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I. CURRENT SITUATION, RESULTS OF LABOUR MARKET

1. Legal framework, institution and policies 

1.1.  Legal framework, institution and policies

Labour legislation sytem have been consolidating to facilitate for labour market development.
Firstly, the system of legislation, including the Labour Code (promulgated in 1994, amended and supplemented in 2002, 2004 and 2006, especially the amendment of Chapter 14 on industrial relations), Social Insurance Law (2006) with involvement of the informal sector into social insurance system and issuance of unemployment insurance scheme, Law on Vocational Training (2006), and Law on Vietnamese workers’ working overseas under contractual basis (2006), etc., has constituted a legal foundation for labour liberalization. Workers are secured with freedom to employment, placed centrally, dynamic and self-employed. Employers are encouraged to enhance their investment for development of production, business, service delivery and creation of more jobs
.  

Secondly, the Government has concentrated on enhancing quality of human resource. Legislation system on education and vocational training has been relatively comprehensive, including the Law on Education, Law on Vocational Training and guideline documents, preferential credit policy with the aim to facilitate workers to access services of vocational training, namely (i) encouraging workers to participate in vocational training courses through facilitation to workers to get credit with preferential interest rate; (ii) encouraging enterprises to train workers by themselves with acceptance that enterprises are entitled to include the cost of human resource training into costs of production and product price; (iii) providing free-of-charge vocational training through some projects on vocational training for several vulnerable groups in the society. 

Structure of industries needed training has changed, in which training areas cover not only the traditional industries such as mechanics, manufacturing, home electric repair, but also new industries such as electronics, IT, finance or business management, etc.,   

Thirdly, labour market has become more flexible, meeting better the demands of human resource of various industries in regions nationwide and workers’ demand of self-employment. The 1992 Constitution of Viet Nam   acknowledged the rights of workers to employment and residence. Since 2000 to date, regulations on residence and resident registration in urban areas have been unfastened. The Law on residence (which took effect in July 2007) has facilitated the registration for residence. The right to residence of citizens has been remarkably opened, including the right to select and decide permanent or temporary residence. Apart from the policy on migration liberalization, policies on urban development and key economic regions, etc., have stimulated the shifting of workers from low demands (rural and agricultural areas) to high demands (urban, industrial and processing zones). International labour shifting has been encouraged. 
Fourthly, the Government has performed better its role of macro management over labour market with lessened direct intervention to industrial relations, but remained actions of making and issuing legal documents, monitoring enforcement of legislation and policies on labour market, human resource management, and guiding stakeholders to develop industrial relations in harmony and stability. 

The Government has continuously applied socio-economic policies to regulate labour supply and demand relations, especially the policies on intensive labour demand, improvement of labour supply quality, linkage between labour supply and demand such as provision of employment information, vocational training, job orientation and service system.   

National Fund for Employment of the National Targeted Program on Employment was initiated in 1992 with objectives: (i) to provide loans with preferential interest rate for workers to create employment by themselves and work abroad within the form of manpower export; (ii) to establish job service centers with the aim to support job-seekers to be employed, provide vocational training and study labour market; and (iv) to support education and vocational training.  

Moreover, many other assistance programs have been carried out (especially support during the economic crisis between 2008-2009) with some measures such as tax exemption and reduction or extension of the time for tax contribution of businesses, export encouragement, investment from the State budget of the successive years, etc., These helped reduce negative impact of the crisis on businesses with regards to uphold employment and income for workers. Especially, the project on vocational training approved in 2009 has shown its remarkable influence
.
Wage policy: Wage adjustments in 1993 and 2004 have gradually separated wage in business sector and administrative sector, creating condition to reform wage policy in business sector following to the market oriented direction, enhance autonomy for businesses in defining the cost for wage and pay for workers based on productivity and business efficiency. The minimum wage policy has become better in meeting minimum demands of workers and their families with consideration to the elements of region and production area.
 As a result, the relationship of minimum-middle-maximum wage has been enlarged, reducing number of payrolls, increasing the elasticity between wage levels and reducing the averageness of wage. 
2. Labour supply

2.1. Scale and trend of labour supply

Viet Nam is rich of human resource with large size of population, young population pyramid and starts to step up to the period of “Demographic Bonus”
. By 2009, our population reached 85.79 million, of which 50.48% are women. Population at working age is 57.08 million (making up 66.35% of total population). Population growth among working age group is doubled in comparison with the population increase in general (2.12% compared to 1.1%). During 2001-2009, about 1.6-1.8 million people yearly entered into working age. The rate of population to participate in labour force increased from 73% in 2001 up to 76.4% in 2009. Especially, the rate of rural workers participating in economic activities increased from 76% up to 80.6% in the same period, reflecting the attractiveness of labour market. 
Labour force has developed. In 2009, it reached 49.3 million nationwide
 (of which 48.61% are female), increasing 11.09% compared to 2005 and 25.6% compared to 2000. During 2001-2009, labour force increased yearly more 1.13 million with the growth rate of 2.68%/year.  

Geographically, labour distribution still remains many shortcomings. Large areas have low labour proportion (central midland and Northern areas only occupy by 13.8% of the labour force and central highland reaches 5.8%). Such labour distribution has created no condition for different areas to take advantage of land, create jobs for workers and influence positively on movement of workers from rural to urban areas. 

 Labour force structure: young workers make up a high proportion in labour force structure (50.22% aged 20-39 in 2009); labour force mainly come from rural areas, but it trends to reduce during 2001-2009 from 76.74% down to 71.73%. Labour force distribution between geographical and economic areas in 2009 was uneven, such as in Red river delta (22.87%), Mekong river delta (20.13%), South East (15.94%) and others occupy by 41.07%.

2.2. Quality of labour supply

Qualification of labour force has been gradually improved, but slowly. In 2001, nearly 20% workers were illiterate and had not completed primary education. It reduced down to 18.3% in 2009. Number of workers completed secondary schools trends to increase from 17.58% in 2001 up to 25.6% in 2009, meaning that only ¼ labour force have qualification enough for further technical training. The disparity in education between rural and urban areas becomes larger though many efforts have been made in the sector of education through universalization of primary and secondary education. 

Technical skills of labour force have been enhanced, but still slowly, increasing from 17.05% of total labour force to 24.7% during 2000-2009. Especially, the rate of technical workers without certificates is relatively high (about 7.1% in 2009). Labour force with education of university or college levels has increased, but with a modest figure (increased from 3.5% in 1999 up to 6.9% in 2009). Basically, Vietnam’s labour force is facing with many challenges such as skilled workers are far from demands, especially in the industries of electronics, mechanical manufacturing, electrics, petrol and gas.  

Qualification and skills of female workers are lower compared with male workers. In 2009, the rate of trained female workers was 6.4% lower than men (14.3% compared with 20.7%). The rate of labour force with education of university or higher levels in Ha Noi and Ho Chi Minh City was much higher (three times) than other regions in the whole country. Regions with the lowest level are Mekong river delta (2.9%) 2.3% less than the average level. 

Realization of working disciplines by Vietnamese workers is generally bad. A majority of workers are not trained on industrial working disciplines as they almost come from rural and agricultural areas with behaviour of small-scale farming and unmethodical timing. Workers are not equipped with knowledge and skills to work in groups, no capacity for cooperation and sharing of risks, and still hesitative to bring into play their initiatives and share working experiences.  

3. Labour demand
In recent years, though being under impact of economic crisis globally, Vietnamese economy have shown its positive growth rate. Therefore, aggregate labour demand of the whole economy increased steadily with yearly growth of about 1 million people during 2001-2009. In 2009, aggregate labour demand reached 47.68 million people, more than 1.2 times compared to it was in 2001. Labour demand growth during 2001-2009 was about 2.6%/year, less than the labour force growth rate (2.68%/year in the same period). These are causes to the trend of high unemployment rate in the whole country. 
However, employment increase is not conformity with the economic growth rate. During 2001-2009, employment elasticity coefficient was 0.28, meaning that when GDP increases 1%, employment only increases 0.28%. In comparison with other countries in the region, the employment elasticity coefficient is low or growth creates not many jobs and brings fewer benefits for workers. Especially the overload of labour market in key economic regions in the South (e.g. the South East region where concentrates a lot of industrial and processing zones) and no matching between labour supply and demand (including unskilled workers) have constituted the risk of long-term shortage of labour, especially after many flows of workers migrated back to rural areas due to impact of the economic crisis in 2008
.
Labour structure with employment under economic sectors has been shifting to the direction of industrialization and modernization. In the period 2001-2009, the proportion of jobs in industry increased from 13.89% up to 20.28%, in service increased from 22.31% up to 30.6% in 2009, and in agriculture reduced from 63.98% down to 53.97% in 2009. 
However, labour structure moves slowly and far from economic structure. Workers are being repressed in agriculture and rural areas with low productivity (in 2009, the ratio of agricultural workers occupied by nearly 54% of jobs, but created only 24.3% GDP). In general, productivity and efficiency in economic sectors are low and the economy sill relies much on exploitation of natural resources and labour intensive industries (agriculture, fishery, mining, processing and services). Manufacturing industries are halted at small scale, backward technology, no high skill requirement, resulting in low competitiveness and no setting of new critical products. 
 Domestic labour demand is now at underdeveloped level. In 2009, self-employed workers and unpaid family workers with characteristics of no sustainability and vulnerability are two groups of critical workers of the economy, making up about 74.3% of aggregate employment of the economy. These two groups of workers account for a majority in rural areas, it reduced from 85.85% in 2001 down to 84.12% in 2009. The rate of self-employed workers and unpaid family workers though being reduced faster in rural areas, it is still high in urban areas, reaching 48.62% in 2009 (reduced from 64.49% in 2001).  
In parallel with economic structure transfer, attraction of foreign investment capital and mobilization of domestic investment capital, number of businesses and wage-earners has increased dramatically in the period 2001-2009, from 20.71% to 33.4% employed workers (over 16 million). Especially, in recent years there are about 500,000 wage-earners each year, making up a half of workers newly entered into labour force. 

Businesses in FDI sector have gradually replaced the public sector in creation of employment, especially jobs in technical areas. The presence of FDI has contributed to transfer labour structure from rural areas to large processing and industrial zones. Growth rate of employment in FDI sector is very high, reaching 14.65%/year. In 2009, about 3.4% workers participated in this sector. 

In contrary to the trend of FDI, employment in private economic sector increases slowly, even the proportion of working labour in this sector reduced from 8.16% in 2000 down to 6.7% in 2009. 

Many jobs have been created in informal economic sector (unpaid family workers and self-employed workers), though it was under the trend of restriction (in 2009, over 80% workers involved in this sector). However, the 2008-2009 economic crisis shows that this sector is the buffer for workers in formal sector, contributing to visibly reduce unemployment. 

The role of job creation by the public sector trends to decline. Employment proportion in this sector only lightly increased from 9.33% in 2001 up to 9.6% in 2009. This shows the large imbalance between labour distribution and utilization: the public economic sector contributed to 34% GDP, utilized 1/3 total social investment capital, employed less than 10% labour force; private economic sector contributed to 66% GDP, utilized 2/3 total social investment capital, employed over 90% labour force, in which the latter covers a majority of workers from households, small scale and segmented production establishments with backward technology and out-of-date means of production, resulting in low productivity. 

In parallel with the open policy of the Vietnamese economy, the trend of economic globalization has created migration flows of qualified workers from other countries to Viet Nam. At the beginning, with the expectation to create jobs for domestic workers, the Government issued the Decree No.105/2003/ND-CP to prevent businesses from utilizing foreign workers who should not be more than 3% of total workers. However, the Decree No.93/2005/ND-CP allows businesses to recruit more than 3% foreign workers under approval by provincial people’s committees. As a result, number of foreign workers migrated to Viet Nam increased rapidly from about 19,000 (in 2003) to 49,514 (in 2008)
. In recent two years, the figure trends to increase (especially foreign workers employed for projects won by international contractors). Actually, this is the pressure of new competition against domestic workers and the challenge for policies on foreign workers management in Viet Nam in order to achieve the objective of domestic job creation without influence on the process of labour market integration and development.  

Though there has been the labour structure transfer from informal to formal sectors, a major part of workers are working in informal sector
: by 2009, the informal sector occupied by about 75% total employment in the national economy, including individual and household establishments with small scale production, low productivity, instability and poor occupational safety and health. 

4. Labour demand and supply matching
4.1. Unemployment and under -employment
· Vietnam’s general unemployment rate is rather low. 

With the nature of a developing country with incomplete labour market and most of the workers are still living in rural areas and working in agriculture sector, Vietnam’s general unemployment rate was as low  and not serious for Vietnam. Unemployment rate was as less than 3 per cent per year for period 2001-2009 and seems to increase.  

The average unemployed workers were 900 thousand people a year, and tended to increase at the growth rate of 1.7 per cent over the same period. 

There is important change in unemployment structure. Unemployment in urban area tends to reduce, while that in rural area tends to increase. Over the past years, urban unemployment rate reduced from 5.42 per cent in 2001 to 4.6 percent in 2008. Although the rural unemployment rate is low, it gradually increased from 1.08 per cent in 2005 to 2.3 percent in 2009; and number of the unemployed in rural are also increased sharply in 2009 (from 514 thousand people in 2008 to 877 thousand in 2009). The main reason is the effect from economic shocks that make a huge number of workers in cities and urban areas lost job and come back to hometown. 

The unemployment rate is high in young age group.  In 2009, the unemployment rate was the highest in the group of 15-19, 25.4 per cent, followed by the group aged 20-24, 23 per cent and the group aged 25-29 at 16.5 per cent. Although there is still a lack of skilled workers, a number of workers at college/university and higher education level are unemployed every year, accounting for 7 per cent of the total unemployed in 2009. 

Rate of long-term unemployment (for one year and more) is rather high, accounting for 30.1 per cent of the total unemployed in 2009. Hence, there is a large number of the unemployed who cannot find new jobs and gradually lose their accumulated knowledge and skills. 

Recently, especially during period of recovery from global economic crisis, there is a situation of constraints in labour demand and supply matching, including skilled and unskilled labour.  

· Underemployment : 

Although underemployment has been improved as the impacts of economic development and labour mobility to urban areas, it is still a serious issue. In 2008, total number of underemployed labour in the whole country was 1.43 million people, of which 1.4 million was in rural area, accounting for nearly 97 per cent.  

Rate of working hour utilization in rural area tends to increase, however it is still low, 82 per cent. 

4.2. Labour shortages
In the context that Vietnam is in the first step of industrialization, the economy still characterized by labour intensive, low-skilled employees. However, for economic achievements over the past time in accordance with the rapid development and establishment of enterprises as well as the goal of accelerating a modernized and industrialized nation by 2020, demands of skilled employees will increase rapidly. However, the present labour market is still segmented with many inadequacies and shortcomings by the labour supply-demand relation. Employers are still unable to recruit enough demanded employees when the vocational education and training has not caught up with the changes of labour demand. 
As discussed above, Vietnam is enjoying the golden age of population. Low-cost labour continues to be the main attraction of foreign investment. However, labour shortages have emerged in the industrialized regions of the country since the middle 2000s. The 2011 ManpowerGroup/TNS Survey found that skill shortage in Vietnam is far more severe than China and India, cutting across different levels, industries and professions. Particularly, high shortages are found in 4 major job categories –management, engineers, skilled manual trades and labourers (or unskilled workers). While the shortage of technical and managerial skills can be explained by the under-developed education and training system as well as the mismatch between training institutions and labour market demands, the severe lack of unskilled labour in a country like Vietnam raises particular concerns. 
However, this needs to be places in the context of developing and industrialization country, with the strong impact of economic and improve of labour productivity, the demand for skills will increase, so the shortage skills can see clearly but in the near future, this will become a serious problems, especially, when the employers can not recruit  the skills workers they needed.
This result is appropriate to the condition of current labour market, that is lack of workers and skilled workers whereas our country is on the process of industrialization.

Graph 1. Skills shortages
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Souce: ILSSA/Manpower survey on shortageskills, 2010

ILSSA/ ManpowerGroup survey on labour shortages show that 52% of employers reported difficulty in recruiting properly trained professional workers and especially in advanced. In addition, 35% skills misaligned with enterprises needs; 23% skills misaligned with labour markets. So, need to link education and training with labour job markets and to engage private enterprise sector in skill development in apprenticeships and life-long learning.
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Souce: ILSSA/Manpower survey on shortageskills, 2010

Skills shortages by sized of enterprises. 

Abundant low skills for small companies, severe shortage of right skills for large.

Skill market is split by size of company: The skill shortage is more severe for large enterprises than for small and large enterprises have higher and more specific skill requirement.
· The large difference between small and large points to a two-speed economy
· Large enterprises in mainstream economy
· Small enterprises in low skilled segment with low paid jobs – informal sector
Graph 3: Difficulties to fill jobs by size of enterprise range, average and trendline
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Our review of available literature has shed the light to the underlying reasons of the paradox of Vietnam labour market: young population and abundant of low-cost labour but rising labour shortages in the industrialized regions. The first reason is captured by a recent study by the International Labour Organisation (ILO) (see The Informal Economy in Vietnam, ILO: 2010). The ILO study found that the shift of labour, especially unskilled labourers, from the formal to the informal sector has contributed significantly to the shortage of labour in the industrial formal sector. There was a steady rise of the informal sector in Vietnam despite the firm growth of the private formal sector. While the agricultural employment has continuously declined since the launch of Doi Moi, the informal non-agricultural employment has grown despite economic down-turns, concentrating in Hanoi and Ho Chi Minh city. For instance, in 2007, the total non-farm jobs in the informal sector was 10,860,770 or 47.1% of the total non-farm jobs and 23.5% of the total jobs in the. It is projected that employment in the informal sector will rise even without economic downturn due to the limited capacity of the private formal sector to absorb the new entrants in the labour markets and the workers who move from agricultural to non-agricultural activities. The share of employment in the informal sector could rise from 23.5% in 2007 to 27.2% in 2015 or from 10.8 million to 14.4 million jobs. The ILO study also revealed that a majority of workers in the informal sector are women (60-70% in trade and services), low-skilled (average number of schooling is 9) and of 35-40 years old.

4.3.  Labour mobility
Flows of labour shifting in Viet Nam have been dramatically increasing in recent years due to the demand for new investment and rapid urbanization
. Differences in wage and salary in localities and economic regions are the major momentum forming flows of labour shifting. Labour migration has happened in almost provinces and cities in the whole country, but mainly from rural area in the North to processing zones in the South, from rural to urban areas, especially to Hanoi and Ho Chi Minh City. 


According to results of the National Census on Population and Housing in 2009, number of interprovincial migrant people over the past 5 years between 2004 and 2009 increased from 4.5 million during 1994-2009 up to 6.7 million during 2004-2009. The ratio of migrant people between regions has dramatically increased from 19 o/oo in 1999 up to 30 o/oo in 2009, of which interprovincial migrant people moved from 29 to 43 o/oo. Moreover, migrant people within districts and provinces moved from 16 to 22 o/oo, but intercommunal migrant people shown less movement. Almost migrant workers are young (those at age of 15-34 occupied by 62% total migrant people in 2009). South East region and central highland are always the destination of young migrant people (South East attracts the highest number of migrant people). Women make up over 1/2 of migrant people and the figure trends to increase- proportion of women among migrant people increased from 52% in 1999 up to 59% in 2009. Migrant people have low education level (only 58% completed secondary schools in 2009) and majority of them have not been trained yet. 
- A majority of migrant people only register for temporary residence and have no official registration book for residence. Also, they face with difficulties in housing, education, health care and other social welfare; therefore they just live in makeshift houses in a very bad hygiene condition and unsecured order.  

- During 2007-2009, due to negative impact of the world economic crisis, there happened the adverse flows of migration from urban to rural areas, creating underemployment in rural areas. 
- Different from the organized migration before 2000, during 2001-2010 people migrated freely to other regions for employment, therefore they received no support provided through policies or by businesses. Almost industrial and processing zones, where utilize 30% migrant workers, had no social infrastructure and services (e.g. dormitories, kindergartens, cultural houses, vocational training or social insurance...), leading to workers’ difficulty to access basic social services. As a result, supply of the labour market was unable to meet demands of economic development of industrial and processing zones. Migrant workers faced with the risk of high cost for job application and social constraints from where they come from and areas they arrive. Migration related issues like poverty, social evils, etc., are not probably concerned.    

5. Wages isues
5.1. Average nominal wage 

According to the data from the Vietnam Household Living Standards Survey (VHLSS), the average wage level in the labour market was 2,691,000 dongs/worker/month in 2010 (Table 1), 3.68 times higher than the common average minimum wage
. Meanwhile, in 2006, the common average wage reached 1,042,000 dongs/worker/month, 2.32 times higher than the common average minimum wage
.

In 2006-2010 period, the nominal wage has an average increase of 26.77 percent per year, the highest level increase in the history
, regardless of negative impacts of the economic crisis. Especially, in the latest two years of this period, the wage growth was up to 31.66 percent per year. 2006-2010 is also the period which has a high inflation rate (12.6 percent per year). After deducting the inflation rate, the actual wage only increased 12.59 percent per year (2006-2010); 20.66 percent per year (2008-2010). However, this is still an equivalent growth compared to China  in the contex that the common wage of the global economy only reached an average growth of 2 percent per year in 2006-2009 period
.
Table 1. Average wage per month, 2006-2010

	
	Average wage per month (1.000 VND/person)
	Growth pace (%/year)

	
	2006
	2008
	2010
	2006-10
	2008-10

	Total
	1042
	1552
	2691
	26.77
	31.66


Source: Caculated from VHLSS, GSO.

Contributing to the above-mentioned wage growth, in addition to the inflation factor, economic growth is also a key dynamic. In the post-global economic crisis context, Vietnam’s economy continued its growth rate with a quite rapid and stable speed. Vietnam is listed as one of the economies that possess the most rapid growth rate in the Asia – Pacific region (EAP) in the context of the global economic crisis and it still keeps its rank even after the crisis
. 
South East and Red River Delta were the two regions that have the highest average wage levels, which are quite different from remain ones. The average wage level of the South East reached 2,990,000 dongs/person/month, 1.28 times higher than the region, which had the lowest level (Mekong River Delta). The average wage level of the Red River Delta in 2010 was 2,709,000 dongs/person/month, 1.16 times higher that the Mekong River Delta. These are the two most robust economic regions, which have attracted the most FDI projects. As a result, the two regions have also suffered from a great pressure on labour movement.

Table 2. Monthly average wage by region, 2006-2010     Unit: 1.000VND/person
	Economic region
	Monthly average wage
	Growth rate (%/year)

	
	2006
	2008
	2010
	2006-10
	2008-10

	Red River Delta
	1,014
	1,429
	2,709
	27.85
	37.67

	Northern Midlands mountainous region
	1,001
	1,459
	2,531
	26.08
	31.70

	The Central
	949
	1,406
	2,424
	26.43
	31.28

	The Central Highland
	1,010
	1,730
	2,561
	26.18
	21.66

	South East
	1,306
	1,975
	2,990
	23.01
	23.06

	Mekong River Delta
	831
	1,257
	2,337
	29.51
	36.38


Source: Caculated from VHLSS, GSO.

The Mekong River Delta is the region that possessed the highest wage growth in 2006-2010 period (29.5 percent per year – See Table 2) though it has the lowest average wage level. The high growth has helped to narrow the wage gap of this region with to the remain ones. In 2006, the wage gap between the South East region (with highest level) and the Mekong River Delta (with lowest level) was 1.57; meanwhile in 2010, this indicator was only 1.28. The cause was that when other regions all obtained the wage growth of 26-27 percent per year, the South East (the area with highest wage level) only had the average growth of 23 percent per year.

There is a quite big difference between the wage level of the workers in the household economic ownership and the wage level in other types of economic ownership. In 2010, the average wage of the workers in this area was only 1,973,000 dongs/person/month, only equivalent to 62-63 percent of the average wage level of the workers in the remain ones. The main cause is that the workers working in this area have low labour productivity. The low average wage in the household economic ownership is still a special concern because up to 84.9 percent of the total employment in the economy are generated from this area
. 

Table 3. Monthly average wage by types of ownership, 2006-2010     

Unit: 1.000 dongs/person
	Types of ownership
	
Monthly average wage
	Growth rate 06-10 (%/year)
	Growth rate 08-10 (%/year)

	
	2006
	2008
	2010
	
	

	Household
	753
	1,084
	1,973
	27.22
	34.90

	Private
	986
	1,551
	2,849
	30.40
	35.56

	State
	1,341
	2,082
	3,272
	24.98
	25.36

	Foreign Investment
	1,236
	1,623
	3,034
	25.18
	36.74


Source: Caculated from VHLSS, GSO.

Private economy is the area that has obtained the highest wage growth rate of 30.4 percent over the past years (see Table 3). This growth has significantly improved the wage level in the private sector compared to the state sector, which has the highest wage level in the country. In 2006, the wage rate in the private sector compared to that in the state one was 73.5 percent while in 2010, the rate increased by 13.6 percentage points up to 87.1 percent.

The process of restructuring state-owned enterprises, the dynamic development of the private economic sector and the reformation of wage policy towards a common minimum wage level have rapidly promoted the process of narrowing the wage gap among economic sectors.


In 2010, four sectors that had the highest average wage level are: (1) Finance and Credit (5,014,000 dongs/person); (2) Science and Technology (4,757,000 dongs/person); (3) Asset business and consultancy services (4,219,000 dongs/person); (4) Education and Training (4,108,000 dongs/month). These sectors often keep their top rank in 2006-2010 period. The two sectors that had the lowest average wage level are: (1) hired work in households (1,570,000 dongs/month); and Agriculture and Forestry (1,931,000 dongs/person).

Table 4. Ranking the monthly average income* by economic sector, 2006-2010

Unit: 1.000dongs/person
	Economic sector
	2006
	2008
	2010
	Growth rate 06-10 (%/year)

	Agriculture and forestry
	17
	17
	16
	30.96

	Aquaculture and fishery
	12
	13
	14
	24.10

	Mining industry
	6
	4
	5
	24.37

	Processing industry
	14
	14
	13
	26.72

	Production and distribution of electricity, water and gases
	5
	8
	12
	13.36

	Construction
	13
	12
	15
	23.59

	Commerce, repairing the vehicles with engines
	11
	9
	11
	26.05

	Hotels and restaurants
	15
	16
	9
	34.91

	Transportation, warehouse - stores and information - communication  
	7
	5
	8
	21.05

	Finance and Credit
	2
	1
	1
	25.82

	Science and technology
	1
	2
	2
	19.87

	Asset business and consultancy services
	4
	6
	3
	31.40

	State management and national security
	10
	10
	7
	26.92

	Education and training
	3
	3
	4
	27.87

	Health and aid services
	8
	7
	6
	25.68

	Cultural and sport activities
	9
	11
	17
	9.96

	Public and personal services
	16
	15
	10
	34.56

	Hired employment in households
	18
	18
	18
	28.52


Source: Caculated from VHLSS, GSO. *: 1- highest wage level; 18- lowest wage level

The development of some services has increase labour demand in these industries. It can be seen some significant changes in the ranking table for the average wage level (See Table 4): 

· Production and distribution of electricity, water and gases ranking the fifth (in 2006) downed to the eight (in 2008) and twelfth (in 2010) because the wage growth rate of this sector was only 13.36 percent per year.

· Culture and Sport standing at the ninth (in 2006) downed to the eleventh (in 2008) and the seventh (in 2010) because the wage growth rate of this sector only obtained 9.96 percent per year.

· Hotels and restaurants, public and personal services are the two sectors that had the highest wage growth (more than 34 percent per year), which has remarkably improved their ranks from the fifteenth and sixteenth to the ninth and tenth position).

Vietnam officially entered into the WTO in 2007. Along with the limestone, there have been a number of institutional, administrative and enterprise reforms that have created favourable conditions for the development of different new types of enterprises and economic sectors. Results from the analysis on wage by sector in 2006 – 2010 period show that the workers in services, the sector with highly added value, has benefited from the economic integration process while the workers in agriculture and forestry have become more vulnerable in the labour market.

Table 5. Monthly average wage by occupation, 2006-2010

Unit: 1.000 dongs/person
	Occupation
	2006
	2008
	2010
	Wage growth rate 06-10 (%/year)

	Leaders in the agencies and organizations
	1086
	1776
	3604
	34.98

	Highly technical workers
	1985
	3089
	4666
	23.82

	Medium technical workers
	1427
	2161
	3307
	23.37

	Primary and office staff
	1167
	1626
	3078
	27.44

	Personal caretakers and service providers, guards
	841
	1260
	2497
	31.26

	Skilled workers in agriculture
	1049
	1653
	3562
	35.75

	Skilled craftsmen
	861
	1188
	2050
	24.24

	Skilled installers and mechanics
	1272
	1756
	2286
	15.78

	Unskilled workers
	718
	1012
	2267
	33.30


Source: Caculated from VHLSS, GSO.
By occupation, the wage level of the highly technical workers is highest (4,666,000 dongs/person/month). The lowest wage level belongs to the workers who have no technical skills (2,050,000 dongs/person/month). The remarkable increase in the average wage in some trade groups shows a shortage of workers in these trade groups. In addition to the increase in the number technical and professional workers in accordance with the development of enterprises, the responding level of the vocational training system in Vietnam has been devaluated for its quality and quantity. In the context of a shortage of skilled worker, many enterprises have recruited unskilled ones to train by themselves.

5.2. Rates of return
The analysis of returns to schooling that we undertake below is largely based on the standard human capital model developed by Mincer in 1974, which models earnings as a function of schooling and experience. The dependent variable is the log of hourly wage. We also add some dummies for gender and geographical area, which are likely to be highly significant. The basic model is therefore:

yi = £(si, xi, zi) + ui (1)

where yi is the logged (hourly) labor market earnings for individual i; si stands for completed years of schooling, xi is a matrix of personal characteristics other than schooling, namely, experience, experience squared, gender, and zi is a matrix of context-specific circumstances, namely urban/rural and regional location The last component, ui, is a random disturbance term that captures unobserved characteristics.

The functional form has been left unspecified in equation (1) because the model will be formulated in different ways. We present this base model in its simpler form with just the average years of schooling (linear formulation of education), and a slightly more complex form which captures the likely non-linearities in the effect of schooling on earnings. We do that by including the square years of schooling. By simple computation, these more complex models allow us to obtain differentiated returns to schooling by years of schooling and education levels.
We need to be careful with the interpretation of Mincerian regressions in a causal sense because we do not observe ability and the quality of schooling, which could generate a correlation between the error term and the schooling variable, biasing the rate of return. Additionally, there may be selectivity biases generated by the fact that many adults are not wage earners. A recent review by Card, however, focusing on the causality between schooling and earnings, reaffirms the conclusion that the effect of ability and related factors does not exceed 10 percent of the estimated schooling coefficient, and finds that instrumental variable estimates of the returns to education based on family background are higher than in classic OLS estimates. Psacharopoulos and Patrinos (2002), therefore, conclude that the estimation method makes little difference.
According to the simplest version of model (1) the results show that the trend of rates of return have been increased, an additional year of schooling leads to an increase in earnings of about 5.74 percent in 2008  to 6.6% percent in 2010. 
Table 6: Earning functions (1) - 2008-2010

	Explanatory variables (lnhwage - Dependent variable, logarithm of hour wage)
	Base equation
2010
	Base equation
2008

	yearscl11
	0.066***
	0.0574**

	Exp
	0.0308**
	0.0196**

	exp2
	(-)0.00059**
	(-)0.000065**

	Gender
	0.1406**
	0.14873**

	Mariage
	0.0653**
	0.0797***

	Area 
	0.1646**
	0.1428**

	Observation
	5517
	5208

	R- Squared
	0.2809
	0.2825


Notes: Robust standard errors. * significant at 10%; ** significant at 5%; *** significant at 1%.

Source: VHLSS 2008, 2010.

Disaggregate results on rates of return across the 10 main sectors reported in below graph
show that returns are also fairly similar across these sectors (with the exception of Services where they are higher).
Graph 4: Rates of return by industry, 2008- 2010.
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Source: Caculated from VHLSS 2008, 2010.
By analyzing the rate of return to one additional year of schooling by indutry, the rate of return is lower in the electricity, gas and water sector: in this capital-intensive sector, there are few leader and unskilled positions, leading to a somewhat compressed wage distribution, which results in a lower premium on additional years of schooling. 
In addition, Rates of return in Aquaculture is low. The low ROR (and average wage) in that  sector suggests low productivity and low demand for skilled labor (lower ROR per cycle of schooling and lower average years of schooling). Higer ROR and the trend have been increases in Sevices, from ROR is 6,9% in 2008 climbed by 9,1% in 2010 while the same of chooling years and incresed in experinces years.. 

Table 7: Characteristics by sector 2008, 2010.
	 
	Average shoolings year
	Average experiences year
	Rates of return
	Average wage /hour (1000 VNĐ)
	Working hour/day

	
	2010
	2008
	2010
	2008
	2010
	2008
	2010
	2008
	2010
	2008

	Agriculture and sylviculture 
	10.2
	8.8
	21.0
	8.4
	4.2
	4.2
	13.7
	10.2
	7.1
	6.8

	Aquaculture 
	7.5
	8.1
	18.8
	8.3
	2.7
	2.9
	11.7
	9.0
	8.2
	8.0

	Mining industry 
	11.8
	11.4
	19.8
	9.0
	4.6
	6.2
	25.9
	16.2
	8.0
	8.6

	Processing industry
	10.2
	10.3
	14.7
	5.9
	6.2
	4.6
	13.8
	9.0
	8.6
	8.8

	Electricity, gas and water production
	13.1
	12.6
	17.1
	10.6
	2.3
	1.9
	17.4
	13.8
	7.8
	8.2

	Construction
	9.4
	9.1
	21.2
	7.8
	4.4
	5.5
	14.1
	9.0
	7.2
	7.4

	Services
	12.0
	12.0
	15.4
	6.2
	9.1
	6.9
	20.1
	13.5
	8.5
	8.8

	Public administration
	15.3
	14.6
	19.0
	10.3
	5.6
	4.0
	18.2
	12.5
	7.8
	7.9

	Education, training and health 
	15.7
	15.5
	14.9
	12.8
	5.6
	4.8
	22.2
	16.2
	7.1
	7.4

	Public and personal services 
	9.7
	9.8
	22.0
	5.4
	5.7
	5.8
	11.6
	7.7
	8.4
	9.0


Source: Caculated from VHLSS 2008, 2010.

II. CONCLUSION

For period 2001-2010, labour market continued to develop toward the modernization and market orientation. Institutional arrangement of labour market has been improved; quantity and quality of human resource is improved; information supply on labour market. 

As the result, labour market has been improved: quality of supply increased, labour structure shifted in positive manner, income, wage are improved, labor capacity and labour competitiveness increased. 

Howerver, in the context of a developing country, Vietnam’s labour market formulation and development still has many shortcomings:

- Two co-existing labour markets: the rural labour one based on the traditional (agricultural, self-sufficient economy) and the modernizing urban labour one (market economy). Workers are mainly working in agricultural, non-formal sector with low productivity and disadvantages. Job sharing is still prevalent. Due to impacts of urbanization in urban areas, industrial sector has higher productivity; however its proportion in the economy is still low. 

- Labour supply is abundant in terms of quantity though the trend tends to slow down. Basically, Vietnam is a redundant labour market. However, the quality of labour supply is low with unreasonable distribution and limited movement due to economic and administrative intervention policies. 

- Labour demand is low in terms of quantity. Though the economy is growing with a quite high speed, capacity of job creation is low because the growth model is based on the intensive capital branches…Employment security have not been secured for workers when employment quality is low. There are a great number of workers working in simple and unskilled jobs. The wage-paid job sector is developing slowly. Though the unemployment rate is quite low, rate of underemployment is still quite widespread. Two-third (2/3) to three-fourth (3/4) of employment is not decent. Workers, though have employment, they are still poor;

- The institution of the labour market is being refined; however the legal system of the labour market is insufficient and inadequate. Especially, roles and accountabilities of the actors in the labour market have not been brought into play. There has not been clear role delimitation between the market and the State. Labour and wage management policies have not been sufficient for the labour market (wage policy has not been able to reflect labour price and demand-supply, value and competition rules in the labour market exactly); non-formal employment makes up a majority of the total employment; however, there is a lack of information about non-formal economic sector and support policies for the enterprises in non-formal economic sector; 

- The labour market is segmented, there is a big disparity between rural and urban areas; between motive economic development region and underdeveloped economic one, between skilled and unskilled labour. The labour market develops drastically in key economic regions, big cities while in rural, remote and mountainous regions and non-formal economic sector, the labour market is underdeveloped.










� Right to freely buying and selling labour power is officially protected by the Labor Code. Workers are entitled to ownership and decision how to use their labour power. Employers are entitled to employ, increase or decrease the number of workers upon demands of business or production. Legal protection is demonstrated in the Article 16 of the Labour Code such as “Workers have the right to be employed by any employer in any location not prohibited by law”; “The employers have the right to recruit workers directly or through employment service agencies, and to increase or reduce its labour force to suit production and business requirements and in compliance with the provisions of the law. 


� According to MOLISA report, 100% provinces and cities have established steering committees of the program and selected key districts and communes for instruction and implementation. After one year implementation, by the end of 2010, over 9,000 training courses were organized for about 277 thousand rural workers. Such training courses were all connected with enterprises or production units to provide employment, enhance productivity and increase income for rural workers. 


� Since 2001 to date, the government has 7 times adjusted minimum wage (from VND 210,000/month to VND 730,000/month) increasing 21.25%/month on average. 4 regional minimum wages were regulated under the basis of living standards, sectors for domestic and foreign invested businesses. 


�  When the population reaches the dependence ratio (which is calculated by the ratio between children and the elderly among 100 people at working age) less than or equal to 50, it is considered that the population reaches “Demographic Bonus”. According to forecast by United Nations (2007), Vietnamese population gains “Demographic Bonus” during 2009-2039 (30 years) with the high ratio of population at working age, about 65% of total population between 2015 and 2025. 


� Including people from 15 year-old with a need to employment, be employed or unemployed but showing their needs to employment. 


� Causes of this situation are unreasonable planning for investment linked with local and regional economy, big disparity between demand of job creation, attraction to workers and allocation of investment capital, and planning of industrial zones. Localities pursue similar economic structure and compete with each other, forming no economic regions to the direction of reciprocal cooperation based on advantages of the regions in general and of the locality in particular. 





 





� In reality, it is unable to affirm the precise number of foreign workers in Viet Nam because we could not control the flows of workers “landing” to the country without permission. Many enterprises do not declare or ask for permit. Number of foreign workers “illegally” immigrated into Viet Nam are almost unskilled Chinese workers accompanied with Chinese contractors. 


� Including those who work for themselves and work for their families without pay. 


� According to the National Census on Population and Housing in 2009, proportion of urban population increased from 18% in 1986 to approximately 30% in 2009 (GSO, 2009), urban population increased dramatically from 18.7 million in 2000 up to 24 million in 2008.


� The common minimum wage stipulated by the Government according to the Decision No. 28/2010/ND-CP dated March 25th 2010 was 730,000 dongs/person/month. In addition the common minimum wage, the Government also promulgates the minimum wage level applied for the enterprises in different economic sectors by 04 regions.


� The common minimum wage stipulated by MoLISA according to the Circular No. 15/2007/TT-BLDTBXH dated August 31st in 2007 was 450,000 dongs/person/month.


� In 2002-2006 period, the average nominal wage increased by 9 percent per year, calculated from VHLSS.


� ILO (2010), Global Wage Report 2010/2011 Wage in the time of crisis.


� WB (2010), Report on Updates of Vietnam’s economic status. 





� Authors, calculated from VHLSS2010.


� ILSSA (2011), Labour and Social Trends of Vietnam, 2000-2010.





