longer hours, the income poverty headcount rates among migrants in Ho Chi
Minh City and Hanoi are both low (1.2% in 2009) and comparable to that of residents
(0.5%) (Haughton et al. 2010, p. 96). Earnings gaps between residents and migrants are
widely observed in developing countries (Cai 2001; Meng 2001). The approach we take
is to separate the earnings differential into a part that can be explained by individual
characteristics such as education (the explained or endowment effect), idiosyncratic
effects (the unexplained component, which may be due to discrimination), and their
interaction (joint effects), first using a Blinder-Oaxaca decomposition, and then disag-
gregating further using the method proposed by Brown et al. (1980).

A broadly similar approach has been applied to understanding the earnings gap
between migrants and residents in China, where residence permits (hukou) are also
important. In 2016, over a quarter of those living in Chinese cities (i.e. 218 million
people, out of 796 million) did not have a hukou, and had less access to education,
medical care, housing, and formal-sector employment than those residents who did have
a permit (den Hartog 2014; population data from the United Nations 2018; hukou data
from Xinhua, February 9, 2017). Thus, the first contribution of our paper is to examine
the case of Vietnam, both because the country is large enough to be important in its own
right, but also because it helps us understand whether the findings for Chinese cities are
unique to that country, or more broadly applicable. Our estimated earnings equations,
which take account of possible selectivity bias, are themselves of interest because they
allow one to begin to estimate the impact of education (and other socio-demographic
variables) on earnings. A strength of our study is that it uses data from a very carefully
designed and executed survey of migrants and residents that was undertaken in 2009.

Urban Migration in Vietnam

By 2009, 30% of the population of Vietnam was living in urban areas, up from
20% in 1991 and just 10% in 1954 (World Bank 2011). Much of this increase was

! All household residents in Vietnam must have a ho khau, a K1 allowing one to reside permanently in an area,
a K2 allowing one to live semi-permanently in another area of a province (or large city), a K3 that allows one
to live temporarily in another province, or a K4 issued to migrant workers and students living temporarily
outside their province or city of primary residence. We consider residents in Hanoi and Ho Chi Minh City to
be migrants if they have a K3 or K4 /o khau. To get a permanent K1 /o khau, a person must live in the
adopted area for at least two years in a dwelling of acceptable quality, and must provide substantial
documentation, which Anh et al. (2016) argue can be difficult to meet.
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propelled by rural-to-urban migration, so that, according to the 2009 Census, 2.1
million out of the 23.2 million urban dwellers (i.e. 8.9%) had moved to the towns
and cities within the previous five years, a figure that does not include temporary
or short-stay migrants (Le et al. 2011; Liem and Minh 2011). Boosted by migra-
tion, the population in the urban districts of Ho Chi Minh City rose from 2.7
million in 1979 to 5.9 million in 2009, while that of Hanoi increased from 0.9
million to 2.6 million over the same period.

Urbanization actually declined between 1971 and 1981, when the economy was
run by central planning. However, the economic growth that followed the Doi Moi
(renovation) reform policy that was initiated in 1986 to create a socialist-oriented
market economy was associated with a resurgence of urban Vietnam, and espe-
cially the two major cities. Unlike in China, Vietnam’s economic growth has been
associated with relatively modest changes in inequality (World Bank 2014),
although the rural-urban income gap did rise until about 2010 (Bui and Imai
2018) and the geographic pattern of inequality may have become more complex
(Takahashi 2007).

The Doi Moi reforms affected rural-urban migration in three main ways (Anh
et al. 2003). In rural areas, the introduction of the housechold contract system
released farmers from the land, increasing the supply of labor. In the cities,
rationing ended and no longer limited the acquisition of goods and services. For
the emerging industrial sector, Vietnam’s incorporation into the global economy
resulted in an inflow of foreign direct investment into manufacturing, typically in
or near urban areas, which attracted workers from the countryside. Foreign direct
investment was only permitted from 1987 forward, but by 2009, foreign-owned
firms accounted for 18.7% of Vietnam’s GDP and 43.2% of its industrial output
(General Statistics Office 2010). It has also been argued that households use
migration as a strategy for reducing income fluctuations (Duc et al. 2012).

Earnings Differentials

Table 1 depicts the earnings differentials between urban residents and migrants in
Hanoi and Ho Chi Minh City. The data come from the 2009 Vietnam Urban Poverty
Survey (2009) which was undertaken by the statistic offices of the two cities. A sample
of 3349 households covering 8208 persons, with roughly equal numbers from Hanoi
and Ho Chi Minh City, and from residents and migrants, was selected using two-stage
stratified sampling that deliberately oversampled migrants and took particular care to
create a sampling frame that included unregistered migrants. All the summary statistics
apply the appropriate sampling weights. Further details of the sampling procedures are
provided in the online supplemental appendix. As noted above, we define migrants as
those living in Hanoi or Ho Chi Minh City without an official K1 or K2 ho khau
allowing them to remain there permanently.

The data for any given household were collected in a single interview, using a
questionnaire that runs to more than 25 pages. Most of the questions are comparable to
those used by the large Vietnam Household Living Standards Surveys (VHLSS), which
are undertaken biennially; however, the VHLSS surveys have been criticized for not
adequately sampling city migrants, and so they are less suited than the Vietnam Urban
Poverty Survey to addressing the key questions raised in this paper.
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Table 1 Earnings differentials between urban residents and migrants, Hanoi and Ho Chi Minh City, 2009

Breakdown (%) Wage earnings per Hours worked Earnings per
hour, VND’000 per week* person,
VNDm/month

All Resid Migrt All Resid Migrt All Resid Migrt All  Resid Migrt

Overall 100 100 100 163 185 108 54.6 513 63.0 36.6 405 26.6
Sector
Public 19 23 5 21.7 220 175 463 460 49.7 47.8 485 375
Private/Foreign 33 30 46 168 19.6 11.7 551 528 594 392 444 292
Individual 48 48 48 10.1 11.3 81 622 537 709 209 212 207
Occupation

Industry, blue collar 29 24 47 102 105 99 571 543 610 252 248 258
Services, blue collar 42 42 39 12.1 139 79 603 555 716 272 299 205
Industry, white collar 8 9 4 273 295 17.0 49.7 485 553 63.5 683 403

Services, white 22 25 10 262 27.1 20.1 459 455 489 556 574 426
collar
Cities
Hanoi 35 37 23 16.8 183 11.1 524 495 635 37.1 399 26.6

Ho Chi Minh City 65 63 77 16.1 18.7 10.7 558 524 628 363 409 26.6

Data source: Vietnam Urban Poverty Survey (2009). Sampling weights are used here. Sample size: 2071
residents and 1815 migrants. *Wage-earners only, in a working week. **The “individual” sector refers to those
who are self-employed

The data from the Vietnam Urban Poverty Survey (2009) show that mean earnings
in 2009 were 10,800 VND per hour (about 0.60 USD) for migrants, and 18,500 VND
per hour for residents. This is the gap, which is essentially as large in Ho Chi Minh City
as in Hanoi, that we wish to explain.

Sectoral Concentration

The wage gap is due in part to the greater concentration of city residents in high-paying
sectors and occupations. We see from Table 1 that wages are highest in the public sector
(21,700 VND per hour), where migrants are poorly represented: just 5% of migrants
work in this sector, compared with 23% for residents. In contrast, earnings per hour are
only half as high in the individual sector, which includes self-employment and much of
the informal sector.

Another way to break down earnings rates is by industry and occupation. White-
collar jobs pay twice as well as blue-collar jobs, both in industry and services, and
migrants are poorly represented in these positions. It is interesting that migrant workers
in blue-collar industrial jobs, where migrants are twice as likely to work as residents,
are paid almost as much as residents (9900 VND vs. 10,500 VND per hour). Migrants
working in blue-collar service jobs are particularly poorly paid, at an average of 7900
VND per hour.
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Migrants compensate for their lower wages by working longer hours, on
average 60.0 per week, compared to 51.3 hours weekly for residents.? There is
no real difference in hours worked by migrants, compared to non-migrants, in
public sector jobs or in white-collar positions, but migrants working in services
and/or who are self-employed put in a very long working week (as much as 70
hours) compared to non-migrants. The measure of hours worked used here in-
cludes all occupations. Secondary jobs are common (10% of urban residents and
2% of migrants worked two jobs simultaneously (Haughton et al. 2010, section
6.5)) so there is no reason to think that the lower working hours of public-sector
workers reflect constraints on the availability of work.

Age

The migrants in Vietnam’s large cities are young. This is not surprising: Todaro (1969,
1980) showed that expected income differentials between rural and urban areas induce
rural people to move. Vu (2007) makes a similar argument in the Vietnamese context.
An implication is that migration will be economically rational for individuals if they
expect to end up with jobs in urban areas that would compensate them better over their
lifetime than in rural areas. Older people are less likely to move since the differential
income gain from the migration accrues over a shorter remaining life than for youth
(Rhoda 1983; Lucas 1997). On the other hand, migrants may earn less than residents, in
part because they are young and inexperienced.

Urban migrants in Vietnam are especially young, because the wave of urban
industrialization is particularly recent (Anh et al. 1997). This may be seen clearly in
the population pyramids in Fig. 1, which show the distribution of the population of Ho
Chi Minh City and Hanoi by age and gender in 2009, for residents (top panel) and
migrants (bottom panel), based on data from the Vietnam Urban Poverty Survey
(2009). The contrast is striking. Unlike residents, almost two-thirds of migrants are in
the 15-24 age brackets. According to the 2009 census, the median age of migrants was
25 years, compared with 30 for residents. For both migrants and residents, women
outnumber men by a ratio of 53 to 47.

Registration

We are particularly interested in examining the possibility that the 4o khau system of
household registration helps to institutionalize discrimination against migrants, thereby
contributing to their lower earnings (relative to residents).

The experience of China is instructive. There, the similar household registration
system (hukou) imposes barriers on permanent migration from rural areas to urban
areas (Deng and Gustafsson 2006). Rural migrant workers face more difficulties
searching for jobs in urban areas in China, and are less likely to switch industries,
compared to urban residents. Migrants earn significantly less than residents, and most

2 These figures for hours worked are for those eaming wages or salaries, and include both the principal
occupation and secondary occupations (if any). They refer to a typical week, and do not adjust for non-
working weeks.
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Fig. 1 Population Pyramids for Residents (top) and Migrants (bottom) in Hanoi and Ho Chi Minh City, 2009.
Data source: Vietnam Urban Poverty Survey (2009)

of the gap cannot be explained by productivity-related differences between the two
groups, implying that rural migrants are discriminated against (Meng and Zhang 2001).
Some rural migrants become self-employed to avoid low-paying city jobs, and to
enhance their odds of economic assimilation. Some economists in China interpret the
relevant effect of discrimination in urban labor markets as a sign of the institutional
barriers associated with the Aukou system (Cui et al. 2013a). On the other hand,
migrants may face other barriers to entry into good occupations (Liu et al. 2004),
including more limited networks of well-placed contacts. These may create vicious
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circles for migrants, while residents enjoy advantaged positions, such as jobs in the
public sector or in large firms, conducive to their continued success in the labor market
(Fan 2006; Giulietti et al. 2012).

Methodology

In trying to explain why labor earnings differ from person to person, or between
groups of people, the usual starting point is to estimate a Mincerian-type wage
equation, where the dependent variable is the log of wages per hour, and the
independent variables include the individual’s education, experience, and experi-
ence squared, in addition to other relevant human capital variables. The most basic
form of this equation is given by

In(wy) = ay + Xy By + e, j = residents, migrants (1)

where w;; is labor earnings per hour for individual i in group j. We have two
groups, migrants and residents. The X;; matrix includes data on a set of explan-
atory variables (indexed by k), and the ¢;; are random errors.

Estimates based on Equation 1 suffer from selectivity bias, because wy; is only
observed for individuals who work for a wage, and this group may not be representa-
tive. Presumably those who get a high return on their human capital will be over-
represented here. Heckman’s (1979) two-step procedure addresses this problem by first
estimating a probit equation that seeks to explain participation (i.e. whether a person is

earning wage income) and then including the inverse Mills ratio (i.e. the non-selection
k

hazard) from this first stage, given by A;;, as a regressor when estimating Equation 1, as

shown here:

In(wy) = o + X By + agAg + e, J = residents, migrants. (2)

For this approach to work satisfactorily, it is typically necessary to include some
identifying variables in Equation 2 that affect participation, but not the wage rate. We
use the size of the household, its unearned income, and the household dependency
ratio, as identifying variables.

A full list of the variables used in our earnings equations, broken down by
residents and migrants, is given in Table 2. The p-values shown in the final
column test whether there are significant differences in the values of the variables
for residents and migrants, and show that, with the exceptions of the extent of
illness, and the proportion who are kinh (i.e. ethnic Vietnamese), all of the
variables differ between residents and migrants. The latter have fewer years of
experience (14 vs. 19), marginally less education, are less likely to have married,
and have smaller households and less unearned income.

An implication of wage equations of the form shown here is that a lower wage per
hour can be due to lower endowments (the X), or lower 3; (“return on endowments”).
In order to show this explicitly, we decompose the effect of each component, following
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Table 2 Summary statistics for variables used in wage and employment equations

All Residents Migrants p-value diff

Dependent variable

Earnings per hour (VND ‘000) 16.3 18.5 10.8 0.00
Variables for wage equation

Experience (years) 18.5 19.4 143 0.00

Experience squared 672 735 371

Years of education 8.1 8.1 7.8 0.00

Tlliterate (Y=1) % 13 13 11 0.00

Urban (Y=1) % 74 73 78 0.00

Kinh (Y=1) % 95 95 95 0.75

Hanoi (Y=1) % 35 37 23 0.00

Male (Y=1) % 61 62 56 0.00

Married (Y =1%) 48 50 42 0.00

Was married (Y=1) % 6 7 5 0.00

me=1) % 65 65 64 0.10
Identification variables

Size of household 4.2 4.5 2.7 0.00

Uneamed income (VNDm p.a.) 4.5 5.1 1.6 0.00

Dependency ratio % 28 31 16 0.00

Data source: Vietnam Urban Poverty Survey 2009. The p-values refer to weighted t-tests for continuous
variables, and chi-square tests for binary variables. The dependency ratio measures the number of old plus
young family members as a percentage of family members of working age

the approach pioneered by Oaxaca (1973) and Blinder (1973). Formally,

i, = (%) 3,4 X (3-5,) + (FKa) (51 3)

Total difference = Characteristics/endowments + Structure/discrimination + Interaction

where 7 represents urban residents and m stands for migrants. The left-hand side of Eqn.
(3) represents the total proportionate gap in earnings per hour between residents and
migrants, and it may be split into three parts: the first piece measures the earnings
differences that are attributable to differences in the “endowments” of the two groups,
such as educational attainment, work experience, or other measurable personal charac-
teristics. The second piece represents “unexplained” differences in earnings, inasmuch
as differences cannot be attributed to observable differences in earning-generating
capacity between the two groups. This part is sometimes referred to as “differences
in returns” and is often interpreted as measuring discrimination against one of the
groups, although our inability to measure some traits, such as “ability” or attitudes
toward work, cautions against jumping to a conclusion of discrimination. The final
part term in Eqn. (3) measures the interaction between characteristics and returns
on those characteristics.

There is a well-known index number problem with the Blinder-Oaxaca decomposition.
As shown in Eqn. (3), there is an implicit assumption that the wage equation for residents,
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which generates Br, is the appropriate reference point and represents a non-discriminatory
outcome. Viewed this way, residents are paid appropriately, and migrants may be under-

paid. An alternative is to use B 1» Which implicitly treats the market for migrant labor as the
competitive one, and may view residents as being overpaid. A similar problem arises in the
second term in Eqn. (3), where the reference level of endowments shown here is X,
but could plausibly enough be X, instead. Some authors compute the decompo-
sition in all possible ways and report the average results (Meng and Zhang 2001).
Some use a pooled earnings function as the appropriate reference point (Neumark
1988. Others present the results from the different specifications, as did Baulch
et al. (2007) in their exploration of the earnings gap between ethnic groups in
Vietnam. This is also the approach we take here (Table 4).

While the Blinder-Oaxaca decomposition is informative, it conflates two potentially
distinct causes of inter-group wage differentials. The gap may be caused by earnings
differentials within a given sector or occupation or may occur because of uneven access
to jobs in a sector or occupation, a form of labor-market segmentation. If migrants earn
less, is it because they have difficulty getting jobs in the high-paying sectors, or is it
because they earn less than their non-migrant peers in any given sector? A satisfactory
solution to this problem is the decomposition proposed by Brown et al. (1980). Let
there be J sectors in the economy, indexed by j. Then:

Tow,~Tw,, = ¥7p, (mfm,,j) + Y7 T, (prfpmj). 4)

In Eqn. (4), p,; is the probability that residents are working in sector j, and this is
multiplied by the sector-specific wage gap given by (mﬂ—mm,) . This latter may in
turn be broken down, for each sector, into the effect of endowments, and the “unex-
plained” earnings differential, as in the Blinder-Oaxaca decomposition. While the first
term on the right-hand side of Eqn. (4) measures intra-sectoral differences in earnings,
the second term measures the extent to which the overall wage differential is due to the
manner in which residents and migrants find themselves working in different sectors
(the “intersectoral” effect).

Appropriate substitution into Eqn. (4) gives us an operationally useful form of the
decomposition:

Inw,—lnw,, = ¥ p,; (Y —X m) / B, Explained within effects by sector
+3 X ,,,/ (B;Bm) Unexplained within effects 5)
+z{:1mm,- (prj—ﬁmj) Explained between effects
+3 7 Inw,, (ﬁmj—pmj) Unexplained between effects.

Here p,,,; is the estimated (not actual) proportion of migrants who would be working in
each sector, if the job-allocation process that applies to residents were to apply to
migrants as well. For instance, if urban residents are well-educated, and well-educated
workers are more likely to have jobs in state-owned firms, then this might account to
some extent for the higher wages of residents. But if some of the sorting of workers by
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sectors is unexplained, then there are grounds for arguing that there may be discrim-
ination that limits entry.

The same index number problem that occurs with the simpler Blinder-Oaxaca
decomposition also arises here. Meng and Zhang (2001) estimate all possible permu-
tations and take the average value of the relevant effects. Liu (2002), following
Appleton et al. (1999), uses a pooled earnings function as the appropriate reference
point. We assume that the labor market facing urban residents, numerically by far the
larger group, serves as the appropriate non-discriminatory benchmark, and the position
of migrants should be judged relative to this.

There are a number of ways in which to break down the labor market for the
purposes of a Brown-style decomposition. Following Liu (2002), we first distinguish
between jobs in government and state-owned enterprises, in private (including foreign-
invested) firms, and in the individual sector; our concern is that public-sector jobs may
be particularly difficult to obtain for migrants, although the wage gap may be small
conditional on having a job in that sector. Rand and Torm (2012) find that in Vietnam,
formal firms (defined as firms that are officially registered with the authorities) pay
higher wages than informal firms, even after controlling for the characteristics of the
workforce. Cling et al. (2014) reach a similar conclusion. This seems to make formal-
sector jobs relatively more attractive. If migrants have less access to such jobs, this
could help explain some of the earnings gap between them and city residents.

Both Meng and Zhang (2001), and Wei and Lu (2007), in their studies of the
migrant-resident wage gap in Chinese cities, distinguish four sectors: blue- and
white-collar jobs, in industry and services, respectively. We also estimate our decom-
positions based on this breakdown, in order to be able to compare our results more
closely with theirs. Other possible breakdowns are possible. Deng and Gustafsson
(2006) compare formal with informal jobs (which our sectoral breakdown implicitly
does), while Cheng et al. (2013) distinguish between jobs in competitive and non-
competitive sectors. Our data do not allow us break down jobs along these last lines.

The last two terms in Eqn. (5) allow us to disentangle these effects, but in order to
measure p,,; we need to specify and estimate a multinomial logit equation that explains
why workers find themselves in one sector rather than another. We use the same
variables as in the wage equations, but in this case the adjustment for selection, since
some people are not working in any sector, is not as straightforward. Our solution is to
include in the estimating equation the adjustment factor proposed by Hay (1980) and
given by:

J
A= & (1) [%m(py) L3 (l%)ln,,,k] I
k=1k#j i
As a practical matter, the inclusion of this adjustment did not alter the estimates very
much.

Estimates
The first step in computing the Blinder-Oaxaca decomposition is to estimate earnings

equations. The relevant results are shown in Table 3, for the pooled sample of migrants
and residents in both Hanoi and Ho Chi Minh City, and then separately for residents
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Table 3 Estimates of earnings equations, for full sample and for residents and for migrants, with selection
adjustment

Full p-value  Residents  p-value  Migrants  p-value  p-value:
sample difference
Dependent variable
log(wage per hour)
Regressors
Experience (years) 0.028  0.00 0.017 0.01 0.037 0.00 0.00
Experience squared -0.576  0.00 —0.554 0.00 —0.810 0.00 0.00
Years of education 0.107  0.00 0.151 0.00 0.092 0.00 0.00
Illiterate (Y =1) 0.473  0.00 0.765 0.00 0.345 0.00 0.19
Urban (Y =1) 0.096  0.00 0.186 0.00 0.002 0.94 0.00
Kinh (Y=1) -0.107  0.03 -0.177 0.19 —0.025 0.70 0.02
Hanoi (Y=1) -0.117  0.00 —0.168 0.00 —0.050 0.05 0.00
Male (Y=1) 0.113  0.00 —-0.027 0.63 0.200 0.00 0.00
Married (Y=1) 0.055  0.04 —0.027 0.77 —-0.014 0.68 0.00
Was married (Y =1) 0.039  0.49 —0.001 1.00 —-0.019 0.84 0.31
me=1) -0.019  0.29 —0.048 0.32 —-0.016 0.48 0.73
Selection lambda 0.299  0.00 1.117 0.00 0.258 0.05
Intercept 0.985  0.00 0.469 0.08 1.038 0.00 0.62

Experience squared is divided by 1000. Probit selection equation (not shown here) also includes household size,
unearned income, and dependency ratio. The computations use the “oaxaca” command in Stata (Jann 2008)

Data source: Own calculations using data from the Vietnam Urban Poverty Survey (2009)

and migrants. The reported estimates all use the two-step Heckman procedure to deal
with selection bias. The selection term is statistically significant, so this adjustment was
appropriate.

Most of the estimates are as expected. Greater experience is associated with higher
earnings (per hour), but this effect diminishes with age. An additional year of education
is associated with about 10% more earnings, which is a large effect and helps explain
the high demand for education that is observed in Vietnam. Earnings are higher in the
urban parts of Hanoi and Ho Chi Minh City (as opposed to the outlying districts). The
one surprise is that illiteracy appears to be associated with higher wages, however, the
effect is modest, in the sense that only those who drop out of school after three or fewer
years earn less than those who do not know how to read or write.

After controlling for other factors, workers in Hanoi earn about 12% less than their
counterparts in Ho Chi Minh City. Male migrants appear to earn about 20% more than
comparably qualified female migrants, but there is no evidence of a gender bias in
earnings among urban residents. Liu (2002), using data from the 1993 and 1998
Vietnam Living Standards Surveys found a gender bias nationally, but not for govern-
ment jobs, and barely within state-owned enterprises. Given that many of those jobs are
urban, our results are not entirely surprising. Thuy et al. (2012) also find relatively little
unexplained gender bias in wages in Vietnam, at least within segments of the labor
market, in sharp contrast to recent findings for China (Wang and Cai 2006).
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Blinder-Oaxaca Decomposition

Table 4 gives us the results for the Blinder-Oaxaca decomposition. The upper panel
does not use sampling weights in the estimates, while the bottom panel does. When the
selection adjustment is included in the earnings equation, and the regression is weight-
ed, we find that between 76 and 85% of the overall earnings (per hour) differential is
attributable to differences in endowments. This suggests that the effects of labor-market
discrimination against migrants are rather modest.

These findings are relatively robust. An unweighted regression essentially explains
all of the earnings differential on the basis of endowment differences between migrants
and residents. The explained part is relatively smaller when the selection adjustment is
omitted, but as argued above, it is appropriate to make this adjustment. Using the same
data set but a different technique, propensity score matching, Nguyen and Minh (2016)
find that between 85 and 97% of the wage differential is explained by differences in
endowments.

Brown, Moon, and Zoloth Decomposition
It would be helpful to know the extent to which earnings differences between migrants

and workers are due to the choice of sector or occupation (the between effect) and to
earnings differentials in any given sector or occupation (the within effect). The Brown

Table 4 Blinder-Oaxaca decomposition of hourly earnings between migrants and residents in Hanoi and Ho
Chi Minh City, 2009

d(In(w))  Change in log of wages attributable to: % “explained”

Endowments  Coefficients  Interaction

Unweighted regression

No selection adjustment

Resident earnings equation  0.348 0.250 0.039 0.058 72
Migrant earnings equation  0.348 0.308 0.097 —0.058 89
With selection adjustment
Resident eamings equation 0.348 0.359 0.023 —0.034 103
Migrant earnings equation 0.348 0.325 —0.011 0.034 94

Weighted regression

No selection adjustment

Resident eamings equation  0.426 0.256 0.114 0.056 60

Migrant earnings equation  0.426 0.312 0.169 —0.056 73
With selection adjustment

Resident earnings equation  0.426 0.360 0.103 —0.037 85

Migrant earnings equation  0.426 0.323 0.066 0.037 76

Bold-faced numbers are significant at 1%; numbers in italics are not significant at 10%. Based on earnings
equations reported in Table 3

Data source: Own calculations using data from the Vietnam Urban Poverty Survey (2009)
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et al. (1980) decomposition achieves this, but first requires that one estimate a
multinomial probit equation that models the choice of sector or occupation, and then
calls for estimates of earnings equations within each of these sectors (or occupations).

The estimates of two distinct models of sectoral or occupational choice are shown in
Table 5. The top panel reports the results of a model where individuals work in a
public-sector job or state-owned enterprise, in a private sector firm, or on an individual
(self-employed) basis. This latter serves as the reference category for the estimates.
There are separate estimates for urban residents and for migrants.

Well-educated urban residents are relatively more likely to work in the public sector,
or for a private firm. Those with a 4o khau for Hanoi work more in public-sector jobs,
and less in private firms, than their counterparts in Ho Chi Minh City. The estimates for
migrant workers indicate a similar process for public-sector jobs, but show a different
pattern for private-sector employment: migrants with more experience are more likely
to work in this sector, as are migrants who live on the fringes of the cities rather than
close to downtown.

The bottom panel of Table 5 reports a separate set of multinomial probit results,
which we need for the decompositions presented in Tables 6 and 7. Here we separate
employment into four groups, depending on whether it is blue-collar or white collar
(i.e. administrative/managerial/professional), and whether the job is in industry or
services. We expect that urban residents and migrants may sort differentially into these
occupations and industries; and since a similar breakdown has been used in the context
of urban migration in China, this also allows us to make comparisons with those
studies. For residents, greater education is associated with white-collar jobs, as is the
fact of living near the center of the city. On the other hand, married workers are more
likely to be working in blue-collar service jobs, other things being equal, but gender has
no significant effect on the choice of occupation/industry. The situation for migrants is
slightly different: blue-collar jobs in manufacturing are relatively attractive to men, and
to migrants living in the “rural” areas around the cities. Unmarried migrants are found
disproportionately in white-collar service jobs. Unsurprisingly, more-educated migrants
tend to work in white-collar positions.

These results are entirely plausible, and we combine them with the results of earnings
functions that are estimated for each sector or industry/occupation (details not shown
here) to obtain the decomposition of the earnings differential between urban residents and
migrants that is shown in Table 6. The first key result is that about three-fifths of the
earnings differential can be explained by differences in the endowments and other
characteristics between residents and migrants. This is at the lower end of the proportion
explained in the more basic Blinder-Oaxaca decompositions. The second observation is
that about two-thirds of earnings differences are due to variations within sectors or
occupations, with relatively less attributable to the differential sorting of residents and
migrants by occupation. However, the details differ. Less than 10% of the wage gap is
due to differences in job allocations across the three broad sectors, and 44% of the
differential remains unaccounted for (due to interactive effects and the imprecise fit of the
estimated equations). When jobs are broken down using the industry/services blue/white
collar distinction, the explained within variation is far less, but more of the earnings
differential is attributable to the choice of industry or occupation. This is mainly driven by
the large wage differential between white- and blue-collar jobs, coupled with the small
fraction of migrants who have white-collar jobs.
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Table 6 Decomposition of earnings differential using Brown et al. (1980) Method

Sectors Occupations
In(w) % of total In(w) % of total
Total earnings/h differential 0.426 100.0 0.426 100.0
Within sectors/occupations 0.285 67.0 0.289 67.8
of which:
Explained (“endowments”) 0.218 51.2 0.153 359
Unexplained (“coefficients”) 0.067 15.8 0.136 32.0
Among sectors/occupations 0.039 9.1 0.159 374
of which:
Explained 0.020 4.7 0.106 24.9
Unexplained 0.019 44 0.053 12.5
Total explained 0.238 56.0 0.259 60.8

Based on multinomial logit models shown in Table 5, with (weighted) wage equations for urban residents,
estimated for each sector or occupation. Sectors are government, private and foreign-invested, and individual.
Occupations are industry/blue collar, services/blue collar, industry/white collar, and services/white collar

Data source: Own calculations using data from the Vietnam Urban Poverty Survey (2009)

Table 7 sheds some further light on these differences. For instance, the multinomial
logit estimates indicate that we expect 33% of migrants to work in blue-collar industrial
jobs, while the actual proportion is 47% for migrants (and 24% for urban residents).
Within this sector, essentially all of the earnings differential may be explained by
differences in the characteristics of residents and migrants. On the other hand, the
proportion of migrants working in blue-collar services (39%) is comparable to that of
residents (42%), but less than half of the earnings differential in this category is
explained by differences in characteristics, leaving a large unexplained earnings gap.

Discussion and Conclusions

We began this paper by noting that migrant workers in Hanoi and Ho Chi Minh City
earn substantially less than urban residents who have an official 4o khau (residence
permit). A Blinder-Oaxaca decomposition, based on plausible earnings equations,
shows four-fifths of the difference to be due to differences in the characteristics of
the two groups, most notably education and experience. A more detailed decomposi-
tion, which takes into account the differential sorting of residents and migrants into
different sectors or occupations/industries, attributes three-fifths of the earnings gap to
differences in observable characteristics.

It is instructive to compare our results with those found by researchers who have
looked at large cities in China, where a similar system of resident registration is in
place. The comparison is set out in Table 8. The earnings gap between residents and
migrants in Hanoi and Ho Chi Minh City is broadly comparable with the gap observed
in China, although there is considerable variation across the Chinese studies, with a
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very large gap (71%) observed by Meng and Zhang in Shanghai in 1995-96, and a
rather modest gap (20-30%) observed by Cheng et al. (2013) in four megacities in
2008, albeit on the basis of relatively small samples.

Our Blinder-Oaxaca decomposition explains 85% of the earnings gap using the
weighted regression for residents, or 76% of the earnings gap using the weighted
regression for migrants. This is in line with the main result found by Zhang et al. (2016)
using data from 15 Chinese cities for 2007, where they estimated that 17% of the wage
gap between migrants and urban workers cannot be explained by observed factors. On
the other hand, Meng and Zhang (2001), using the same approach, find that only half of
the gap in Shanghai is attributable to observable differences in characteristics between
residents and migrants. Our more-detailed decomposition by occupation/industry may
be compared with the findings of Wei and Lu for Beijing, Wuxi, and Zhuhai in 1998.
The earnings gap is similar overall, and the breakdown of the gap is similar with one
important exception. They find that sorting workers by sector matters greatly, and is
largely unexplained, while we find that it is essentially predictable based on individual
characteristics.

Some of the other Chinese studies show surprising, and not entirely plausible,
results. Meng and Zhang find that once one breaks down jobs by occupation, none
of the resident-migrant wage gap is explainable by observable characteristics. At the
other extreme, Cheng et al. (2013) find that the gap is more than fully explained by
differences in the characteristics of residents and migrants! The fragility of these results
suggests that we do not yet fully understand the reasons for the resident-migrant
earnings gap, and careful attention to data collection and methodology are particularly
important in this context. The data we use come from a well-designed and executed
survey. In our estimates, we have properly adjusted for possible selection bias.

No matter how we decompose the earnings gap between residents and migrants, part
of the difference, somewhere between 15% (last column of Table 4) and nearly 50%
(last row of Table 6), remains unexplained. We can only speculate on possible
explanations for this difference, because by definition it is associated with unobserved
variables. One possibility is that there is discrimination by employers against migrants.
Perhaps they are viewed as less adapted to the urban workplace than urban residents.
Yet if this is so, how is one to explain the virtual absence of an earnings gap for those
working as blue-collar industrial workers?

Another possibility is that the government sector, both government itself, and state-
owned enterprises, will not employ workers who do not have the appropriate ho khau
residence permit. There is evidence to support this: Table 7 shows that just 5% of
migrants work for the public sector, compared to the 14% of migrants who would be
expected to work in the public sector if the sorting process that applies to residents were
also applied to them. If the public sector were to treat migrants in the same way they
treat urban residents, then the unexplained earnings gap would shrink by about a fifth.
Of course, given that at least half of the earnings gap between migrants and residents is
attributable to observable characteristics, especially education, improvements in these
areas would help shrink the overall gap.

There are avenues worth exploring further. We define migrants as those who do
not have a o khau that permits them officially to live in the city, but we need a
better understanding of how people born outside Hanoi or Ho Chi Minh City
sometimes manage to obtain a ho khau, for instance, by pursuing higher education
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in city-based universities. Deng and Gustafsson (2006) have explored this issue
for China, but absent data on where our survey respondents were born, we are
unable to determine the process by which migrants obtain a 4o khau. It would also
be helpful to explore where in the income distribution the effects of potential
discrimination are strongest, for instance, is it poorly-educated or well-educated
migrants who face the strongest headwinds? The use of quintile regressions, as
done by Salardi (2012) for Brazil, and Cui et al. (2013b) for China, may shed
some light on this, but will require sizeable data samples.
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