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A Theoretical Rationale 

 

 

Allocation and income of factors across activities are  
“two code issues” in international trade (Helpman et al., 
2010). 
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Trade liberalization (1) 

Vietnam has become a very open economy 

 Almost removal of non-tariff barriers. 

 Large tariff reductions in the second haft of the last 
decade. 

 Significant open of the service sector.  

 Drastic growth in trade: the total export and import value has 
increased by 5.2 times in ten years since 2000.  

Increasing dependence of the economy on the foreign trade: 
Exports increased from 55 % in 2000 to 87% of GDP in 2010. 
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Trade liberalization (2) 
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o Concentration in both directions and products  

o Considerably involving in outsourced activities from other 
countries 

       Values of exports is not significantly higher than that of 
imports of the same products within each section of the 
Harmonized System  limitations in skill requirements. 

 



Features of the labor market (1) 

 

 Movements of laborers out of the agricultural sector: the 
share of laborers in the sector to total laborers has decreased 
from 65.3% to 48.4% in 2000-2010 period (ILSSA, 2011; 
MOLISA and ILO, 2011). To low technology manufacturing and 
services.  
 

 An enlargement in waged/salaried works: from 18.4% in 2000 
to 33.7% in 2010 (ILSSA, 2011; MOLISA and ILO, 2011). 
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Features of the labor market (2) 

 

 The informal sector is predicted to be larger in the future 
(Nguyen et al., 2011). 
 

 Gaps between wages of laborers in household business and 
their counterparts in formal sectors have increased in 1998-
2006 period (ILLSA, 2011).  

 

 Laborers in the informal sector is widely believed to be 
disadvantageous to their counterparts in the formal one, at 
least in term of job security.    
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The research question 

 It is an emerging question of impacts of the trade liberalization on 
structural changes in the labor market of Viet Nam in the last 
decade. Specifically, whether the trade liberalization increase share 
of laborers in the informal sector.   

 What are impacts of the trade liberalization on: 

 Allocations across types of employments including self-employment, 
waged/salaried works in household businesses and those in formal 
sectors of private, foreign invested and state ones;  

 The classification is firstly inspired by the dichotomy of formal and 
informal sectors in the literature. Secondly, heterogeneity of the 
informal sector (normally classified into lower tier- mainly informal 
wage jobs and upper tier- mainly self-employment).  

 There are informal jobs in the formal sectors but data does not allow us 
to define them.  
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Theoretical considerations 

Selected potential channels 

 Fiercer competition as well as commonly harder labor regulations 
under the trade liberalization possibly induces sub-contracting 
activities from the formal sector to the informal sector (Goldberg 
and Pavcnik, 2003).  

 An argument from the theory of “firm heterogeneity and trade” 
predicts movements of laborers from small household businesses 
to larger formal firms when countries are opened to export 
opportunities (McCaig and Pavcnik, 2012).  

Bacchetta et al. (2009) note that there are no “strong conclusions 
concerning the link between trade and informality”. 

Labor regulation and labor market arrangements affects the link 
(Goldberg and Pavcnik, 2003).  
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Empirical model 

 

 Extensions of the two-step and the one-equation 
specifications of the model in Goldberg and Pavcnik 
(2003). 

 The model estimate impacts of the trade liberalization at 
industry level on labor allocation across mentioned types 
of employment within industries. 
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The two-step specification (1) 

 A popular employment attainment model with industry effects is 
estimated in the first step: 

                                                                                                   (1) 
         : employment as waged/salaried work in the formal sectors, or 

household businesses or self-employment of laborer i in industry j at 
year t. 

        is a vector of the laborer’s characteristics such as age, gender, 
education. 

        a vector of dummy variables expressing working industries of 
laborers. 

 The key information from estimation of (1) is         if we select the 
waged/salaried work in the formal sector  as the base. 

          is called as industry employment differentials (Goldberg and 
Pavcnik, 2003) to the base. 
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The two-step specification (2) 

 Data of each year is estimated separately to obtain industry employment 
differentials of the year. 

 In the second step, the industry employment differentials is explained by: 

                                                                               (2)                

        is a vector of trade liberalization measures at the industrial level.                    
 and     are vectors of industries and time dummies. 

 Alternatively, we can construct a panel and (1) and (2) could be integrated 

into a one-equation specification as: 

                                                                                     

                                                                                                      (3)        

 

jtSSSjSjtjtS YDT  

jtT
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Data 
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 Data: biennial Viet Nam Household Living Standard Surveys 2002-2010, 
5 times. Which also have panel parts across years.  

 Trade liberalization measures: simple average tariff (liberalization in 
policy), import penetration (liberalization in practice), weighted 
average tariff, effective rate of protection (ERP) (hybrid) of industries at 
2-digit level, sourced from the UNCTAD-TRAINS,  Pham Dinh Long 
(2013). 

 Panel data for the one-equation model: three-wave panel of 2004-
2006-2008. 



Estimation results (1) 
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The first step of the two-step specification 
 A wide range personal, household and community 

characteristics are included in the models. Significance of 
almost variables, at least in a year depicts relevance of the 
variables  

 Significance of industry dummies  relevance of the industry 
individual effects. 



The second step: self-employment versus 
waged/salaried work in formal sectors 

15 

VARIABLES (1) (2) (3) (4) (5) (6) (7) 

Simple average tariff (lag) 0.006 -0.01 

Weighted average tariff (lag) -0.011* -0.008 
Effective rate of protection 
(lag) 0.24 0.119 

Import penetration (lag) 0.447 0.477 0.464 0.421 

Industry fixed effects Yes Yes Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes Yes Yes 

Observations 84 84 64 58 58 58 58 

R-squared 0.795 0.792 0.865 0.882 0.882 0.882 0.882 

Dependent variable: Industry employment differentials 

*** p<0.01, ** p<0.05, * p<0.1 



The second step: waged/salaried works in HHBs 
versus  formal sectors 
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VARIABLES (1) (2) (3) (4) (5) (6) (7) 

Simple average tariff (lag) 0.009 0.033 

Weighted average tariff (lag) 0.029 0.061 
Effective rate of protection 
(lag) 0.036 0.718 

Import penetration (lag) -1.012 -1.118 -1.138 -1.17 

Industry fixed effects Yes Yes Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes Yes Yes 

Observations 84 84 64 58 58 58 58 

R-squared 0.397 0.401 0.402 0.406 0.408 0.419 0.408 

Dependent variable: Industry employment differentials 

*** p<0.01, ** p<0.05, * p<0.1 



The one-equation specification: self-employment 
versus waged/salaried work in formal sectors 
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VARIABLES (1) (2) (3) (4) (5) (6) (7) 

Simple average tariff (lag) -0.144 -0.156 

Weighted average tariff (lag) 0.073 0.033 

Effective rate of protection 
(lag) 

0.563 0.217 

Import penetration (lag) 1.86** 1.86** 1.73** 1.70* 

Industry fixed effects Yes Yes Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes Yes Yes 

Observations 1279 1279 1279 1139 1139 1139 1139 

Dependent variable: Industry employment differentials 

*** p<0.01, ** p<0.05, * p<0.1 



The one-equation specification: self-employment 
versus waged/salaried work in formal sectors 
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VARIABLES (1) (2) (3) (4) (5) (6) (7) 

Simple average tariff (lag) -0.061 -0.088 

Weighted average tariff (lag) -0.089 -0.089 

Effective rate of protection 
(lag) 

0.157 0.642 

Import penetration (lag) -0.492 -0.492 -0.4 -1.047 

Industry fixed effects Yes Yes Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes Yes Yes 

Observations 1279 1279 1279 1139 1139 1139 1139 

Dependent variable: Industry employment differentials 

*** p<0.01, ** p<0.05, * p<0.1 



Conclusion 
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 No significant impacts of the trade liberalization on labor allocation 
between waged/salaried works in formal sectors versus HHBs. 

 Mixed evidence of impacts of the trade liberalization on labor 
allocation between self-employment and waged/salaried works in 
formal sectors. 

 The two-step specification of the model indicates no significant impact 
but the one-equation specification does and imply that the trade 
liberalization increases self-employment versus salaried work in formal 
sector. 

 The difference in samples is an possible explanation for the difference 
in results. If this reason is effective, impacts may be different across 
groups of laborers.  
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Thank you! 


