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1. Introduction

Several forces are responsible for the increasing wage inequality in transition
economies. The abolition of centrally determined wages, which limited inequality be
tween men and women under a central planning regime, is likely to increase gende
inequality. Employers also enjoy increasedautonomy to reward workers according to th
productivity. If men are more educated and more experienced than women, females
disadvantaged by the higher returns to education and experience during the transitio
thermore, employers can use their freedom topenalize female workers in accordance w
their taste for discrimination(Oaxaca, 1973).1 However, discriminating against worke
based on non-economic characteristics, such asgender, is costly in competitive marke
Hence, a more competitive market should reduce the gender wage gap. Our purpo
separate these forces and their effects andto examine the change in women’s wages
Vietnam during its transition period.

The collapse of many state-owned enterprises (SOEs) led to the introduction o
ket reform,Dot Moi, in 1986. Vietnam’s transition can bedivided into two phases, namel
1986 to 1991 and 1992 to the present. The first phase involved substantial structural
as total state employment fell by about 250,000 persons per year. Unemployment inc
and real wages were reduced by 30 to 50 percent because of high inflation(ILO, 1994).
In the second phase, priority is still given to the state sector so that the private sec
remained relatively small.2 Hence, the wage structure adjusted only slowly and discrim
tion against female workers became less costly.3 Therefore, wage reform and the contra
system are important aspects of labor market reforms during this phase.4

In 1993, two important resolutions were passed; they specified the basic wage
paid to all employees as a multiple of the minimum wage rate. In practice, enter
calculate a different basic wage for different skills. The basic wage may be determin
an enterprise-specific minimum wage rate, which is higher than the economy-wide o
depends on productivity within the enterprise. In addition, performance-related bonu
from net profits of SOEs are distributed to workers as in China. Consequently, skill-
wage differentials have widened and a closer link has been established between wa
workers’ productivity within a firm.

As in China, Vietnam has introduced a labor contract system. The 1994 Labor
formalizes labor contracts as the basis for the employer–employee relationship. Sin
introduction of the legislation, the number of workers covered by labor contracts in t
non-state sector has increased dramatically. In the mid-1990s, about 75,000 work
labor contracts; this number increased to 150,000 workers by the late 1990s. The

1 Instead of employers’ taste, discrimination can resultfrom market failure and profit-maximizing behavi
by employers. For instance,Chase (2000)finds evidence of labor market discrimination against Latvia’s Rus
minority due to the absence of an integrated and flexible labor market.

2 Between 1995 and 1998, the state sector accounted for 37 percent of Vietnam’s total industrial grow
domestic private sector contributed only 16 percent.

3 The term discrimination includes the unexplained part of the decomposition that captures the im
discrimination but also the effects of unobserved characteristics and omitted variables.

4 McCarty (1999)andO’Conner (1996)provide details of these reforms.
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duction of the contract regime also gives firms more autonomy in hiring and firing. T
labor market reforms have been implemented uniformly across gender groups; ho
they affect males and females differently because observable and unobservable chara
istics differ by gender and these are rewarded differently. The minimum wage has
minimal effect on the gender wage gap for wage-earners in Vietnam because it is too l
to be binding for most wage earners. The minimum wage is only one-fourth of Vietn
average wage in the domestic sector.

The next section describes the methodology and the data. Section3 analyzes the factor
that contribute to changes in gender wage disparities over time. Concluding remar
policy implications are presented in Section4.

2. Data and methodology

We use the Vietnam Living Standards Surveys (VLSS) for 1992–1993 and 1997–
Although the first survey is a self-weighted sample, the second survey over-sample
cific domains so that the data are weighted. Our sample includes wage earners betw
18 and 60 years who worked in the preceding 12 months and supplied earning d
each survey, between 14 and 16 percent of the females in this age group are wage
Table 1indicates that the female–male wage ratio increased from 0.77 in 1993 to 0
1998 so that the gender gap declined. Compared with most transitional economies, Vie
nam had more pay equality between gender groups in 1998.5 The mean position of female
is at the 44th percentile of the male wage distribution for 1992–1993, compared with th
40th percentile in1997–1998. Therefore, either women’s labor market skills deteriorate
slightly relative to those of men or discrimination rose during this period. Since o
small fraction of the Vietnamese labor force is included, the results must be interp
with caution.

The data inTable 1also show that potential experience is fairly stable over time and
women have shorter potential experience than men. The average education for fem
creases over time; it is lower than the average education of males in 1998. Given th
time span, dramatic changes in the human capital stock are unlikely. However, a p
explanation of the phenomenon is that exit from the wage sector into the self-emp
sector or out of the labor force altogether depends on human capital. The data rev
most of the females who leave the public sector exit the wage sector and either join the
formal sector or leave the labor force altogether. In contrast, males tend to stay in th
sector by moving into the private sector from the public sector. Within the wage s
public servants have the highest level of education. Hence, changes in sectoral distr
i.e. educated females exited but males stayed in the wage sector, caused human ca
female in the wage sector to decline over time.

Juhn et al. (1991)extend the decomposition method ofOaxaca (1973)andNeumark
(1988)to analyze changes in the gender wage gap. Their method decomposes the

5 Reilly (2002)reports an average value of 0.71 for 13 transitional economies.Kidd and Meng (2001)find a
ratio of 0.72 for urban China in 1995.
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Table 1
Summary statistics for variables used in earning equations

1992–1993 1997–1998

Males Females Males Femal

Log hourly wage −0.08 −0.34 0.29 0.10
Potential experience 18.35 16.61 19.30 18.75
Potential experience2/100 4.53 3.99 4.84 4.77
Married 0.72 0.67 0.68 0.63
Migrant 0.66 0.61 0.72 0.65
Years of schooling 8.75 9.14 8.81 8.57
Urban 0.46 0.54 0.35 0.44
Northern Upland 0.09 0.07 0.10 0.09
Red River Delta 0.19 0.21 0.20 0.13
North Central 0.06 0.04 0.10 0.07
Central Coast 0.17 0.12 0.15 0.14
Central Highland 0.01 0.01 0.01 0.01
South East 0.24 0.27 0.19 0.30
Mekong Delta 0.24 0.28 0.25 0.26
Majority 0.91 0.93 0.90 0.91
Government 0.19 0.34 0.22 0.28
SOEs 0.23 0.23 0.14 0.19
Private 0.58 0.44 0.64 0.53
Professional 0.19 0.29 0.18 0.26
Office and trade workers 0.10 0.21 0.11 0.14
Laborers 0.56 0.35 0.65 0.54
Agricultural 0.16 0.16 0.06 0.06

Notes. 1. Hourly earnings rate of the cash and in-kind payment from main job over a 12 months period in logarith
(in a thousanddongs). 2. Potential experience is measured by age minus years of schooling minus six which is th
official school entrance age. 3. The occupation groups are:(a) agriculture, fishery, hunting, forestry and anim
husbandry; (b) professional, technical and leaders of the Party, government, unions and SOEs; (c) clerical, sa
and service work; (d) laborers in production and related fields, transport equipment operation, and other labo
jobs. 4. Migrant equals to one if a person was not born in the district that he or she was living in at the tim
interview. 5. Marital status is coded as one if he or she is married, divorced, a widow or widower. 6. Urba
is coded as one. 7. For the majority dummy, Kinh is the major ethnic group.

in the gender wage gap into changes due togender-specific components and changes
to the widening of the wage structure. Based on a male wage equation, the gende
gap at timet can be written as

Dt = wmt − wf t = (xmt − xf t )βt + (θmt − θf t )σt .

The change in the gender gap between two points in time, i.e.,t andt ′, can be written as

Dt ′ − Dt = [
(xmt ′ − xmt ) − (xf t ′ − xf t )

]
βt ′ + (xmt − xf t )(βt ′ − βt)

+ [
(θmt ′ − θf t ′) − (θmt − θf t )

]
σt ′ + (θmt − θf t )(σt ′ − σt ),

wherewmt is the log of hourly wages. In addition,xmt and βt are vectors of indepen
dent variables and coefficients, respectively. The standard deviation of the residual a
standardized residual of the male wage equation are denotedσt andθmt respectively. The
subscriptf indicates females.
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The first term, which represents the observed skill effect, is the change in the g
wage gap due to changes in gender differences in observed labor market charact
e.g., education and experience. The second termis the observed price effect; it captur
the impact of the changing prices of men’s observed labor market characteristics. Th
term, which is the gap effect, reflects the contribution of changing the relative po
of women in the male residual wage distribution. This effect is interpreted as the r
for unobserved skills or discrimination. If discrimination against women increases, wome
will move down in the male residual wage distribution. The last term, which is the u
served price effect, measures the change in the gender wage gap due to changes
residual wage inequality, holding constant the mean ranking of women in the male re
distribution.

If selective withdrawal from the wage sector into self-employment or out of the l
force is not taken into account, the effect will appear either in the observed skill te
in the gap effect if such selection is based on unobservables(Hunt, 2002). In the presence
of discrimination, the breakdown of the unexplained effect into the gap and unobs
price effects is problematic because the percentile rankings are no longer independen
the standard deviation of the wage residuals(Suen, 1997). Since the gap effect can n
change without a changing pattern in wage dispersion, this decomposition is no long
valid. Hence, these two terms must be interpreted with caution.

3. Earnings differential between males and females

To investigate empirically the sources of the earnings differential between male
females, we consider a regression in which the dependent variable is the log of the
earnings rate. We estimate an extended version of the human capital model, which in
a set of occupation, sectoral and control dummies, both for the pooled sample a
each gender and year. The approach inHay (1979)is used to correct for selection bia
All correction terms are significant, except for the one corresponding to women in
Table 2presents empirical results with and without correction for selection bias.6

In 1993, males received 5 percent more in earnings for each additional year o
cation, which is 2 percent higher than the returns to females. However, by 1998, w
earned higher returns to education than men.7 Vietnam’s rates of returns to education
1998 are similar to those found by other empirical studies in transition or developing cou

6 We specify a multinominal logit model with three categories, namely, the wage sector consisting of
government sector, SOEs, and the private sector, self-employment, and people who are not working. Identificati
is achieved by including variables such as the number of children, non-labor income, and the dependency ra
These variables affect participation in a particular category but they do not influence wages. The correcti
for wage-earners is computed to augment the earnings functions. White’s standarderrors are used to obtai
asymptotically consistent values.

7 The change is driven by the substantial fall in the rateof return to vocational education, in which males a
dominant.Flanagan (1998)attributes a similar change in the Czech Republic to the inappropriate skills acq
in vocational training under central planning.
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Table 2
Earnings equations

1997–1998

les Females

Without With Without

014* 0.017** 0.041*** 0.037***

66) (2.47) (4.50) (4.53)
028* −0.034** −0.071*** −0.068***

69) (−2.37) (−3.45) (−3.58)
119* 0.112** 0.043 0.047
87) (2.48) (0.58) (0.86)
067 −0.083* −0.032 −0.047
20) (−1.81) (−0.50) (−0.74)
037*** 0.034*** 0.044*** 0.040***

20) (5.26) (4.15) (5.00)
227*** 0.138*** 0.146 0.121**

48) (2.75) (1.57) (2.02)
027 0.016 0.028 0.081
19) (0.13) (0.20) (0.63)
100 0.045 −0.135 −0.136
67) (0.36) (−0.88) (−1.03)
372*** 0.320*** 0.331** 0.246**

53) (2.49) (2.49) (2.06)
214 −0.284 0.646*** 0.577***

70) (−1.02) (3.41) (3.21)
786*** 0.708*** 0.653*** 0.619***

74) (6.08) (4.78) (5.25)
310** 0.240** 0.163 0.098
19) (2.09) (1.10) (0.80)
016 0.045 −0.068 −0.145*

20) (0.69) (−0.57) (−1.64)

(continued on next page)
Independent
variables

1992–1993

Males Females Ma

With Without With Without With

Potential 0.025* 0.026** 0.048*** 0.047*** 0.

experience (1.91) (2.42) (3.68) (4.85) (1.

Potential ex- −0.035 −0.039* −0.083*** −0.085*** −0.

perience2/100 (−1.38) (−1.94) (−3.03) (−4.29) (−1.

Married 0.246** 0.178** 0.001 −0.009 0.
(2.19) (2.15) (0.01) (−0.12) (1.

Migrant −0.115 −0.143** −0.026 0.079 −0.

(−1.41) (−2.14) (−0.29) (1.14) (−1.

Years of 0.050*** 0.045*** 0.033** 0.050*** 0.

schooling (4.59) (4.47) (2.00) (4.27) (5.

Urban 0.168** 0.109* −0.087 −0.013 0.
(2.13) (1.75) (−0.87) (−0.17) (3.

Red River
Delta

0.175 0.077 0.143 0.369*** 0.

(1.22) (0.63) (0.81) (2.70) (0.

North Central −0.306 −0.310** −0.174 0.033 0.
(−1.61) (−1.98) (0.69) (0.17) (0.

Central Coast 0.233 0.090 0.242 0.452*** 0.

(1.56) (0.70) (1.25) (3.00) (2.

Central
Highland

0.993*** 0.690** 0.353 0.739** −0.

(2.64) (2.51) (0.95) (2.40) (−0.

South East 0.855*** 0.696*** 0.613*** 0.899*** 0.

(5.86) (5.74) (3.41) (6.72) (5.

Mekong Delta 0.619*** 0.456*** 0.489*** 0.584*** 0.

(4.19) (3.73) (2.68) (4.23) (2.

Majority −0.0659 −0.074 0.155 −0.093 −0.

(−0.52) (−0.76) (0.93) (−0.85) (−0.
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1997–1998

es Females

Without With Without

21*** −0.311*** −0.014 0.005
2) (−4.00) (−0.14) (0.05)
47 0.000 0.140* 0.127**

6) (−0.00) (1.78) (2.11)
51*** 0.491*** 0.411** 0.489**

9) (3.68) (2.08) (2.50)
28 0.110 0.206 0.315*

0) (0.86) (1.05) (1.68)
91*** 0.222* 0.174 0.232
8) (1.92) (0.97) (1.30)
10* −0.063
5) (−0.57)
44*** −0.705*** −1.297*** −1.121***

8) (−3.95) (−4.44) (−4.28)

1380 677 1000
0 13.75 9.75 13.84
7 26.72 27.07 26.73

s, agricultural occupations, and Northern Uplands arethe omitted
Table 2 (Continued)

Independent
variables

1992–1993

Males Females Mal

With Without With Without With

Government −0.357*** −0.295*** −0.073 −0.013 −0.3
employees (−2.69) (−2.74) (−0.49) (−0.11) (−4.4

SOEs −0.096 −0.058 0.006 0.042 0.0
employees (−0.99) (−0.74) (0.05) (0.47) (0.6

Professionals −0.079 0.009 0.212 0.042 0.5
(−0.47) (0.07) (1.08) (0.28) (4.2

Office/trade −0.028 −0.089 −0.055 −0.111 0.1
workers (−0.18) (−0.74) (−0.33) (−0.93) (1.0

Laborer 0.185* 0.174** 0.162 −0.034 0.2
(1.68) (2.24) (1.05) (−0.31) (2.7

Lambda −0.182** 0.220* −0.1
(−2.15) (1.77) (−1.8

Constant −1.520*** −1.151*** −1.48*** −1.752*** −0.8
(−5.61) (−5.54) (−4.08) (−7.69) (−3.9

No. of obs. 520 907 366 615 967
F -statistics 7.65 10.7 8.37 6.92 13.7
AdjustedR2 19.57 16.16 12.99 14.75 29.2

Notes. 1. The dependent variable is the log of earnings in thousand dongs. 2. Privatesector employee
categories for sectoral, occupation and region dummies respectively.

* Significance at the 10% level.
** Idem., 5%.
*** Idem., 1%.
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Table 3
Decomposition of gender wage gap

Conventional decomposition 1992–1993 1997–1998 Intertemporal decomposition D98 − D93

lnWm −0.087 0.296
lnWf −0.344 0.102
lnWm − lnWf 0.257 0.194 Change in wage gap in log −0.063

Oaxaca (1973) Juhn, Murphy and Pierce (1991)
Male wage structure Observed skill effect −0.084

Characteristics 0.002 −0.109 Observed price effect −0.027
Returns 0.255 0.303 Gap effect 0.295

Female wage structure Unobserved price effect −0.247
Characteristics −0.085 0.105
Returns −0.172 −0.299 Of which:

Neumark (1988) Gender-specific 0.211
Weighted wage structure Wage structure −0.275

Skill difference 0.036 −0.064
Male advantage 0.069 0.122 Explained −0.111
Female disadvantage 0.152 0.136 Unexplained 0.048

tries.8 Potential experience and its squared term describe the expected inverted-U shap
relationship between wage rates and labor market experience. The return to exp
declines for all wage earners, although the decline is larger for males, indicating th
cent labor market experience is more valuable than that acquired under central pla
Chase (1998)andFlanagan (1998)report similar findings in the Czech Republic. Howev
a declining experience premium is not found in China byLiu (1998).

Table 3contains the decomposition results using several methods. According to tho
suggested by Oaxaca and Neumark, discrimination accounts for most of the gender earn
differentials. Indeed, thedecomposition result of Oaxaca suggests that in 1997–1998,
gender wage disparities are explained by discrimination. Using the male wage str
as an example, differences in returns, which are traditionally interpreted as discrimin
account for 156 percent of the gender wage gap during this period (0.303/0.194). The
gender wage gap narrows over time by over 6 percent in logs. Small changes in the gend
wage gap, in absolute terms, are reported for Hungary (0.054) and the Czech Re
(0.049) byReilly (2002)and for China’s state sector byKidd and Meng (2001). These
small changes in wage differences by gender may reflect the limited impact of labor m
reform process or they may be due to different offsetting forces. To investigate the s
of the gender wage gap, we use the decomposition ofJuhn et al. (1991).

Table 4presents the contribution of different groups of independent variables t
changes of gender wage gap. The observed skill effect is negative, which indicate
duction in the gap. All but the education variable help to narrow it. For instance, a
in sectoral distribution accounts for 46 percent of the convergence of the overall ga
changing occupation distribution of men and women accounts for about 10 percen

8 Psacharopoulos and Patrinos (2002)andFlanagan (1998)report rates of return on education of 3.7 perc
for males and 5.1 percent for females in the Czech Republic in 1988, 4.5 percent for males and 5.6 percent
females in 1985 in China, and 12.4 percent for males and females in 1988 in the Philippines.
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Table 4
A breakdown of the decomposition of gender wage gap byJuhn et al. (1991)

Intertemporal decomposition D98 − D93 Contribution to the overall gap (%

Change in wage gap in log −0.063 100.0
Juhn et al. (1991)

Observed skill effect −0.084 133.3
Education 0.023 −36.5
Experience variables −0.004 6.3
Sectoral variables −0.029 46.0
Occupational variables −0.008 12.7
Others −0.065 103.2

Observed price effect −0.027 42.9
Education 0.009 −14.3
Experience variables −0.016 25.4
Sectoral variables −0.005 7.9
Occupational variables −0.058 92.1
Others 0.042 −66.7

Gap effect 0.295 −468.3
Unobserved price effect −0.247 392.1

the observed skill effect (−0.008/−0.084) and 13 percent of the convergence.9 However,
the education variable increases the gap, perhaps becauseof the lower human capital stoc
of females.

As Table 4indicates, the gap effect is large and positive. In absolute value, it is co
rable to that in Hungary (0.284) and the Czech Republic (0.256) found byReilly (2002).
This component measures the change in the mean female position between 1993 and 1
as compared to the residual distribution of Vietnamese males in 1998. However, th
effect should not be attributed solely to discrimination. The relative position of wome
in the male wage distribution may be due to demand or supply shocks asOrasem and
Vodopivec (2000)argue.10 Examination of relative employment growth does reveal a mi
demand shift away from female government employees. Furthermore, the gap effect m
also depend on changes in unobserved skills(Suen, 1997). The sum of the observed sk
effect and the gap effect is considered to be the gender-specific effect.11 In Vietnam, the
relatively large gap effect offsets the observed skill effect so that the gender-specific effe
reduces the convergence of wages between genders.

9 A breakdown of the gender pay gap by the changingdistribution of each occupation group, which is n
shown here, indicates that the changing distribution of professional or office/trade-related occupations widens th
gap by 0.011 and 0.009, respectively. On the contrary, the changing distribution of laborer narrows the gap
0.029 in absolute value.

10 In Slovenia, a sectoral demand shift towards female-dominated sectors away from male-dominat
results in a large gap effect in which women move up significantly in the male residual earnings distributi

11 Selective exit from the wage sector could appear either in the observed skill effect or in the gap
However, selection may not be important in Vietnam because both effects do not change much with or
selection correction. The measured effects in Vietnam are 0.052 and 0.26, respectively, without selection correc
tion.
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The negative observed price effect inTable 4indicates that changes in the prices
skills, in particular, changes in the returns to labor market experience, reduces the
wage gap. Changes in the experience wage effect account for 59 percent of the o
price effect (−0.016/−0.027) and for 25 percent of the overall convergence. The declin
the returns to experience affects males morebecause they tend to have longer work exp
ence than females. Changes in the sectoral distribution explain 19 percent of the observ
price effect (−0.005/−0.027) and account for 8 percent of the narrowing gap. The neg
unobserved price effect suggests that male residual wage inequality has decreased, wh
contributes to a narrowing of the gap. Hence, the changes in the wage structure capt
the unobserved price and observed price effects contribute to the convergence of t
der gap in Vietnam.Kidd and Meng (2001)find that decentralization in the labor market
China also resulted in lower wage inequality between the genders, although the op
is observed in some East European countries. For example,Reilly (2002)reports that the
unobserved price effect widened the gender gap in Hungary between 1986 and 199

4. Conclusion

Our decomposition results show that the convergence of the Vietnamese gend
during the 1990s hides an adverse change in discrimination. The positive gap effect
almost entirely the observed skill effect and both observed and unobserved price e
The situation is similar to the one in China but is in stark contrast to experiences in W
economies and in most Eastern European transitional economies. For example, an i
in wage dispersion is responsible for a widening gender gap in all Eastern European
tional economies, except in Bulgaria. The gap effect reduces the gender wage differ
in all countries, except in Federal Republic of Yugoslavia, and counteracts the a
effects associated with increased wage inequality for the most part(Reilly, 2002).

The fact that Vietnam and China have similar experiences illustrates the impo
of discrimination as an obstacle to gender wage gap convergence. Vietnam’s un
ing cultural beliefs and traditions are based on Confucianism. This traditional cu
discriminates against women. Since gender wage discrimination is affected by bo
ployers’ taste and the degree of market competitiveness, education concerning eq
the workplace is important to combat discriminatory attitudes and market deregula
also necessary to encourage the development of the private sector. The latter policy
ages market competitiveness and increases the cost of discriminatory practices.
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