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EXxecutive summary

he recently approved Master Plan on Social Assistance Reform and

Development (MPSARD) action plan calls for a revision of Decree No.

136/2013 ND-CP of October 21, 2013," governing social assistance
benefits.? Centrally, that revision will propose new values for monthly social
allowances for covered groups. To support this process, this report examines the
adequacy of existing benefits under Decree 136/2013. However, assessing the
adequacy of social protection benefits and systems is fundamentally a political
exercise and, to a large extent, a subjective one, because of the wide variation in
international practice and national benchmarks against which to assess adequacy
relative to the respective benefits’ policy objectives.

This report sets out a number of references to determine the adequacy of
tax-financed benefits in Viet Nam and offers a range of options to preserve (and
potentially improve and recover) their value into the future. The analysis has
focused on three core lifecycle benefits — child, disability and old age — in line with
the lifecycle approach adopted in the MPSARD.

Ideally, the level of benefit should correspond broadly to the overarching policy
objective. For example, as benefits intended to replace income, the absolute
minimally adequate floor for social pensions and disability benefits (for
moderate-to-severe disabilities that allow very limited capacity to work) should be
the poverty line, although more generous values would be closer to an ideal
standard of adequacy. For child and family benefits, the situation is more complex.
The lack of international comparability, questions around the continuing relevance
of the minimum standards for family benefits set under ILO Convention No. 102,2
and challenges associated with estimating the cost of children mean that there
may be more flexibility to set adequate values according to multiple national
priorities. Based on our analysis, we therefore propose a recommended band of
acceptable values for each of these lifecycle benefits, as presented in figure 0.1.

T Hereafter referred to as “Decree 136/2013" (Socialist Republic of Viet Nam, 2013).

2 The use of the term “social assistance” here follows the national nomenclature, but Decree 136/2013 also
governs certain non-means tested benefits, in particular the social pension, which is pension-tested.

¢ Social Security (Minimum Standards) Convention, 1952 (No. 102).
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FIGURE 0.1: Summary of minimum and recommended benefit levels, Viet Nam (VND)
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Source: Authors’ calculations based on analysis of VHLSS 2016.

In some circumstances, horizontal extension may take precedent over vertical
extension. Setting adequate benefit levels — vertical extension — is an important,
but far from the only, component of realizing a long-term vision of universal social
protection as the foundation of a dignified society and a growing economy.
Considering Viet Nam's intention to establish a multi-tiered social security system,
where tax-financed and contributory benefits work together to achieve universal
coverage, the question of vertical adequacy of tax-financed benefits may take a
back seat to more pressing priorities related to horizontal extension. This may be
especially true for child and family benefits, where there is potentially a greater
degree of flexibility to set the values of each respective tier at appropriate levels so
as to guarantee the right to minimally adequate benefits while preserving and
strengthening the incentive to join social insurance, which is a key Government
priority under Resolution 28.# For social pensions and disability benefits, however,
great care must be taken to ensure that tax-financed benefit levels are high enough
to enable a decent standard of living for the millions of Vietnamese citizens who
rely on them not only to meet their basic needs, but to live in dignity, prosper and
contribute to society.

Once benefit levels are set, it is critical that the Government of Viet Nam establish
an objective and regular mechanism to preserve the real value of benefits over
time. This report has also explored a number of indexation formulas that could be

4 Socialist Republic of Viet Nam, 2018.
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adopted to preserve, recover and improve the value of tax-financed benefits into
the future. At a minimum, the indexation system should strive to maintain the
purchasing power of benefits — to prevent the loss of real value — by tying them to
prices. However, we have suggested that some form of wage-based indexation,
whether partial or full, could also be considered as a way to maintain the standard
of living of beneficiaries relative to the working population, as well as to preserve
coherence between the tax-financed and contributory tiers.

The Government of Viet Nam is taking important steps toward ensuring that
everyone in Viet Nam can have access to adequate, inclusive social protection
across the lifecycle. Setting adequate benefit levels — vertical extension — is an
important component, but far from the only one, of realizing a long-term vision of
universal social protection as the foundation of a dignified society and a growing
economy.
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1. Introduction

iet Nam'’s social protection system has undergone significant change in

recent years, embarking on a path that would significantly expand coverage

and improve benefit levels. The system consists of social insurance for
workers with formal contracts and others who meet the criteria, and a social
assistance system reflecting a logic of ensuring the welfare of persons in difficult
circumstances meeting certain narrowly defined eligibility requirements. Social
assistance, as it is currently organized in Viet Nam, consists of three components:
regular transfers; emergency assistance; and social care and social work.

Regular transfers comprise the largest component of social assistance and
include targeted cash support for certain groups of children (such as orphans and
children with disabilities), persons with disabilities, single parents, persons living
with HIV/AIDS, and older persons aged 60—79 who lack any means of support, as
well as the universal social pension for all persons aged 80 and above.

Currently, social assistance transfers have very little impact on poverty and other
outcomes due to low coverage and transfer values.® To begin to address the
challenges of low coverage and low benefit incidence, recent reform processes in
Viet Nam have set the stage for advancing toward continued expansion —including
through increasing social assistance transfer values — and greater integration of
the social insurance and social assistance systems. These goals are captured in
the recently approved Master Plan on Social Insurance Reform (MPSIR)® and the
Master Plan on Social Assistance Reform and Development (MPSARD)” and their
corresponding action plans.® Specifically, the MPSIR endorses a multi-tiered
system, where tax-financed and contributory tiers function together to reach
universal coverage. These targets are summarized in table 1.1.

° Kidd et al, 2016.
© As expressed in Resolution No. 28-NQ/TW dated 23 May 2018, of the Seventh Plenum of the XII Central
Committee on Social Insurance Policy Reform.

7 As expressed in Decision No. 488/QD-TTg dated 14 April 14 2017, on approval of the "“Master-plan on social
assistance reform and development for the period 2017-2025 with vision to 2030". Hereafter, referred to as
‘MPSARD".

8 Note that the MPSARD draft action plan included target values that are referenced throughout this document.
The final approved version of the MPSARD action plan does not refer to specific targets for benefit values.
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TABLE 1.1: Coverage targets under the MPSIR (%)

voluntary system

| | |
Target population 1 Coverage to | Coverageto | Coverage to
| 2021 | 2025 | 2030
| | |
Working age population participating in social 1 35 I 45 I 60
insurance schemes | | |
———————————————————————— e e e e e e - mm—m = = = = — -
Working age population in unemployment | 28 35 45
insurance scheme I I I
| | |
777777777777777777777777 I T T S
Persons above normal retirement age entitled | 45 I 55 I 65
to a pension, monthly insurance benefits and | | |
social allowances I I I
777777777777777777777777 [ T T T T
| |
Working age population participating in the 1 1 2.5 I 5
|
|

The MPSARD adopts a rights-based and lifecycle approach to social assistance
expansion and sets out to expand coverage and improve benefit levels for transfers
to children, persons with disabilities and older persons. (Transfers aimed at these
groups are the focus of this report.) Even so, the Government of Viet Nam has so far
made no new expenditure commitments, and the lack of an indexation mechanism
has meant that the value of benefits has eroded considerably over time.

TABLE 1.2: Key Objectives under Decision 488/QD-TTg of 14 April 2017 (MPSARD)

Age of eligibility gradually reduced to 75 (70 for ethnic minorities); inclusion
of social insurance pensioners with low pensions.

Gradually increase coverage to 100% of disabled persons of working age
and their caregivers (1.8% of persons of working age).

Carers’ benefits : Those unable to work due to their care responsibilities for persons with
| disabilities
L _________.
Child benefits : A child benefit for children up to 36 months. A child benefit for all children

(including disability) : in special circumstances (as legally defined), regardless of age.

Benefit for persons : Persons with HIV/AIDS living in poor families initially and gradually
with HIV/AIDS | expanded to include those in near-poor families.

In this report, we review the adequacy of existing social assistance benefit levels in
Viet Name and make proposals on how to improve and preserve their value into the
future. Chapter 2 provides an overview of the approach used to assess benefit
adequacy and the scope of benefits considered; Chapter 3 situates Viet Nam'’s
social assistance benefits in the context of comparable tax-financed child, disability
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and old age pensions around the world; Chapter 4 describes the national baseline
comparators used in the assessment of national adequacy; Chapter 5 presents the
rationale for child, disability and old age pensions in Viet Nam and assesses the
adequacy of each type of benefit in terms of international minimum standards and
national baselines; Chapter 6 explores the effects of different potential indexation
mechanisms on the future value of benefits in Viet Nam; and Chapter 7 offers a
conclusion.






2. Approach to assessing the
adequacy of tax-financed bhenefits
in Viet Nam

ebates on the adequacy of cash benefits are a normal and ongoing feature

of social protection discussions and policy-making processes. While

benefit levels should be aligned with the policy objectives the benefits
set out to achieve, ultimately, setting the benefit levels is a value judgement of
policy-makers (as representatives of society) about what is adequate. However,
there are a number of methodologies commonly used to inform the assessment of
the adequacy of the value of the transfers.

2.1 Adequacy is multidimensional and system-wide

Even if this report focuses on conventional measures of adequacy (i.e. in terms of
the relative “generosity” of benefit levels, which the ILO refers to as the “vertical”
aspect of coverage extension), discussions about the adequacy of individual
benefits for the intended recipient population should not occur in isolation. Rather,
a system-wide perspective is needed in order to contextualize the key issues and
challenges facing both existing and potential recipients of social protection
benefits. Indeed, a full understanding of adequacy calls for a multidimensional
perspective, and some have argued that the “horizontal” dimension of coverage
extension — and, particularly, its absence- is an essential dimension of adequacy,
since “assessment of adequacy...should also be considered at a societal level.”

Because of their design, the social assistance programmes in Viet Nam have
relatively small target populations, reflected in low overall coverage of the social
protection system. Less than 20 per cent of all Viethamese households have a
beneficiary of any social protection programme, as shown in figure 2.1, according
to analysis of the Viet Nam Household Living Standards Survey (VHLSS) 2016.
Indeed, there are large coverage gaps across all ages. Younger generations and
people of working age are particularly disadvantaged in Viet Nam’s existing social
protection system, with more than 85 per cent living in households with no access
to any social protection. Meanwhile, some 45 per cent of older persons receive

9 See Brimblecombe (2013), who identifies seven dimensions for assessing the adequacy of retirement benefits:
benefit levels; exiting labour market at appropriate age; administrative capacity (facilitating adequacy
improvements); interaction with other retirement provision; intergenerational equity (sustainability of benefit
adequacy); security of adequacy; and coverage. Many of these dimensions are also applicable to other types of

benefits.
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some form of social protection, with VSS pensions, social pensions and merit
payments accounting for the difference between coverage rates for the elderly and
for younger cohorts.

FIGURE 2.1: Population with access to social protection, by age group, Viet Nam (%)

50
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45 —

W Living in household receiving other social assistance
40 — Recipient of social pension

M Recipient of VSS pension
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o
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Source: Based on VHLSS 2016.

Commendably, Viet Nam has made significant progress in recent decades, going
from among the poorest countries in the world to middle-income status, with
incomes rising substantially and poverty falling significantly. However, some 14.5
per cent of people live on incomes of less than 1,000,000 Vietnamese dong (VND)
per person per month and fit the definition by the Ministry of Labour, Invalids and
Social Affairs (MOLISA) of “near poor”, and 6.6 per cent live below MOLISA’s
poverty line of VND700,000 per person per month.™

Even more people would be considered poor or vulnerable using international
measures: using the international poverty line for lower-middle income countries of
purchasing power parity (PPP) USS3.20 per person per day, 11 per cent of people
are classified as poor, with per capita income under VND29,000 per day; using the
international poverty line for upper middle-income countries of PPP USS$5.50 per
person per day (approximately VND49,850), 27 per cent would be classified as
poor. By some measures, the poverty rate would reach nearly 63 per cent (see
figure 2.2).

© The poverty lines are set out in Decision No. 59/2015/QD-TTg of November 19, 2015, and are valid from 2016-20
(Socialist Republic of Viet Nam, 2015). The rates cited are for rural areas. The corresponding thresholds for urban
areas are higher: VND900,000 (poverty level) and VND1,300,000 (near-poverty line), respectively.
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FIGURE 2.2: Total population living in poverty, by poverty line, Viet Nam (%)
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Furthermore, because people’s incomes are volatile and highly insecure, it is more
accurate to view poverty as a constant risk faced by everyone throughout their lives
as their circumstances change, rather than a static characteristic.” As figure 2.3
shows, even over a very short period, many people in Viet Nam move in and out of
poverty, and up and down the income distribution. In practice, this means that
virtually everyone will be in need of social protection at different points in their lives.

FIGURE 2.3: Income and poverty dynamics, Viet Nam

Welfare ranking Welfare ranking
in2010 in 2012
Highest Highest
Quintile 4 Quintile 4
Quintile 3 Quintile 3
Quintile 2 Quintile 2
Lowest Lowest

Source: Analysis of VHLSS 2010 and 2012.

T Knox-Vydmanov, 2014.
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Therefore, Viet Nam’s existing social assistance system, which is designed to
target only the groups currently set out in Decree 136, is missing a large proportion
of the population that, at any given day, lives in or is at risk of falling into poverty or
substantially lowering their living standards. Indeed, multiple micro-level studies
have concluded that the system is largely regressive and focused on small defined
groups, rather on broad-based benefits across the lifecycle, and is not effectively
meeting the needs of its citizens, including the poor.™

As a result, the social assistance system writ large is inadequate. To reinforce the
idea that adequacy is about more than just benefit levels, Long and Pfau (2009)
found that providing broader, and even universal, coverage in pension benefits is
more effective for reducing poverty than offering higher level benefits to a more
narrowly defined group.’™ Thus, there may be a justification for prioritizing
horizontal extension over vertical extension under certain conditions, and
particularly when laying the groundwork for universal coverage, and further vertical
extension, in the future.

Besides (horizontal) coverage, other dimensions of adequacy can also impact on
the effectiveness of benefits, including the administrative capacity to improve
(vertical) adequacy.™ Administrative constraints are clearly present in Viet Nam.
For example, even when the programme’s design implies 100 per cent coverage —
as with the Government's flagship social pension for those over age 80 -
administrative and other barriers to access can prevent full achievement of the
targets; some have estimated the effective coverage of the social pension at as low
as 60 per cent.’®

Similarly, the absence in Viet Nam of an indexation process or mechanism to
protect the value of social assistance benefits affects the “security of adequacy”'®
for recipients over the long run. Without the political, regulatory and governance
capacity to preserve the value of benefits over time, the system'’s effectiveness will
erode, and people will suffer. A regular and sustainable indexation mechanism can
protect against this occurring and is the subject of Chapter 6.

2.2 Approach and scope

This report addresses the question of adequacy both in its conventional sense, that
is, benefit levels or vertical extension, and in terms of the security of the benefit's
adequacy into the future. For each type of transfer — child, disability and old age
benefits — we consider adequacy of the transfer in terms of:

@

I

o

See e.g. Roelen (2011); Kidd et el (2016); or Palmer, et al (2015) on disability. This conclusion is in contrast to the
macro-level analysis conducted by the World Bank, which suggested that the social protection system is
providing relief to the poor (see Rab, et al,, 2015).

Long and Pfau, 2009.

Brimblecombe, 2013.

See Kidd, Gelders and Tran (2019); other sources places effective coverage at 100%, but the data are
contradictory.

See Brimblecombe (2013).
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(1) aninternational benchmark of the value of the benefit to recipient in terms
of percentage of gross domestic product (GDP) per capita; and

(2) national measures of
(a) poverty line minimum welfare,
(b)  minimum wage, and
(c) income and expenditure calculations.

We exclude sustainability and affordability concerns from the initial adequacy
discussion. For simplicity, “adequacy” refers to benefit levels in the remainder of the
report.

National adequacy indicators are broad and depend on the rationale for providing
the benefit. For example:

Pension schemes are expected to provide an individual with a minimum level of
income, thus ensuring their welfare when they can no longer work. According to
ILO Conventions No. 102 and No. 128, respectively, pensions should be 40 per
cent or 45 per cent of the reference wage after 30 years of earnings."’

Child benefits are typically provided to assist a household maintain an adequate
standard of welfare by providing an additional income to cover some, but not all,
of the costs of raising a child, as an expression of (national) collective investment
in the future labour force. However, the enormous variation in the values and
parameters for child benefits around the world reflects the complexities
surrounding how cash-based support to families is defined and justified in
different national contexts, and in particular the relative balance of cash benefits
and services on offer.

Disability benefits can have multiple rationales, the choice of which significantly
affects the assessment of the adequacy of these benefits.

»  First, they may be designed to ensure that a person with a disability can
maintain a standard of welfare comparable to a person without a disability by
providing for the additional cost of being disabled. (This is also the case for
children with disabilities whereby the benefit is designed to assist families
with disabled children with the additional costs in raising them.)

»  Secondly, for those of working age but unable to work, disability benefits can
be an income substitute which allows a disabled person to maintain a
minimum welfare level.

» The ILO suggests disability benefits should be designed to allow people with
disabilities to actively participate in society, education and employment.
According to the ILO, this can be achieved through ensuring that benefits in
cash and in-kind cover disability-related costs.®

7 1LO Social Security (Minimum Standards) Convention, 1952 (No. 102) and ILO Invalidity, Old-Age and Survivors’
Benefits Convention, 1967 (No. 128).

% 1LO, 2017.
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» The Viet Nam MPSARD draft action plan is not clear on the methodology to
set the disability benefits, however the purpose of these is clearly
“effectiveness in protecting people from the welfare losses,” and Decree 136
provides that “disabled children and disabled people [be] eligible for social
allowance as stipulated by law on disabled people”. The additional cost
methodology is therefore considered the most appropriate to assess
adequacy.

In assessing national adequacy, wherever possible and reasonable, we apply the
internationally accepted standards for benefit levels as prescribed by ILO Social
Security (Minimum Standards) Convention, 1952 (No. 102), and ILO Invalidity,
Old-Age and Survivors' Benefits Convention, 1967 (No. 128). The replacement rates
specified in these Conventions serve as benchmarks, which are then qualified,
contextualized, and applied against the various national baseline comparators
introduced above.

Regular transfers in Viet Nam consist of multiple benefits targeted at very specific
populations, which poses challenges for assessing the adequacy of individual
benefits. Table 2.1 summarizes the main social assistance benefits administered by
MOLISA's Department of Social Assistance (DSA) and focused on children, people
with disabilities and older persons.
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J. International comparison of
benefit values

nternational comparisons of social protection spending are inherently crude,

although some measures are more appropriate than others. These comparisons

assume that the needs of each person and the systems are comparable
across countries, which is often not the case.

A range of international comparison methodologies may be used to assess the
adequacy of benefits. These methodologies include (1) absolute value of transfers
in purchasing power parity (PPP) terms, (2) percentage of GDP allocated to
benefits and (3) transfer value as a percentage of GDP per capita. For a variety of
reasons, we use the last measure.?

Comparing this measure — the value of the transfer expressed as a percentage of
GDP per capita for people receiving the benefit — has several benefits. This
measure accounts for a country's ability to pay, adjusts for the relative size of
population and — because the data are based on the value of transfer compared to
the average GDP per capita — provides some indication of the appropriateness of
the transfer relative to the rest of the population.!

However, this measure is not without its disadvantages. Notably, it is not able to
measure the distribution of incomes or account for the formal economy or
demographic distribution. GDP itself is often underestimated in countries which
have large hidden or informal economies, so low- or middle-income countries may
appear better in percentage GDP per capita comparisons than is warranted. In
addition, because it does not measure inequality or distribution of income, the
average GDP per capita may be significantly distorted as a result of the income
distribution of the country.?? Perhaps the most significant challenge is that
consumers face different relative costs: for example, a public health system may

9 Needs may include services, care, administration, and provision. Social spending measures may not capture
important differences. For example, Estonia’s spending is relatively low on an international comparison
basis; however, Estonia uses a highly streamlined and administratively simple claimant process which
allows the country to maintain a relatively lower welfare budget.

20 The absolute value of transfers in PPP measures the total amount spent on transfers (including or excluding
administration costs) by each country. While the PPP conversion offers some indication of the relative cost
of living, the “absolute value” calculation does not account for population size, demographics or need and
may suggest that small countries are not investing sufficiently compared to larger countries. (Although there
are significant issues with the methodologies used to construct the PPP comparisons, it remains the
internationally-agreed method for international price comparisons,) In addition, using the percentage of GDP
allocated to social protection allows the comparison to account for the relative size of a country’s economy
and therefore its ability to pay. However, it does not provide any indication of relative population size, which
can be used as a proxy indicator for need.

21 The mean and median income will vary significantly from each other.
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require a lower absolute level of protection as a result of the benefit received
through the public health system, unlike a private health system where the user
must pay at the point of use. Finally, demographic distribution can have a very large
impact on the amount of age-related benefits (child or pensions) paid, but GDP per
capita cannot account for population structure. As a result, a country with a
relatively young population may look extremely poor in an international
comparison of old-age pensions.

Despite these drawbacks, the value of transfer as a percentage of GDP per capita
is the best international comparator that is available and therefore used here.

3.1 Child-focused henefits

Almost every high-income country — and, increasingly, many low- and
middle-income countries around the world — provides support for children and
families, delivered through a variety of programmes delivering cash and in-kind
benefits.?® In Asia, at least eight countries have some type of contributory benefit
paid to all children (of a defined eligibility age) whose parents are enrolled in social
insurance,?* and many other countries — including Armenia, Australia, Georgia, Fiji,
Hong Kong (China), Irag, Kazakhstan, Kyrgyzstan, Mongolia, and New Zealand —
pay tax-financed benefits for each child.?

However, comparing values of child benefits around the world poses significant
methodological challenges, especially because many countries provide a
combination of in-kind benefits, including free or subsidized services, together with
cash benefits to support families more comprehensively. For example, some of the
Nordic countries (e.g. Norway and Sweden) exhibit among the lowest values of
cash benefits while providing extremely generous public services and other social
security benefits — including various combinations of free or heavily subsidized
childcare, public health care, and high quality public education, as well as generous
paid parental leave policies.

Viet Nam does not currently have a conventional child benefit paid for all children
up to a certain age. Rather, it has a collection of “child-focused” benefits paid to
narrowly defined populations of children who are particularly vulnerable, including
orphans meeting certain criteria and children of single parents, among others. In
the international comparisons, we use the lower bound value from the range of
values for the child-focused benefits, which corresponds to the single parent
benefit:

Single parent benefit: VND270,000
Figure 3.1 compares child benefit levels across 39 high-, middle- and low-income
countries.

23 See MISSOC (2018), ISSA and SSA (2017-18), and Stanescu and Nemtanu (2015).

% These include Azerbaijan, the Islamic Republic of Iran, Israel, Japan, Thailand, Tajikistan, Turkmenistan and
Uzbekistan. See McClanahan and Gelders (2019).

» |bid.
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FIGURE 3.1: Per-child benefits as a percentage of GDP per capita, by country
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Source: Development Pathways Benefits Database.

At first glance, the values of the single parent benefit appear to compare quite well
with international standards. However, we must emphasize that this is due to the
different underlying policy logic and objectives of the Vietnamese child-focused
benefits relative to other conventional child benefits around the world. These
different underlying policy logics limit the comparability of the existing Decree
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136/2013 child-focused benefits with international child benefits, or with the kind
of conventional child benefit laid out in the MPSARD. 2

Child-focused benefits in Viet Nam are paid for children deemed particularly
vulnerable for reasons other than normal childhood, such as orphanhood, poverty,
or disability; in contrast, the conventional child benefit would be paid for all children,
recognizing the inherent vulnerabilities associated with childhood, the cost that
children represent to families, and as a right borne of citizenship in Viet Nam. The
conventional child benefit set out in the MPSARD draft action plan — covering all
children up to 36 months?” and gradually expanding to higher ages of eligibility,
paid at a value of 5 per cent of GDP per capita (approximately VND242,287)% -
would be relatively generous by international standards.

Chapter 4 revisits the underlying policy logic of child-focused benefits and its
differences from the kind of conventional child benefit envisaged in the MSARD
action plan.

3.2 Disability henefits

Unlike child benefits, the social assistance disability benefit in Viet Nam is
comparable, from a policy objective standpoint, to other disability benefits around
the world. As in many countries, the value of the benefit varies according to the
degree of disability. We use the value for a social assistance disability benefit paid
for a moderate degree of disability (from 61 per cent to 80 per cent),” as follows:

- Disability benefit (moderate disability): VND405,000 a month

21

=

The most likely objective of the single parent benefit in Viet Nam is to compensate for, or partially replace, the
lost income that results when a family lacks one earner. Similarly, Viet Nam’s orphan benefit, paid for a child
who has lost both parents, would arguably aim to offer more complete income support to a child who has lost
both parents. In both cases, the benefit logic is fundamentally at odds with a conventional child benefit, which
is designed to address the marginal cost of a child and has no direct income replacement function.

Decision 488 states that “...children under 36 months...are entitled to social transfer.”
Based on International Monetary Fund (IMF) (2018).

Decree 28/2012 implementing the Law on Persons with Disabilities establishes the coefficients used for
social allowances paid to persons with disabilities. It sets out three categories, according to the degree of
disability or loss of working capacity: those with mild disabilities and reduced working capacity of less than 61
per cent; persons with “severe” disabilities who have a reduced working capacity of 61 per cent to 80 per cent;
and those with “particularly severe” disabilities and a reduced working capacity of greater than 81 per cent.
Hereafter, we refer to the middle range, representing a reduced working capacity of 61 per cent to 80 per cent,
as a "moderate” disability, which is comparable to how this term is used in other countries.

2

~

2

@
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FIGURE 3.2: Tax-financed disability benefits as a percentage of GDP per capita, by country
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Source: Development Pathways Disability Database. The benefits represent the minimum transfer level for a
national disability benefit.

Figure 3.2 compares the level of disability benefits as a percentage of GDP per
capita across 27 different countries, including Viet Nam. At 9 per cent of GDP per
capita, Viet Nam's disability benefits compare well with other lower-middle income
countries, in the middle of the range of disability benefits from 3 per cent in India to
17 per cent in Kenya. Compared to all other countries, Uzbekistan provides a very
generous level of disability benefits and is therefore an outlier internationally. When
compared to upper-middle income countries Viet Nam falls into the lower third of
countries. It is also below the average of 14 per cent of all 36 countries (excluding
Uzbekistan).

The MPSARD draft action plan set a target to increase disability benefits to the
equivalent of 10 per cent GDP per capita,®® which Viet Nam is already approaching,
but still below the international average of 14 per capita from figure 3.2. At the
same time, the MPSARD draft action plan aims to increase caregiver benefits,

0 Disability benefits would be the equivalent of 20 per cent GDP per capita for those with severe disabilities under
the MPSARD.

11
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which are currently approximately equivalent to disability benefits at VND405,000
to 20 per cent, which will imply doubling investment in these benefits.

However, because adequacy is also tied to coverage, it is important to mention the
challenges the system faces in defining, identifying and assessing the degree of
disability. Whereas globally, an estimated 15.6 per cent of the adult population is
living with a disability,®" in Viet Nam, census data suggests that around 7.8 per cent
of the whole population — or 6.7 million people — were living with a disability in
2009.22 Moreover, disability rates vary across Viet Nam at the district level, with
lower prevalence in those areas with better healthcare and infrastructure.® The
figures almost certainly underestimate the extent of disability in Viet Nam, and
indeed, studies show that current social protection programmes are reported to be
inaccessible for many and are failing to meet the needs of people living with
disabilities.?*

Therefore, even if the disability benefit rates in Viet Nam compare relatively well
internationally, a number of important gaps remain. Chapter 5 assesses the extent
to which the benefits are meeting the needs of persons with disabilities, particularly
focusing on the additional costs of living with a disability.

Almost all countries have statutory old age pension systems, and an increasing
number of countries — including Viet Nam — offer either universal or means-tested
tax-financed “social pensions”®® In Viet Nam, a pension-tested social pension is
paid to all persons over age 80 years who do not qualify for a contributory pension,
and a poverty targeted social pension is paid to persons aged 60—79 and assessed
as poor.* |In addition, persons who are aged 80 or older and assessed as poor
receive a higher-rate transfer. Here, we consider the value for the flagship social
pension in Viet Nam:

Over-80 pension (non-poor): VND270,000

3 WHO and World Bank, 2011. The prevalence appears to be higher in lower income countries (18 per cent)
compared to higher income countries (11.8 per cent), while the population living with severe disabilities is
smaller, but still significant, at 2.2 per cent (based on 2004 data).

% See Palmer et al. (2015).

3 See Mont and Nguyen (2018).

3 See Palmer et al. (2015).

% See ISSA and SSA (multiple years).

% |n addition, the persons assessed as poor must be living alone and without any family support.
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FIGURE 3.3: Transfer values for tax-financed old age pensions in low and lower-middle
income countries as a percentage of GDP per capita
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Note: Pension values represent the lowest value pension benefit paid at the national pensionable age.
T As defined in United Nations Security Council Resolution No 1244 of 1999.
Source: Based on HelpAge International Social pensions database.

Figures 3.3 to 3.5 compare the value of social pensions as a percentage of GDP per
capita in lower-middle, upper-middle and high income countries, respectively. Of
the sampled countries, Viet Nam is in the lower half of lower-middle income
countries, bottom third of upper-middle income countries and is the least generous
compared to high income countries. The average of lower-middle income
countries is 15 per cent and of high-income countries 19 per cent; Viet Nam pays
below the mean in all groups.

The MPSARD action plan targets would steadily increase pension values to 11 per
cent GDP per capita (21 per cent for persons with severe disabilities), which would
move Viet Nam from 15th to 12th position out of the 19 lower-middle income
countries in figure 3.3. When compared to upper-middle income countries, this
aspiration would move Viet Nam nearly into the top half of countries considered in
figure 3.4.
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FIGURE 3.4: Transfer values for tax-financed old age pensions in Viet Nam compared with
upper-middle income countries as a percentage of GDP per capita

Brazil
Paraguay
Guyana
South Africa
Maldives
Samoa
Mauritius
Bulgaria
Namibia
Albania
Suriname
Costa Rica
Tuvalu
Kazakhstan
Belize
Armenia
Azerbaijan
Malaysia
Belarus
Russian Federation
Algeria
Ecuador
Peru

Viet Nam
Turkey
Turkmenistan
Fiji

Mexico
Botswana
Thailand
Colombia
Jamaica
China

o |
32

% 5% 10% 15% 20% 25% 30% 35% 40%

o

M Viet Nam W East and South Asia and Pacific M Rest of World

Source: Based on HelpAge International’s Social pensions database.
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FIGURE 3.5: Transfer values for tax-financed old age pensions in Viet Nam compared with
high-income countries as a percentage of GDP per capita
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Source: Based on HelpAge International’s Social pensions database.

3.4 Summary

While there are inherent challenges with comparing benefit levels across countries,
Viet Nam's disability benefits and old-age pensions levels compare reasonably with
other similar countries paying similar benefits, although Viet Nam is in the bottom
quarter of low-income countries with respect to pensions and the bottom half for
disability benefits.

For child benefits, Viet Nam does not have a conventional child benefit, but its
child-focused single parent benefit compares very favourably with conventional
tax-financed child benefits around the world, keeping in mind the significant
methodological challenges associated with comparing child and family benefits, in
particular.

In all cases, the increases proposed in the MPSARD draft action plan would have
gone some way to adjusting Viet Nam's relative positions, but these were not
approved. Going forward, the revision to Decree 136/2013 will need to take into
account not only the relative adequacy of similar benefits in other countries, but the
relative adequacy of benefits when measured against national comparators, which
are taken up in Chapter 4.
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4. National baselines
for assessing adequacy

hile international comparisons can be useful to benchmark a country
Wcompared to its peers and to indicate an aspirational target level of

benefits, a full assessment of the adequacy of benefit levels within Viet
Nam requires comparison to national indicators.

Sections 4.1 to 4.4 present the four comparators used to assess the adequacy of
each of the benefits in Viet Nam:

1) poverty and near-poverty line;

(1)

(2)  minimum wage and minimum living standard;
(38) cost of a minimum healthy basket of food; and
(4) average expenditure.

4.1 Poverty line

A range of official poverty lines have previously been calculated for Viet Nam using
various methodologies. Table 4.1 below shows the poverty lines in the year that
they were calculated and inflated to 2013, the year in which the benefit levels in Viet
Nam were set under Decree 136/20183.
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TABLE 4.1: Full range of poverty lines, Viet Nam

International (US$1.25/day) | 2012 | 474204 | 517 878
7777777777777777777 - - - - - - -k - - - - - - - === === ===
International (US$2.00/day) | 2012 | 758726 | 828 604
7777777777777777777 4-—-—-—-—-—--—-"F-—-—-—-—-—-—-—---—-—-—-—-—-—-—-—-—--
GSO-WB poverty | 2012 | 871308 915555
******************* e e

MOLISA (MOLISA calculated)® | | |
Rural | 2013 | 400 000 | 400 000
Urban | 2013 | 500 000 | 500 000
******************* 1 .
GSO-WB extreme poverty | 2012 | 580 872 | 634 370
******************* 4--—-—---—--"--"rFrr---"=-"-—----\|-"=-=-=-"=-=-====-
GSO-WB poverty (pre-2010) | 2008 | 279 843 | n.a*
******************* L e
MOLISA near-poor | | |
Rural | 2013 | 520 000 | 520 000
Urban | 2013 : 650 000 : 650 000

' See Decision 59 (Socialist Republic of Viet Nam, 2015) and Demombynes and Hoang Vu (2015). 2 Most
recent year poverty line inflated by inflation in ILO actuarial model, inflated to 2013 for comparison with the
year in which the benefit levels were set. 3 The MOLISA poverty lines are set every five years for the
Socio-Economic Development Plan and are calculated using a cost-of-basic-needs methodology based on
expenditure for a reference food basket as well as a basic non-food allowance, using 2100 kcals per person
per day as the calorific norm. See Demombynes and Hoang Vu (2015). 4 Pre-2010 baseline and therefore
inappropriate to inflate to post 2010 years.

Decision 59 reassessed these poverty lines and rebased them for the 2016 to 2020
period,®” as shown in table 4.2. Three income measures are provided by Decision
59: poverty line, near-poverty line and the medium income. These are the official
multidimensional poverty lines applicable during the period 2016—20. These
measures provide the most appropriate comparators when assessing the
adequacy of benefits in Viet Nam.

%7 Socialist Republic of Viet Nam, 2015.
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TABLE 4.2: MOLISA poverty lines, 2016-20

MOLISA poverty category | Poverty line (VND/month)
|
Poverty I
Rural | 700 000
Urban I 900 000
LMLl ________.
|
Near-poverty I
Rural | 1000 000
Urban I 1300000
0
|
Medium income! I
Rural | 1500 000
Urban I 1950000
|

T Medium income considered between the near poverty income threshold and the stated threshold above.
Source: Decision 59/2015.

4.2 Minimum wage and minimum living standard

Minimum wages are normally set at a point which provides working people with an
adequate, although minimum, income. As such, the minimum wage effectively
provides an indication of what a government accepts as the minimum costs of
achieving a decent standard of living. Thus, minimum wage levels can be a useful
comparator to assess the adequacy of benefit values in Viet Nam. The minimum
wage comparison argues that each person in receipt of benefits should be able to
maintain their income relative to what the perceived minimum is. Viet Nam is
separated into four regions, each with a different level of private-sector minimum
wage due to differences in price and expenditure needs, the levels of which are
shown in table 4.3.

TABLE 4.3: Minimum wage levels for the private sector, Viet Nam, 2013 and 2019
(VND/month)

2013 monthly minimum wage

2019 monthly minimum wage

I 2350 000 4180 000
,,,,,,,,,,,, e
It : 2100000 3710000
,,,,,,,,,,,, Y
e : 1800000 3250 000
,,,,,,,,,,,,, |\ _______ - ___________

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong.

% Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc provinces.  Remaining
localities.
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The minimum wage for public-sector workers is set at just below VND1.5m per
month in 2019. The methodology used to calculate this wage is different from that
of the private sector minimum wage and it is more pragmatically than analytically
set. As such, the private sector minimum wage will be used for the adequacy
analysis.

The minimum wage in Viet Nam has two components: an adult component and a
dependent component. The same wage is paid regardless of whether an individual
has a dependent. A dependent is classified as any person not of working age, and so
could account for a child or for a person of pensionable age.*® The adult component
of the minimum wage is referred to as the “minimum living standard”. The minimum
living standard for an adult of working age without a disability is calculated from
household survey data (VLHSS), taking the average food expenditure of income
deciles 2 and 3 plus the average expenditure on non-food items, including housing.

The remainder of the minimum wage accounts for the cost of the dependent of the
working adult. It is assumed that each working adult will have one dependent; a
working family of two parents is assumed to have two children. The minimum living
standard for a dependent is calculated based on the adult’'s food expenditure plus
non-food expenditure excluding housing costs. Housing costs account for roughly
17 per cent of non-food expenditure in the adult calculation. A dependent is
assumed to cost 70 per cent of the cost of a working adult less housing costs. This
methodology suggests that the minimum living standard of an adult accounts for
approximately 61 per cent of the minimum wage, and the dependent cost is 39 per
cent of the minimum wage. The minimum wage is often then negotiated with
employers and may be revised downwards from the empirically calculated
minimum wage. Table 4.4 shows the adult and dependent parts of the minimum
wage calculated from the agreed minimum wage in 2019.

TABLE 4.4: Minimum wage levels for the private sector, Viet Nam, 2013 and 2019

(VND/month)
2019 monthly Dependent minimum :Adult minimum
minimum wage living standard : living standard
I 4180000 l 1630 000 l 2 550 000
777777777777 T
I 1 3710000 l 1445000 l 2265000
777777777777 T S
1 1 3250000 l 1265000 l 1985000
,,,,,,,,,,,, [
Iv4 1 2920 000 l 1135000 l 1785000

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. 2 Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces.  Remaining localities.

% It is our understanding that the dependent does not include people with disabilities who are unable to work.
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4.3 Minimum healthy food hasket

An alternative national standard comparator is the amount of money which
households are required to spend on food per capita to achieve a minimum
nutritional intake. A minimum nutritional intake is defined by the WHO and is
normally between 2100 Kcal and 2300 Kcal per day. This is normally measured by
the World Food Programme’s triannual assessment, however, to our knowledge,
Viet Nam is not included in these assessments.

Instead, the methodology used by the Government of Viet Nam to calculate the
minimum wage provides a strong indication of the cost of a minimum healthy
food basket. The minimum wage is set based on four indicators:** minimum living
standards; wage survey; economic capacity; and inflation. The minimum living
standards element is further subdivided so that 45 per cent accounts for basic
food costs and 55 per cent for non-food costs.* This division is remarkably similar
to our analysis of the VHLSS 2016 data, which suggests that, on average, 46 per
cent of per capita expenditure is spent on food, as shown in figure 4.1, with other
essentials such as health, education and housing accounting for a further 6 per
cent, 5 per cent and 7 per cent, respectively. Further, consumption expenditure is
73 per cent higher in urban areas compared to rural areas, and non-food
expenditures 98 per cent are higher in urban areas than rural areas.

FIGURE 4.1: Distribution of per capita spending, Viet Nam

B Education B Health B Food ™ Non-food B Other B Durables B Housing

Source: Analysis of VHLSS 2016

Breaking this data down by income decile shows that food remains the main
component of expenditure across all income deciles, accounting for between 41
per cent and 54 per cent of total expenditure for the top and bottom deciles,

% An adjustment to the “analytically accurate” minimum is made to account for the cost to businesses in the final
level.

40 Fair Wear, 2015.

2]
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respectively, as shown in figure 4.1. Those in the top income decile spent more
than three times more on food when compared to those in the lowest income
decile, who spent just over VND570,000 per capita per month. A comparison of
urban and rural expenditure shows little variation in the proportion of average
spending spent on food.

FIGURE 4.2: Expenditure by consumption class and income decile, Viet Nam (%)

100%

90%
80%

[ | [ | | [ N

70%
60%
50%
40%
30%
20%
10%

0%

2nd 3rd 4th Top

Bottom

B Food M Education MHealth W Durables B Housing & Non-food M Other

Source: Analysis of VHLSS 2016.

This discussion suggests that the percentage of total expenditure devoted to food
is relatively stable and corresponds closely to the components used to calculate
the minimum wage. Therefore, if benefit adequacy is based on the cost of a
minimum healthy food basket, this would be between 45 per cent and 54 per cent
of total expenditure.

TABLE 4.5: Food expenditure compared to poverty lines, Viet Nam

Decision 59 i Povertyline 1 Food expenditure i Food expenditure
Poverty [ [ [
Rural 700000 | 315000 | 378 000
Urban 900000 ! 405000 486 000
,,,,,,,,,,,,,,,,,, D ol ______.
| | |
Near-poverty ! ! !
Rural ' 1000000 | 450000 | 540 000
Urban I 1300000 ! 585000 ! 792 000
,,,,,,,,,,,,,,,,,, S
| | |
Medium income ! ! !
Rural | 1500000 | 675000 | 810 000
Urban I 1950000 ! 877500 1 1053000
| | |
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This suggests that a minimum food basket adequacy should be VND570,000
based on expenditure data (figure 4.2)" a poverty-based minimum of
VND450,000 for rural areas and VND585,000 for urban areas (table 4.5),% and a
minimum wage-based measure of a minimum VND1,314,000 for a rural location
and VND1,881,000 for an urban location (table 4.6).4°

TABLE 4.6: Food expenditure compared to minimum wage, Viet Nam

2019 monthly minimum : Food expenditure : Food expenditure
wage (VND/month) : (45%) : (54%)

"Urban Hanoi and Ho Chi Minh City ?Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. ® Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces *Remaining localities.

It is important to note that these measures should be considered the minimum
threshold amounts and not necessarily sufficient for a good standard of living.
The minimum wage measures are most likely to indicate the levels required for a
minimum standard of living,* and therefore these are the recommended
comparator levels.

4.4 Average expenditure and income baselines

The final comparator considered here is income and expenditure by quintile.
Figure 4.3 shows that per capita expenditure in Viet Nam is much lower than per
capita income. Calculated mean income (VND3.1 million per capita per month) is
double the medium income for a rural individual according to Decision 59 and
more than 50 per cent greater than the medium income in urban areas. We can
use the income per capita and the expenditure per capita data as an alternative
comparator to assess the adequacy of benefits.

4 The suggested minimum foot basket adequacy is the amount spent on food by those in the lowest income decile.

4 The poverty-based minimum uses the near-poverty food expenditure, assuming that Viet Nam would not opt to
use the poverty measure.

4 Based on region | minimum wage.

4 The minimum wage measure necessarily assumes that any income at this level is fully expended.
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FIGURE 4.3: Income and expenditure per capita by income quintile, Viet Nam (VND)

7,000,000
6,000,000
5,000,000

4,000,000

3,000,000

|
0
2nd

Bottom 3rd 4th Top
mmmm Per capita income (quintile) = Per capita expenditure
= \lean income Decision 59: Medium Income (Rural)

= Decision 59: Medium Income (Urban)

Source: Analysis of VHLSS 2016.

Using the four national comparators presented in Chapter 4, the next chapter sets
out a range of levels for of each type of benefit that might be considered to be
adequate relative to the various baseline comparators.



9. Setting adequate benefits
In the national context

child-focused) benefits, disability benefits and social pensions in Viet Nam,

using the four national comparators presented in Chapter 4. Sections 5.1 to
5.3 set out a range of levels for each benefit type that might be considered
‘adequate” relative to the various baseline comparators. Throughout the chapter,
the term “adequate” is used in a neutral and analytical sense, where values are
presented to provide a basis against which policy-makers might assess whether
the benefits are meeting their respective policy objectives. The term “adequate’
should not be taken to mean ‘recommended’, although we discuss which
benchmarks might be more or less appropriate in the context of individual benefits.
Section 5.4 then compares these adequacy indicators to current levels and
MPSARD draft action plan proposed levels, where applicable.

T his chapter explores what levels might be considered adequate for child (or

9.1 Setting adequate child benefits

Children are not just a cost; they are an investment. In Viet Nam, all parents and
caregivers must contend with the direct and immediate cost of having a child, but
the idea to institute a child benefit for all children up to age 36 months — as
expressed in the MPSARD — demonstrates a recognition of the inherent value
children bring to societies and the need to invest in their futures. Indeed, direct
support for all children is increasingly viewed around the world as a means of
balancing the costs of raising children (which, absent adequate social protection,
are borne entirely by their parents and relatives) against the collective benefits of
children for society at large — as the future workforce, the future tax base, and as
future caregivers for ageing elders (whether or not the elders were parents
themselves).

9.1.1 Policy rationale for child henefits*

All family and child benefits systems around the world reflect an underlying policy
logic that itself reflects diverse priorities; for example, in Europe, family policies
combine a number of instruments to income redistribution, pronatalism and
equal opportunities.* These multiple objectives are frequently met through a

% This section builds on ideas already presented in McClanahan and Gelders (2019).
4 Lewis, 1997; Hantrais, 2004; Bennett, 2006.
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combination of policies aimed at meeting both the direct costs of having or
bringing up children — i.e. those related to food, clothing and other necessities — as
well as other indirect costs related to their care, such as a caregiver's foregone
income due to unpaid care work. Because societies organize and distribute the
responsibility for welfare in different ways across state, community and
individuals, determining the appropriate value for a child benefit is complex.

Traditionally, direct cash benefits paid to parents for children have had the primary
purpose of compensating caregivers for the direct costs of children through some
form of horizontal redistribution (from childless persons to parents or
caregivers?).“® In this sense, child benefits use a similar logic to disability benefits:
they are designed to compensate (but only in part) for the “extra” cost of having a
child and therefore allow households to maintain a reasonable standard of welfare.
However, it is important to emphasize that the “cost” of a child is a function of the
relative mix of public and private services available to families raising children, and
there is no single correct or international best practice for estimating cost.

The additional costs of having a child can be significant; for example, in the United
States, a child can cost an estimated USS$10,000 to USS15,000 per annum.*® Donni
(2015) describes various methods to assess additional costs of having children
and lists an empirically defined range of 10 to 32 per cent. A systematic review of
evidence from Europe found that the relative cost of a child represents 20 to 30 per
cent, or around a quarter, of the budget of a couple without children. This has been
found to be relatively stable over time, although economies of scale mean that the
marginal costs reduce with the birth of more children, usually after the third child,
but tend to increase with the age of the child.®

Arguably the most straightforward approach is to use expenditure-survey methods
to compare expenditures by households with children with those of childless
households. Roughly, for people in the informal economy, the difference in average
monthly per capita income between a couple without children and a couple with
one child is around VND600,000. It is important to note that this estimate overlooks
a number of important nuances. In Viet Nam, patterns of expenditure vary
significantly across the income distribution, in different parts of the country, and for
different groups. In addition, parents may adapt or reduce consumption in some
areas in response to having a child.®" Nevertheless, it serves as a useful point of
reference when assessing benefit adequacy.

There is inherent subjectivity with setting adequate benefit levels for all benefits,
but particularly benefits for children, since international guidelines for setting
adequate child and family benefits are either lacking in specifics or arguably based
on outdated notions of a family model based on one male breadwinner. ILO

47 For the purposes of this report, “childless persons” includes persons not currently bringing up dependent
children.

4 Bennett, 2006; Hantrais, 2004.
4 Sarlo, 2013.
0 |bid.

1 For a full discussion of the methodological challenges to estimating the cost of children, see Letablier et al.
(2009).
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Convention No. 102, for example, suggests a benchmark of 3 per cent of an ordinary
adult male labourer. However, this does not appear to be linked to the cost/needs of
the child, and the suggested benchmark appears to be low relative to what countries
around the world actually spend. And ILO Recommendation 202, in calling for basic
income security for children, leaves the determination of minimum levels for
individual countries to define according to national standards, provided they ensure
that the child can access “nutrition, education, care and any other necessary goods
and services.” Despite these drawbacks, to our knowledge the Convention No. 102
standard is the only international standard for calculating child benefits, so we will
examine the Convention No. 102 levels in the Vietnamese context.

However, we also propose using a replacement rate approach that assumes that a
child benefit will not compensate for the full costs of a child but is nevertheless
informed by the average child’s actual needs (as measured in terms of cost). The
additional costs of raising children ranged from 10 per cent to 32 per cent in the
literature reviewed; the international comparison of per child benefit values around
the world suggests that only two countries (Canada and Uzbekistan, both of which
pay 13 per cent per capita) are paying an amount that could be considered
sufficient to cover the full marginal cost of a child to a family. Instead, most
countries are only partially compensating families for these costs. As such, we will
propose adequacy measures based on a proportion, rather than the total, cost of a
child. This partial replacement approach is warranted for two additional reasons.
First, it is likely that the marginal cost of a child decreases with each additional
child.®? Second, a flat-rate benefit for all children would have a strongly
redistributive effect on lower-income and single-parents households; hence the
value of the benefit would represent a more significant share of the “cost” of
children for families in the lower ends of the income distribution who need the
most support.®

To approximate the cost of a child, we use 25 per cent of the household budget of
a childless couple as the most likely level. We calculate the costs in terms of the
benchmarks discussed in sections 4.1 to 4.4. The additional costs of having a child
are described as “per couple” and the comparators that we have described are “per
person”: as such, the poverty lines are doubled (i.e. for two people), the minimum
wage comparator assumes that both partners in the couple are on the minimum
wage, and mean incomes are doubled.

We then calculate an adequate benefit level range, based on a replacement rate to
cover the partial costs of bringing up children. In the absence of an international
benchmark for the replacement rate, we propose adequacy thresholds of 40 per
cent and 50 per cent of the estimated total marginal cost of a child. In this way, a
child benefit would aim to compensate families for up to half the cost of a child.

% See, e.g., Letablier (2009).
% See McClanahan and Gelders (2019).
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9.12 Adequate levels for child henefits based on Convention No. 102

Part VII of ILO Convention No. 102 of 1952 establishes minimum standards for a
family benefits to be paid in respect of children. Article 44 offers two means of
calculating the total value of benefits, including:

3 per cent of the wage of an ordinary adult male labourer multiplied by the total
number of children of persons protected; or

1.5 per cent of the said wage, multiplied by the total number of children of all
residents.

The two rates reflect options for contributory and non-contributory systems: the
higher-rate value (3.5 per cent) would apply to workers (and their children) covered
under social insurance arrangements; the lower-rate value (1.5 per cent) would
apply for tax-financed child benefits paid for all resident children.® In the absence
of reliable data on the prevailing wage of an ordinary manual labourer,*® we use the
private sector minimum wage as the basis for applying the replacement rate. Table
5.1 presents the per child values of a child benefit in Viet Nam based on ILO
Convention No. 102.

TABLE 5.1: Child benefit values based on ILO Convention No. 102 (VND/month per child)

2019 monthly C102 minimum C102 minimum
minimum wage standard (1.5%) standard (3%)

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong.

% Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc provinces.  Remaining
localities.

C102 = Social Security (Minimum Standards) Convention, 1952 (No. 102).

Clearly, the minimum standard range for tax-financed family benefits is extremely
low, with values of VND43,800-VND62,700 representing only around 0.9 per cent
to 1.2 per cent of GDP per capita in Viet Nam. And, while the higher-rate (3 per cent)
values would seem more appropriate, even the upper bound (VND125,000, or 2.5
per cent) is still only half of the value of child benefits envisioned in the MPSARD
draft action plan and is significantly lower than the international average (4 per

5 According to Article 43, “The benefit specified in Article 42 shall be secured at least to a person protected who,
within a prescribed period, has completed a qualifying period which may be three months of contribution or
employment, or one year of residence, as may be prescribed.”

% VHLSS does not allow for comparisons of the labour income of individuals in the informal economy.
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cent) for countries that pay conventional tax-financed child benefits. Therefore, we
suggest that a needs- or cost-based approach to calculating an adequate child
benefit may be more appropriate.

9.1.3 Adequate levels for child benefits based on partial compensation
for the cost of a child

The cost of bringing up a child in Viet Nam is significant, regardless of the whether
costs are calculated using the poverty line, minimum wage, basic food basket or
average income or expenditure methodologies. The following paragraphs propose
ranges for minimum acceptable child benefit values based on each of these
methodologies.

As the primary policy objective of conventional child benefits is not poverty
reduction, it is unlikely that the Government would want to set child benefits to
poverty levels. However, table 5.2 shows that, even by the near-poverty measure,
the most likely cost of a child is between VND500,000 and VND650,000 per month,
and the minimum corresponding acceptable child benefit would range between
VND200,000 (rural, replacement rate of 40 per cent) and VND325,000 (urban, 50
per cent replacement). For a poverty-line based benefit, the corresponding range
would be VND140,000 to VND225,000.

TABLE 5.2: Minimum adequate child benefits on a poverty line basis, Viet Narm (VND/month)

Decision 59 : | Couple | Childcost, , Minimum | Minimum
poverty line : | poverty | most likely : adequate : adequate
, , line . (25%) , child benefit | child benefit
: : : : (40%) : (50%)
Poverty : : : : :
Rural | 700000 ' 1400000 ' 350000 ! 140 000 ! 175 000
Urban | 900000 , 1800000 , 450000 | 180 000 | 225000
——————————— 4 - - - — - — — k- — — — e — — — - - - — b - - - — — — -
Near—poverty | : | | |
Rural 11000000 ' 2000000 ' 500000 ! 200000 ! 250 000
Urban 11300000 |, 2600000 , 650000 | 260000 | 325000

A more appropriate measure would be the additional cost based on the wage
brought in by two adults on a minimum wage, although in reality, both parents may
not be working and therefore using the minimum wage for a couple may
overestimate the cost of raising a child in some cases.®® The most likely costs of
raising a child based on minimum wage vary between VND1.5 million to VND2
million, suggesting that, for a child benefit to be adequate based on minimum wages
(that is, cover 40-50 per cent of the cost of a child), it would need to be set between
VND584,000 (40 per cent, region 1V) to VND1,045,000 (50 per cent, region I).

% However, Viet Nam has one of the lowest gender gaps in employment in the region. See OECD (2017).
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TABLE 5.3: Minimum adequate child benefits based on 2019 minimum wage, Viet Nam
(VND/month)

Effective : Child cost, : Minimum :Minimum
minimum ' most likely ' adequate I adequate

: 2019 monthly
I minimum

|
|
|
: wage : wage for : (25%) : child benefit :child benefit
: :acouple : :(40%) :(50%)
I I I I I
[ | 4180000 | 8360000 1 2090000 | 836000 1 1045000
,,,,,,,, [ [
I I I I I
112 | 3710000 1+ 7420000 1855000 742 000 927 500
,,,,,,,, l_ - - — — - - - - J_- - - - __ 1 _d________
I I I I I
1IE | 3250000 1 6500000 1 1625000 650 000 | 812 500
,,,,,,,, Lol ______.
I I I I I
(V4 | 2920000 1+ 5840000 1 1460000 584 000 | 730000
| | | | |

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. ® Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces.  Remaining localities.

The minimum wage is made up of two components: the minimum living standard
(adult-based) and the dependent allowance (described in 4.2). Based on the
estimated cost of a dependent in the minimum wage calculation, the child benefit
is suggested to be adequate if between VND550,000 and VND685,000 on average
per month as shown in table 5.4. We also calculate adequacy based on an
additional cost of a child being 25 per cent of the income of two adults: this
necessitates doubling the minimum living standard for a single person. Based on
the minimum living standard of an adult, it is suggested that an adequate child
benefit would be between VND430,000 and 540,000 on average per month.

TABLE 5.4: Minimum adequate child benefits based on minimum living standard and
dependent allowance, Viet Nam (VND/month)

] ] ] ]
1 Dependent- 1 Dependent- 1 25% of the adult- | 25% of the adult-
: based minimum : based minimum ! based' minimum ' based' minimum
i adequate child | adequate 1 adequate child | adequate child
| benefit (40%) | child benefit (50%) | benefit (40%) | benefit (50%)
I : 650.983 | 813.728 | 510.500 | 638.136
77777777 | R |
12 : 577.786 | 792233 | 453107 | 566.384
,,,,,,,, [ [ [
e : 506.147 | 632.684 | 306.927 | 496,158
77777777 e I Y
v : 454753 | 568.442 | 356.623 | 445779
77777777 L I N B
Average | 547417 | 684272 | 429291 | 536.614
| | |

T Minimum living standard for an adult is doubled as the 25 per cent additional cost of a child is based on a
couple’s earnings. 2 Hanoi and Ho Chi Minh City. ® Rural Hanoi and Ho Chi Minh City along with urban Can Tho,
Da Nang, and Hai Phong. 4 Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces. 5 Remaining localities.
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Estimating the cost of a child based on the average food basket (section 4.2.3) may
lead to overestimates, because the cost of feeding a child may be slightly smaller
than an adult. Because adult male equivalents (AME) vary by age and sex,*” we use
AMEs of males and females of 0—18 years, which are 0.83 and 0.73 of the adult
equivalent, and we take the midpoint between these (0.78) to calculate the food
basket for a child. This means that an average food basket for a child, in the lowest
income quintile, ranges from VND444,600 to VND1,025,000 based on the rural
minimum wage, giving a minimum benefit range of around VND178,000 to
VND410,000 (at a 40 per cent replacement rate).

On a general income and expenditure basis, the most likely cost of a child is
between VND660,000 and VND1,555,000. Table 5.5 demonstrates that the
spending of a two-person household is only marginally higher than the per capita
mean expenditure. Therefore, a reasonable estimate of the cost of a child is about
VND660,000 per child per month on an expenditure basis, and an adequate child
benefit using this methodology would range from VND265,000 (40 per cent
replacement rate) and VND332,000 (50 per cent replacement rate).

TABLE 5.5: Minimum adequate child benefits based on average income and expenditure,
Viet Nam (VND/month)

Measure | Per |Pertwo | Child cost, ; Minimum | Minimum
capita 'person 1 mostlikely' adequate 1 adequate
ivalue | household, (25%) , child benefit, child benefit

I (40%) 1 (50%)

| |
Mean income (VLHSS 2016) 13110000 | 6215000' | 1555000, 622000 | 777500
7777777777777777 - — — — — - — — - - - - - - e - - - - - L - - - -
Mean expenditure (VLHSS 2016) 12280000 | 2654000' | 664000, 265600 + 332000
777777777777777 U [

Decision 59: Medium Income? : I I I I
Rural : 1500000 : 3000000 : 750 000 : 300 000 : 375000
Urban 11950000 ;1 3900000, 975000 | 390000 487 500

' Calculated for a 1-2 person household using the VLHSS 2016 data ?Medium income considered between
the near poverty income threshold and the stated threshold above.

The VHLSS also allows us to compare the cost of living (proxied by expenditure) of
households with children and those without. Although this analysis poses a
number of methodological challenges,®® it yields another indicator of the cost of
raising a child in Viet Nam. The data show that households with children spent an
additional VND600,000 per child,* which is extremely similar to the most likely

5 For example, Weisell and Dop (2012) suggest that the AME of a 3-year-old male child was 0.44 and a
12-year-old female child was 0.809. Claro (2010) provides a full list of age and gender related adult-equivalent
conversion factors, ranging from newborns at 0.29 to male teenagers (15-18 years) at 1.18 and female
teenagers (15-18 years) at 0.86.

% Letablier, 2009.

% While there may be many single parent households this is roughly equivalent to VND300,000 per parent.
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additional cost shown in table 5.5. Therefore, because this figure holds up against
actual expenditure data according to analysis of VHLSS 2016, and it corresponds
to 25 per cent of average expenditures (which is in line with the international
literature on estimating the cost of children), this measure is arguably the most
appropriate basis for calculating an adequate child benefit in Viet Nam. Table 5.6
suggests that an adequate child benefit to partially compensate families for the
additional costs of bringing up a child in Viet Nam would range from VND240,000
to VND300,000.

TABLE 5.6: Minimum adequate child benefit based on additional expenditure of households
with children (VHLSS), Viet Nam (VND/month)

Measure Per capita : Minimum adequate : Minimum adequate

value i child benefit (40%) : child benefit (50%)

Additional  expenditure  of 300000

households ~ with  children
compared to  households
without (VHLSS 2016)

9.2 Setting adequate disability henefits

Ensuring that persons with disabilities receive the assistance they require to live
full lives is important not just for recipients of benefits; not meeting these needs
can be a significant drag on the economy. For example, some have estimated that
disability costs the economy of Bangladesh the equivalent of 1.74 per cent of GDP
in lost output and services.®° Therefore, adequate benefit levels for persons with
disabilities should not only bring them to a minimum standard of welfare, but
enable them to prosper and contribute to society.

9.2.1 Policy rationale for disability benefits

Persons with disabilities and their households face additional costs to attain the
same standard of living as a non-disabled household.¢" For example, households
and families including a person(s) with a disability face more costly transport,
health care services, heating, laundry services, special diets or personal
assistance needs. The costs of these additional needs can be significant and
smaller households tend to face higher costs compared to larger households.®?

A disability can range from minor impairments that may add costs at the margin,
to moderate and severe disabilities that may mean significant additional costs
to living. In Viet Nam, these costs include additional expenditure on standard

€ Ali, 2014.
o1 See, e.g., Tibble (2005); WHO and World Bank (2011); and UNDESA (2018).
2 Mitra, et al., 2017.
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household items such as health, transportation, food and specific
disability-related costs such as assistance devices, personal care and house or
vehicle adaptation.®® According to focus group discussions, health care costs,
which could reach as much as VND1 million per month (or one third of the
minimum wage in Ha Noi), were the most burdensome of costs faced by disabled
individuals. These costs required disabled persons to adopt a range of coping
mechanisms such as relying on others, informal borrowing or creating their own
informal jobs.%*

There are significant methodological challenges involved in estimating the
additional cost of disability, however. Census data suggest that around 7.8 per
cent of the population are living with a disability,%® similar to other countries
around the world. The relatively low prevalence rate reflects the fact that
household surveys tend to have a low granularity and ability to disaggregate
disabilities by location, type and severity, especially when these disaggregations
are meant to be nationally representative. Similarly, census disability questions, if
included, tend to be limited in nature and also difficult to disaggregate.

In addition, if the needs of disabled people are not being met, they are unable to
spend on necessary health care, and thus the analysis of their household
spending underestimates true costs. In Viet Nam, rehabilitation services were
limited to basic physical rehabilitation, and mental and longer-term services were
in short supply.®® Likewise, while some 20 per cent of people with disabilities were
in need of physiotherapy, only 6 per cent received it, and only half of those who
needed any medical assistance actually received it.%” In addition, very few people
take advantage of subsidized travel in Viet Nam,?® highlighting the fact that even
when services are theoretically provided, the costs of these services are not
captured in consumption data if people are not able to access them. Thus, those
not consuming services were not facing additional costs despite requiring
additional assistance.

Despite these methodological concerns, a number of analysts have attempted to
assess the additional costs of living with a disability. Table 4.1 summarizes the
existing evidence from a selection of low-, middle- and high-income countries. In
Sierra Leone, average living costs of a person with a severe disability are 1.3 times
that of a person without a disability.®® In India, household per capita income was
8.5 per cent lower for a household with a disabled individual compared to one
without.”? In Cambodia, households with disabled members required an additional
17 per cent in income (or USS40 per month).”" A review of 31 countries calculated

% Palmer et al., 2012; Palmer et al., 2015.

4 Palmer et al,, 2015.

o Ibid.

 Ibid.

7 Tonga Disability Action Committee (TDAC), 2006).
% Palmer et al., 2015.

° Trani et al. (2010).

/0 Raut, Pal, and Bharati, 2014.

7t Palmer, et al., 2016.

o

39



40

Assessing the adequacy of tax-financed social protection in Viet Nam

the additional costs based on household income, at between 17 per cent and 99
per cent.”? Additionally, the “average” cost of disability has been estimated to be
29 per cent in Australia and 23 per cent and 40 per cent in Ireland.”? In Viet Nam,
the cost of living was found to 11.5 per cent and 9 per cent higher for those with a
disability.”

Furthermore, the costs of disability vary according to age groups, severity of
disability,” and type of disability. For example, moderate disabilities have been
associated with increase in the cost of living by about a third compared to
average, while a severe disability increases the cost of living by more than 40 per
cent.”® Table 5.7 references literature from a selection of developed countries
(Australia, China, Ireland, Spain and the United Kingdom), which concludes that
the costs of moderate disability add between 21 per cent to 40 per cent to the
living costs, and severe disabilities add between 33 per cent and 70 per cent to
living costs.”” In India, those households with people with mental disabilities face
the greatest additional costs (16.02 per cent), while speech and locomotor
disabilities were associated with lower costs (1.49 per cent and 3.75 per cent).”®

In addition, costs vary according to geographical location and living
arrangements. For example, research shows that smaller households tend to be
more affected as the costs relative to income levels are higher.”® In India, those
living in urban areas face greater additional costs than those in rural locations (11
per cent versus 4 per cent),?® and in Cambodia the cost of disability in urban areas
was estimated to be USS86 per month compared to USS35 in rural areas.®' And, in
Viet Nam, the risk of deprivation was higher in rural disabled households
compared to urban households.®

72 Anton et al., 2016.

73 Regarding Australia, see Saunders (2006); regarding Ireland, see Cullinan, Gannon and Lyons (2011) and Cullinan,

Gannon and O'Shea, (2013).
4 Mont and Cuong, 2014; Braithwaite and Mont, 2009.
75 bid.
76 UNDESA, 2018.

=

77 We are not aware of any detailed studies that disaggregate additional costs by severity in Viet Nam and other

lower-middle income countries.
Raut et al,, 2014.

79 UNDESA, 2018.

80 Raut et al,, 2014.

Palmer et al., 2016.

Palmer et al., 2012.
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TABLE 5.7: Summary of the additional costs of living with a disability (%)

; Average 'Mildor ' Moderate' Severe

: or any :Iower :disability: disability
: disability :disability
|
|

Reference

|

Saunders (2006) Australia’ 29 : 30 40
———————————— e Tl S B
Braithwaite and Mont :Bosnia and : 14: : :
(2009) :Herzegovina : : : :
e [
Palmer et al. (2016) :Cambodia : 17: :3—116 : 14-158
B s e [
Loyalka et al. (2014) :China : Adult:8—43: : :
e e [
Raut et al. (2014) :India :Children:18—31: : 30 : 33
777777777777 T —~—~""~>"~"">"~>""~™"99~""~""~*"~""~*>""~>""""r---—~"=1 -~~~ 7™ -~"~—"=7=7 =7/ °
Cullinan et al. (2011) :Ireland : 852: : : 308
B e T T T ST T T T T
Cullinan et al. (2013) :Ireland : 23: : : 70
*********** e e e
WHO and World Bank :Sierra Leone : 40 : : : 64
(2011) | | | | |
Ll __A________vL_____ o1 ___.

| | | | |
Brafia Pino and Anton 1 Spain I I I 40 39
Pérez (2011) | | | | |
777777777777 e e
Zaidiand Burchardt | the United Kingdom, | 1 34
(2005) I I I I I
Ll __A________L_____ o1 ____.

| | | | |
Morciano et al. (2012) 1 the United Kingdom: I I 21
,,,,,,,,,,,, |

| | | | |
Braithwaite and Mont 1 Viet Nam I 91 I I

| | | | |
(2009) | | | | |
———————————— e T e S i e
Mont and Cuong (2014) | Viet Nam | 15 | | |

T The WHO and World Bank (2011) report these as 29 per cent and 37 per cent. 2 Income based estimate. 3
Costs are 1.3 times for a non-disabled household.

This review of the additional costs faced by persons living with disabilities
provides the basis for the discussion of adequacy of disability benefits.

9.2.2 Adequate levels for disability benefits based on national henchmarks

As argued previously, adequate disability benefits should take into account the
additional costs associated with being disabled. ILO Conventions No. 102 and No.
128 establish a minimum standard replacement rate of 45 per cent or 50 per cent,
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respectively, for tax-financed benefits for persons with permanent disabilities who
have no capacity for gainful employment .88

The fact that the recommended replacement rate is 5 percentage points higher
for persons with disabilities than for non-disabled persons is an indication that the
Conventions recognize the additional costs associated with being disabled.
Empirical evidence suggests, however, that adding 5 percentage points is
insufficient to cover the additional cost of living with a disability.®> Therefore, in our
analysis we calculate our baseline data with a baseline plus the empirically
indicated cost of a disability, rather than the additional 5 per cent indicated in the
Conventions. This enables us to avoid overestimating the additional cost of
disability in our assessment of benefit adequacy.

Based on the literature, we can estimate the additional cost of a disability at 10 per
cent, 33 per cent and 40 per cent, as shown in tables 5.7-5.13. The 33 per cent
and 40 per cent figures are based on United Nations Department of Economic and
Social Affairs (UNDESA) estimates of the costs of moderate and severe
disabilities, respectively.®® The 10 per cent figure is based on two studies that
estimated the additional cost of disability in Viet Nam at 9 per cent and 11.5 per
cent.?” The Viet Nam-specific estimates are far lower than the UNDESA estimates,
likely due to the methodological problems outlined in section 2.1.

In the analysis that follows, we estimate adjusted benchmarks for persons with
disabilities using the poverty line, minimum wage, and income and expenditures
comparators, in order to account for the additional costs they face in carrying out
daily tasks. We then use the new benchmarks as a basis for calculating a range of
adequate benefit levels using the replacement rates for invalidity outlined in
Conventions No. 102 and No. 128, but discounted to 40 per cent and 45 per cent,
respectively, in order not to overestimate the cost of disability.

% The reference for the tax-financed benefits are the prevailing levels of earnings of unskilled manual labourers.

8 Qver time, there has been growing recognition of the need to support persons with disabilities who have the
capacity to work to remain in the labour market. The Conventions do not provide for scaled benefits for reduce
degrees of disabilities, but many countries around the world, including Viet Nam, provide different replacement
rates for different degrees of disabilities. In this analysis, we account for different degrees of disability (or
working capacity) through the variation in the additional costs of disability, according to the degree of disability.

8 See our review of the literature in section 4.1.2.

8 UNDESA, 2018.

Mont and Cuong, 2014; Brathwaite and Mont, 2009. Both studies had methodological challenges that we

believe lead to a significant underestimate of the true additional cost of being disabled.
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TABLE 5.8: Decision 59 poverty lines compared to additional costs of being disabled
(VND/month)

Decision 59 10% additional ' 33% additional ' 40% additional ' Adjusted poverty line
poverty line disability costs |, disability costs | disability costs |, range for persons

with disabilities

Lowest Highest

value value

Poverty I I I I I

Rural | 700000 | 70000 | 231000 , 280000 , 770000 980 000

Urban I 900000 ! 90000 297000 | 360000 | 990000 1260000

777777777

Near-poverty ! ! ! ! !

Rural 11000000 | 100000 | 330000 , 400000  ,1100000 1400000

: 130000 ! 429000 !

Urban : 1300 000 520 000 : 1430000 1820000

e b e e e e e e e e - — -

Table 5.8 shows the adjusted poverty and near-poverty lines including the
additional costs faced by those people living with a disability. In effect, the “true”
poverty and near-poverty line for a disabled person in Viet Nam are significantly
higher than the MOLISA poverty lines, which are set based on an average of the
general population, both disabled and non-disabled. For example, we estimate
that the poverty line for people living with a disability in a rural location is actually
between VND770,000 and VND980,000 rather than the VND700,000 calculated
for the general population. And, the more the severe the disability, the greater the
additional costs. A person living with a disability in Viet Nam who is on the poverty
line faces additional costs of between VND231,000 and VND297,000, using the
UNDESA moderate disability benchmark. These increase to between VND280,000
and VND360,000 when the disability is classed as severe.

TABLE 5.9: Minimum adequate disability benefits based on MOLISA poverty lines, Viet Nam (VND/month)

Decision 59 ! Adjusted poverty line for | Minimum adequate disability | Minimum adequate
poverty line | persons with disabilites |, benefit range (40%,C102) , disability benefit range

! (45%,C128)

. Moderate | . Moderate

|

| ; | | | |

Poverty I I I I I I
Rural | 931000 , 980000, 372400 | 392000 418950 | 441000
Urban 11197000 1 1260000 ! 478800 1 504000 1 538650 1 567000

| | | | | |

I | | N T

Near-poverty ! I I I I I
Rural | 1330000 , 1400000, 532000 |, 560000 508500 |, 630000
Urban ' 1729000 ' 728000 ! 778050 ! 819000

1820000 : 691 600

C102 = Social Security (Minimum Standards) Convention, 1952 (No. 102); C128 = Invalidity, Old-Age and
Survivors’ Benefits Convention, 1967 (No. 128).
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Table 5.9 summarizes the range of minimum disability benefits that would result
from applying the ILO Convention replacement rates (discounted by 5 per cent) to
the MOLISA poverty lines. Using the adjusted Convention replacement rates of 40
per cent and 45 per cent to the UNDESA-based disability-adjusted poverty lines,
we estimate that disability benefits in Viet Nam should be an absolute minimum
of VND372,400 for a person with a moderate disability living in a rural area and
VND392,000 for a person with a severe disability. These are slightly higher for
those living in urban areas at VND478,800 to VND504,000.

As with child benefits, the primary objective of a disability benefit is not poverty
reduction, so using a poverty-based measure for disability benefits has several
problems. First, the poverty lines are based on the general population and as such
dictate very low incomes. The additional cost of being disabled is a percentage
measure and therefore, when applied to very low incomes, the “true” absolute
costs are underestimated. Second, it is unlikely that a government would want to
pay a social allowance that is a fraction of the poverty line, and indeed the ILO
Conventions tied replacement rates to average wages, not poverty. Even using the
near-poverty lines, the minimum disability benefits (40 per cent replacement rate),
would be only VND532,000 for a moderate disability and VND560,000 for a severe
disability in a rural area, rising to VND692,000 to VND728,000 respectively in an
urban location.

TABLE 5.10: 2019 minimum wage compared to additional cost of being disabled, Viet Nam
(VND/month per capita)

2019 . 10% : 33% 40% Adjusted minimum
minimum ' additional ' additional additional wage for persons
wage ' disability : disability disability with disabilities
costs : costs costs

[ i 4180 000 i 418 000 i 1379400 i 1672000 i 4598 000 i 5852000
112 i 3710000 i 371000 i 1224300 i 1484000 i 4081000 i 5194000
W la2s0000 | w5000 1072501 13000001 2575000 4550000
v 1290000 | 2920000 9636001 11680001 32120001 403000

" Urban Hanoi and Ho Chi Minh City. ? Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. 3 Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces. * Remaining localities.

The minimum wage is likely to be a better point of comparison than the poverty
line because the minimum wage is set through a process that calculates the
minimum cost of living adjusted by some level of collective bargaining with the
business community. It is also closer to the logic underpinning the ILO
Conventions, which base tax-financed benefits on the average wage of an
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ordinary manual labourer. This method of setting the minimum wage provides the
lower bound of an acceptable cost of living for the formal, private-sector
workforce, and is likely to be even a bit lower due to the addition of the cost of
business.t® Adding the additional costs of being disabled to these data allow us to
estimate an adjusted minimum wage for persons with a disability in each region,
shown in table 5.10.

Applying the adjusted Convention replacement rates results in an adequate
disability benefit range of VND1,553,200 to VND2,501,730 per month for a
moderate disability, and VND1,635,200 to VND2,633,400 per month for a severe
disability, as table 5.11 shows. The cost of living methodology used to set the
minimum wage in Viet Nam means that it is likely to more accurately reflect the
minimum needs of the individuals. Thus, the minimum wage with the disability
adjustment is likely a reasonable reflection of the cost of living with a disability.

TABLE 5.11: Minimum adeguate disability benefits based on the minimum wage and
Convention No. 102 replacement rates, Viet Nam (VND/month)

: Adjusted minimum : Minimum adequate Minimum adequate
| wage for persons : disability benefit range disability benefit
with disabilities | (40%, C102) range (45%, C128)

| | |
2223760 1 23408001 25017301 2633400
I

| | |

12 14934300 5194000 19377201 20776001 2220435 2337300

[ S s

| | | | | |

e 14322500 1 4550000 + 1729000 i 18200001 19451251 2047500

7777777 O e B A D

| | | | | |

% 13883000 1 4088000 + 1553200 1 16352001 17473501 1839600
I I I I I

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. ° Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces.  Remaining localities.

Because of previously cited challenges with the political acceptability and the
potentially limited representativeness of the private sector minimum wage in a
context like Viet Nam, we also use the minimum wage-derived minimum living
standard component as a further reference point to calculate the additional cost
of being disabled, as shown in table 5.12.

8 The agreed national minimum wage is generally already reduced compared with the analytical minimum wage
due to the interests of employers in collective bargaining.
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TABLE 5.12: Additional costs of disability based on the minimum living standard derived from
the minimum wage, Viet Nam (VND/month)

| Minimum 1 10% 1 33% | 40% Minimum living

|
|

I living standard ' additional ' additional ' additional : standard for a person
|

: of an adult of : disability : disability
: working age | cost I costs

disability
costs

living with a disability

I I
i

I I 2552543 1 255254
I I

842339 1 1021017 i 255 000 i 1021000

& i 2265535 i 206553 1 7476261 906214 i 226 000 i 906 000
Wl vseasss | o1omdca | eseo0! 793853 1980001 794000
v 7eITIe | 178312 | SBBA281 7132471 1780001 713000
Average | 2146457 1 214646 1 7083311 858583 1 2140001 859000

" Urban Hanoi and Ho Chi Minh City. ? Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. ° Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces.  Remaining localities.

Using the minimum wage-derived minimum living standard, we estimate that on
average the range of additional costs of living with a disability is between
VND214,000 and VND859,000 per month. A person living with a UNDESA-defined
moderate disability is estimated to face additional costs compared to a person
without a disability on average of 708,000 per month.

TABLE 5.13: Minimum adequate disability benefits based on minimum living standard
measure, Viet Nam (VND/month)

: Adjusted value for : Minimum adequate Minimum adequate
persons with disabilities : disability benefit range disability benefit
, (40%, C.102) range (45%, C.128)

Average 1 2854788 1 3005040 + 11420001 1202000 1285000 1352000
I I

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. ° Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces.  Remaining localities.
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Using the adjusted minimum living standard including a disability (table 5.13), an
adequate level of disability benefit for a person living with a disability would be on
average VND1,142,000 to VND1,285,000 per month. For a person living with a
severe disability, this increases to VND1,202,000 to VND1,352,000 per month on
average.

Unlike for pensions and child allowances, food basket equivalent values are not
considered as a comparator for disability benefits as the additional costs incurred
by people with a disability are associated with transport, home adjustments,
education and health care, and are less likely to be associated with specific dietary
requirements. Therefore, the food-basket comparator is inappropriate in this case.

TABLE 5.14: Additional costs of disability based on income and expenditure, Viet Nam

(VND/month per capita)

Measure

1 10%
: additional
 disability

1 33% | 40%
I additional ' additional
| disability | disability

Adjusted value for
persons with
disabilities

I"cost I costs I costs
Lowest

value

Mean income (VLHSS) 311000 1+ 1026000

| I
: I
: I
[ [
1240000 1 2421000 1
I I
I I
I I
I I

| |

Decision 59: Medium income' | [
Rural | 1500000 |, 150000

| |

| |

Urban 1950000 195000

| | |
| | |
495000 , 600000 , 1650000 |
643000 1 780000 1 2145000 |

|

" Medium income considered between the near poverty income threshold and the stated threshold above.

I value

In table 5.14, we compare the mean income, expenditure and medium income
levels to calculate the additional costs of being disabled. The additional costs
associated with disability are derived based on the additional expenditure required
to attain a similar standard of living to that of a non-disabled person. As such, mean
expenditure based on the VLHSS is considered the most appropriate comparator
for disability benefits to assess adequacy. Table 5.14 shows that the mean
expenditure of a disabled person is likely to range between VND2,508,000 and
VND3,190,000 per month.

LY
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TABLE 5.15: Minimum adequate disability benefits based on income and expenditure
measures, Viet Nam (VND/month)

Measure Adjusted value for | Minimum adequate : Minimum adequate
persons with disability benefit ' disability benefit range
disabilities range (40%, C102) | (45%, C128)

| | | | | |
Mean income (VLHSS) 1 4136000 143500001 1654400 117400001 1861200 1 1957500
,,,,,,,,,,,, I A N
| | | | | |
Mean expenditure 1 3032000 131920001 1212800 112768001 1364400 1 1436400
(VLHSS) | | | | | |
*********** +------rF-—-"—-"—-"+tr+-—-"—=-"=-"=-"="|-"—-"=-"=-"~"F~-~"="==-=~7|=-= === = -
Decision 59: Medium | 1995000 2700000, 798000 | 840000, 897750 , 945000
IncomeT (rural) I I I I I I
L L [P Lo oo
| | | |
Decision 59: Medium 1 2593000 127300001 1037200 110920001 1166850 1 1228500
| | |
|

Income (urban)

T Medium income considered between the near poverty income threshold and the stated threshold above.

Table 5.15 applies the Convention replacement rates to the UNDESA-adjusted
values for those with moderate and severe disabilities. On an expenditure basis, a
person living with a moderate disability would require, at an absolute minimum, a
disability benefit valued at VND1,212,000 per month, and for those with a severe
disability, VND1,276,800 per month.

Guaranteeing the human right to income security in old age is one of the bedrocks
of the welfare system. Viet Nam has taken important steps to protect its older
citizens through the establishment and expansion of a multi-tiered pension
system. The tier 1 social pension paid to persons over 80 years is pension tested,
while a means-tested pension is available for persons aged 60 to 79 who are
assessed as poor. Simultaneous investments in extending the coverage of the tier
2 of social insurance pensions will complement plans to expand the social pension
by reducing the age of eligibility for the pension-tested pension, eventually closing
the age-related coverage gap that currently exists between the two tiers.

9.3.1 Policy rationale for social pensions

A high proportion of older people are not able to work or do not contribute to
household income. Kidd et al. (2016) state that almost half of women and more
than a third of men aged 65-69 in Viet Nam are no longer in the labour force. The
participation rate falls further for older age groups: 15 per cent of men and under
10 per cent of women over the age of 80 participate in the labour force. Therefore,
the primary function of a social pension is to provide basic and adequate income
security to all older people as their ability to provide for themselves declines.
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Social pensions are paid in recognition of older people’s contributions to society
and the economy over their lifetimes, but they also “make[] social, economic and
political sense”® There is ample evidence that older people use their pensions to
support other members of the household, including children and young people, and
are therefore an investment in the future labour force. Pensioners also use their
income to generate new economic activities; their extra spending from pensions
can stimulate demand and consumption; and pensions can encourage both public
and private savings and investment.®®

9.3.2 Adequate levels for social pensions based on national henchmarks

ILO Conventions No. 102 and No. 128 set minimum replacement rates for
tax-financed pension levels at 40 per cent and 45 per cent, respectively, of the
prevailing wage of a male manual labourer. In the absence of reliable data on the
wages of ordinary manual labourers in the informal economy, we apply the
replacement rates to various national baselines —including the private-sector
minimum wage, the minimum living standards calculation, and an amount based
on expenditures — to present a range of potentially adequate benefit levels.

We do not, however, apply the replacement rates to the MOLISA poverty line
because the first role of a pension payment is to avoid large reductions in the
welfare of older persons when they stop working and in so doing, ensuring that
they do not fall into poverty. Further, old-age pensions are individual-level
entitlements that often represent an older person’s sole source of income, and in
Viet Nam as in many countries, the over 80s pension does not depend on whether
or not the older person receives additional support. Because the poverty line is
already a nationally defined minimum measure, minimum pension levels should
not fall below poverty line levels stated in Decision 59, and applying a replacement
rate to the poverty line is therefore inappropriate.®’

Pensions are normally an income replacement vehicle and are designed to replace
some, if not all, of the lost earnings as a result of leaving the work force. In this way,
the private sector minimum wage is potentially a more appropriate reference and
is consistent with the logic of ILO minimum standards. Table 5.16 shows the
minimum adequate levels for tax-financed old age pensions (social pensions) in
Viet Nam based on the Conventions’ replacement rates of 45 per cent and 40 per
cent, as applied to the private-sector minimum wage in all four regions. In Viet
Nam, the minimum wage varies between VND2.9 million to VND4.1 million. Based
on the Convention methodology, an adequate pension would range from around
VND1,168,000 (region 1V, 40 per cent replacement rate) and VND1,881,000 (region
|, 45 per cent replacement rate).

8 Kidd et al., 2019, p. 1.
% See e.g. Kidd and Tran (2019).

91 Applying the replacement rates to the poverty line results in pensions that fall well below the poverty line,
ranging from VND280,000 (40% replacement rate from C102 for the rural poverty line) to VND585,000 (45%
replacement rate from C128 for the near poverty line).
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TABLE 5.16: Minimum adequate pension levels compared to 2019 private sector minimum
wage, Viet Nam (VND/month)

: 2019 monthly : Adequate Pension (40%) : Adequate Pension
| minimum wage : | (45%)

I 4180 000 1672000 1881000
w0 a0l Tamao0 ! 1650
weoon amoo0l raooo!  1aes0
L T 11680001 1314000

T Urban Hanoi and Ho Chi Minh City. ? Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. 3 Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces. * Remaining localities.

Table 5.17 shows the minimum adequate pension benefits based on the
minimum living standard derived from the minimum wage. An adequate pension
based on minimum living standards would range — on average — from
VND850,000 to VND965,000 per month, varying by region up to VND1,150,000 per
month in the major cities.

TABLE 5.17: Minimum adequate old age pensions based on minimum living standard
calculations, Viet Nam (VND/month)

Adult-based minimum Adequate Pension

living standard

[ 2552 543 1021017 1148 644
e amssal 62141 1019491
wooo rosas2l rsessl 93 085
v el naarl  ana
newge | usasrl swsssl 965906

" Urban Hanoi and Ho Chi Minh City. 2 Rural Hanoi and Ho Chi Minh City along with urban Can Tho, Da Nang,
and Hai Phong. ® Provincial cities and the districts of Bac Ninh, Bac Giang, Hai Duong, and Vinh Phuc
provinces. * Remaining localities.

The food basket method allows us to assess how much income an adult needs to
purchase sufficient food to remain healthy. Empirical evidence on nutrition
suggests that as a person ages, their nutritional requirements fall compare to the
average.” Therefore, adjusting the food basket values by the adult equivalent

92 Adult equivalent conversion factors for adults over the age of 51 are 0.75 for females and 0.9 for males. This
suggests as people age their nutritional requirements fall. As such a comparison of pension levels to the average
food basket is inappropriate. An assessment of the VLHSS suggested that the lowest income decile spent
VND570,000 per month on food; on a minimum wage calculation, this was estimated at VND1,314,000 per
month. Taking the adult equivalent transformation of 0.825, the cost of a food basket is VND470,000 to
VND1,080,000.
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factors for older people, we find that an adequate pension level based on the
Convention replacement rates would be between VND188,000 per person per
month and VND430,000 per person per month.

In addition, pensions are designed to maintain a level of welfare within a
population; as these are normally based on mean income, it is reasonable to
compare pension levels to calculated mean income. We also compare to mean
expenditure data to anchor the income measure in a cost of living indicator. Table
5.18 presents the income-based measures of adequate pensions, with an
absolute minimum of 600,000 per person per month (40 per cent replacement
rate for Decision 59 medium income in rural areas), rising to 1,400,000 per person
per month based on mean income (45 per cent replacement rate). The
expenditure-based measure suggests that the minimum adequate pension level
should be between VND910,000 and VND1,030,000 per month.

TABLE 5.18: Minimum adequate pension levels based on income and expenditure measures,

Viet Nam
Measure : Per capita value : Adequate Pension : Adequate Pension
' (VND/month) ' (45%) | (40%)
Mean income (VLHSS) 3 3110000 3 1400 000 3 1244000
Memerpendivre(LHS) | 200! 100001 910000

|
Decision 59: Medium income'’

|
| |
Rural } 1500000 | 675000 | 600 000
Urban | 1950000 | 875500 | 780 000

" Medium income considered between the near poverty income threshold and the stated threshold above.

9.4 Recommended levels for adequate tax-financed henefits
in Viet Nam

Table 5.18 summarizes the findings from the previous sections and compares the
values of existing social assistance benefits and the MPSARD draft action plan
proposed values against various indicators of adequacy as derived from national
comparators.

The existing benefits shown include:

+ Single parent benefit: VND270,000

- Disability benefit (moderate disability): VND405,000 a month
Over-80 pension (non-poor): VND270,000

The MPSARD draft action plan proposed target values include:

a
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Child benefits: 5 per cent of GDP per capita, or VND242,487
Disability benefits: 10 per cent of GDP per capita, or VND484,574
Old-age pensions: 11 per cent of GDP per capita, or VND533,471

By most measures, the social assistance benefits levels currently set by Decree
136 are inadequate, as table 5.18 shows. Indeed, generally speaking, the benefits
only perform adequately when measured against the levels derived from the
MOLISA poverty lines as set by Decision 59. However, the poverty lines
themselves are quite low compared with observed average expenditure of the
population and GSO calculated minimum living standard. We would argue that
poverty measures are, by and large, an inappropriate tool for assessing the
adequacy of lifecycle social assistance benefits in Viet Nam. More generally, the
kinds of benefits considered here — child, disability and old age — are not designed
to reduce poverty, though they may well achieve that if they cover large enough
populations. Instead, they are designed to mitigate loss of income due to common
lifecycle risks. Therefore, we suggest that minimum wages, minimum living
standards or other baselines, like expenditure, would be more appropriate
measures of comparison.

In fact, while we have used the replacement rates suggested in ILO Conventions
No. 102 and No. 128 as a basic framework for establishing a range of adequate
levels against different national benchmarks,®® [LO Social Protection Floors
Recommendation, 2012 (No. 202) also specifies the aim of a social protection
floor, namely: “preventing or alleviating poverty, vulnerability and social exclusion.”
Therefore, particularly for those benefits that very often constitute the sole source
of income for recipients — like social pensions or disability benefits for those who
cannot work — anything below the poverty line is, almost by definition, inadequate.

% Qr a variation of the Conventions in the case of child benefits.
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Assessing the adequacy of tax-financed social protection in Viet Nam

Not surprisingly, given their low values, the existing tax-financed benefits in Viet
Nam do not fare well when compared to the more appropriate indicators of
adequacy. For example, disability benefits (for a moderate disability) are between
74 per cent and 84 per cent too low when compared with the minimum
wage-derived levels; between 65 per cent and 77 percent too low when compared
to the minimum living standard; and based on the expenditure-derived measure,
current disability benefit levels in Viet Nam fall short by between 67 per cent and
69 per cent. We conclude therefore that the current levels need to be increased
over time by about three to four times in current prices. Assuming the disabled
person has a very limited capacity to work, we suggest that the absolute “floor” or
lower bound for a moderate disability benefit lies between VND770,000 and
VND980,000, or the range of adjusted poverty lines for disabled persons, taking
into account the additional costs of disability.

A similar story emerges for the social pension. The current level of pension for the
non-poor aged over 80 is below even the rural poverty-derived level — a measure
which we have established is inadequate, as the floor for any pension benefit
should be the poverty line — suggesting that many elderly in Viet Nam are at
serious risk of falling into poverty. And the evidence bears this out: according to a
2014 survey, 94 per cent of older people stated that the social pension was
insufficient for their needs.®* Further, while the current levels appear more
‘adequate” for those aged 60-79 and classed as poor who are eligible for a
pension of VND405,000 per month, there are arguably many older people, who by
virtue of receiving the over 80 non-poor pension, are effectively poorer than their
“poor” counterparts who receive the higher benefit. Using the minimum wage as
the comparator, the current pension levels are 56 per cent to 86 per cent deficient.
It is important to note that all the pension benefits paid in line with the
Conventions relative to the minimum wage are likely to be sufficient to protect
pensioners from falling into poverty or near poverty. And similarly, when
compared to the adequate levels derived from average expenditure data, the
current pension levels are wholly inadequate.

Therefore, for social pensions and disability benefits, the absolute minimum
“floor” for tax-financed benefits in a multi-tiered system are:

Social pension: VND700,000 per month

+ Disability benefits: VND770,000-VND980,000 per month, with a most likely
value of VND930,000 per month®®

We have argued that a better measure of adequacy for benefits intended to
replace income are the values derived based on minimum living
standards-calculations, expenditure indicators or the minimum wage. Therefore,
the recommended levels for adequate tax-financed social pensions and disability
benefits are:

% See Kidd et al,, 2019.
% Assumes the extra cost of disability is 33 per cent, in line with UNDESA estimations.
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Social pension: VND858,000—VND1,881,000 per month®
Disability benefits: VND1,142,000 —VND2,501,730 per month

As discussed in section 3.1, child benefits present interesting challenges, as
neither the existing single parent benefit nor the orphan benefit is a conventional
child benefit like the one proposed under the MPSARD, which would be paid to all
children under age 36 months. Rather, the existing child-focused benefits are
directed at specific groups of vulnerable children. Therefore, their values and
intended purpose are not directly comparable to conventional child benefits. For
this reason, we have taken the lowest value existing benefit (single parent benefit)
to show how it fares against the “adequate” values for a conventional child benefit,
as suggested by our analysis. Table 5.19 shows that the existing single parent
benefit compares quite well to the expenditure-based measures but compares
less well against the “preferred” minimum wage-based levels. Nevertheless, we
should recall that the level of the single parent benefit (VND270,000, or 6 per cent
of GDP per capita) was relatively generous by international standards. This
suggests that a future conventional child benefit in Viet Nam, such as the one
proposed in the MPSARD draft action plan (at 5 per cent of GDP per capita), may
offer a reasonable starting value for a child benefit going forward.

In addition, considering Viet Nam's intention to establish a multi-tiered social
security system, where tax-financed and contributory benefits work together to
achieve universal coverage, the question of vertical adequacy of tax-financed
benefits may take a back seat to more pressing priorities related to horizontal
extension. This may be especially true for child and family benefits, where there is
potentially a greater degree of flexibility to set the values of each respective tier at
appropriate levels so as to preserve and strengthen the incentive to join social
insurance, which is a key Government priority under Resolution 28.

Based on the analysis of adequacy using national benchmarks, we suggest that
an appropriate absolute minimum “floor” for a conventional child benefit could be
the value derived from the MOLISA poverty line, assuming a replacement rate of
50 per cent of the cost of a child. However, the recommended levels for adequate
tax-financed benefits would be based on expenditure measures or the minimum
wage, as follows:

+ Minimum floor for child benefits: VND 140,000 per month
Recommended levels: VND265,000—VND1,045,000 per month

The absolute minimum floor and recommended range of values are summarised
in Figure 5.1.

% For both benefits, the lower bound corresponds to the minimum living standards (using the corresponding
lower bound replacement rate) and the higher bound, the minimum wage for Region | (using the higher bound
replacement rates).
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FIGURE 5.1: Summary of minimum and recommended benefit levels, Viet Nam (VND)
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Source: Authors’ calculations based on analysis of VHLSS 2016.

In this section, we have presented a range of levels for key tax-financed lifecycle
benefits in Viet Nam that could be considered adequate by different measures. As
the Government of Viet Nam takes decisions regarding the appropriate benefit
levels required to undergird a more effective multi-tiered social protection system,
it will be crucial to also put in place an objective mechanism to preserve the value
of benefits going forward.

The following pages lay out a number of approaches to indexation that might be
considered in Viet Nam as a means of preserving, and even improving, the values
of Viet Nam’s social assistance benefits well into the future, and potentially
recovering some of the value lost since 2013. However, regardless of the
adequacy of the value of the transfer, we cannot forget that the overwhelming
challenge in Viet Nam is one of coverage, so efforts to improve adequacy cannot
be undertaken independently.



urrently, there is no mechanism in place to ensure that the values of social

assistance benefits outlined under Decree 136 are maintained. Thus, the

real value of transfers has eroded significantly since their levels were set in
2013.

In the context of Government commitments to build a multi-tiered and integrated
social security system comprising social insurance and social assistance, which
together work to achieve universal coverage, ideally, the indexation mechanism
selected should be consistent across both types of benefits to prevent a relative
divergence in the real value of benefits going forward. The social insurance system
already has an indexation mechanism that takes account of changes in the cost of
living (consumer price index) and economic growth, but Resolution 28 (MPSIR) and
its accompanying action plan set out plans to review the indexation and consider
introducing a wage-based component.” However, Resolution 28 (Ill.17)
specifically states that the social pension should be indexed independently of
wages.”® This analysis explores the implications of a variety of methods, keeping in
mind that the political space for introducing wage-based components to an
indexation formula, especially for tax-financed benefits, will be limited.

The following pages outline various options for indexing social assistance benefits
to preserve their value, but it will be important to ensure coherence between the
indexation mechanisms eventually applied for both the social insurance and social
assistance systems. Therefore, we consider price- and wage-based methods, as
well as mixed approaches, to provide a better understanding of their implications.

6.1 [Illustrative inflation impacts

The spending power of a set amount of cash is eroded overtime by increases in
product prices. A lack of an indexation mechanism for cash transfers, or
incomplete indexation, negatively affects benefits generosity; incomplete
indexation of benefits has resulted in recipients losing ground in a majority of
countries within the Organisation for Economic Co-operation and Development
(OECD).”

% The MPSIR action plan sets out to “Develop .. the scheme on separation of pension indexation with wage,
changing the way of pension adjustment towards more distributive and sharing.”

% Specifically, it calls for “Adjusting social pension allowances according to the State budget capability; the basic
pension shall be adjusted mainly on the basis of the increase of the consumer price index, the capacity of the
social insurance fund and the state budget.”

% QECD, 2011a.
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Benefit values in Viet Nam are dictated by Decree 136 and were set at a base level
of VND270,000 in 2013, with a different coefficient applied for each benefit type.
The value of these transfers has not changed since 2013 and therefore the real
value of these transfers has been eroded by price increases. Although inflation has
been low in Viet Nam, largely below 5 per cent since 2015, the value of cash
transfers has been eroded so that in real terms they are now worth only
VND225,000 per month in 2013 prices (figure 6.1),' a loss of value of 17 per cent.
Using International Monetary Fund (IMF) projected consumer price index inflation
rates for Viet Nam to 2025, we estimate that without indexation the real value of

the cash transfers by 2025 will be one third lower than in 2013 (figure 6.1).

FIGURE 6.1: Inflation impacts on cash transfer values, Viet Nam
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Source: Authors’ calculations based on official Government of Viet Nam CPI data.

FIGURE 6.2: \Wage growth impacts on relative value of cash transfers, Viet Nam
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90 The cash transfer of VND270,000 today would buy only 235,000 worth of goods in 2013.
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Given the reduced spending power, it is likely that the transfers, even if adequate
initially, will not be adequate in any future assessment. Figure 6.2 shows an even
more dramatic reduction in the relative value of the benefits as a result of wage
growth in the rest of the economy; since 2013, 38 per cent of the relative value of
the benefits have been lost, and this increases to 53 per cent by 2025 if an
indexation mechanism is not implemented. ILO states that to maintain the
adequacy of pensions and other benefits, benefit levels must be adjusted
periodically following changes in the cost of living or general earning levels.™"

The benchmark used for indexation significantly impacts both the welfare of the
recipients and the total cost to the Government of the benefits. Generally, in
countries that have adopted formal indexation methods, benefits are indexed
either to prices or to wage growth. Price methodologies aim to ensure that benefit
payments keep pace with cost of living and include using measures such as the
consumer price index or retail price index. Wage indexation is similar, but the
welfare measure aims to keep benefit payments in line with the relative standard
of living, as opposed to prices. Therefore, the choice between these two
indexation methodologies is linked to the rationale for the benefit in the first place,
as well as to the projected fiscal envelope available within the government
budgets to fund these payments.

Furthermore, partly due to cost implications, but also because the indexation
method chosen has a greater effect at lower income levels,'%? the choice of
indexation method is often a political decision and not an analytical one. For
example, about half of OECD countries have switched their indexation mechanism
to a less favourable one, which maintains the absolute value and improves the
sustainability of their benefit systems.'® Even the ILO — which calls for pensions
to be adjusted periodically following changes in cost of living or general earning
levels — does not go as far as to recommend one method or the other at the global
level.'% In countries facing serious demographic challenges, such as Viet Nam,
purely wage-based indexation may be unaffordable.

The following sections explore the implications of both price and wage indexation
methodologies for protecting the value of social assistance benefits in Viet Nam.
In addition, we also discuss the options of indexing benefits to GDP (economic
output), GDP per capita (economic output per person), and GNI per capita
(national income per person). An indexation methodology based on GDP per
capita or GNI per capita growth provides a measure of a countries ability to pay
but also ensures that growth gains can be shared out across the country.

We examine a range of indexation measures below. Each measure assumes that
the indexation method was applied from 2013 onwards.

01 LO, 2018.

2 Joumard et al., 2012.
195 QECD, 2015.

94110, 2018.
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6.2 Price indexation

The ILO (2018) found that for those pension schemes which had some form of
indexation, price indexing was the most regularly used methodology. Price
indexation regularly adjusts transfer levels to compensate recipients for changes
in the purchasing power of the transfers. The standard price index benchmark is
the consumer price index (CPI), from which headline inflation figures are derived.
The CPI takes a basket of commonly consumed goods and assesses the relative
changes in the prices of these goods from one year to the next. The alternative
inflation measure, the retail price index (RPI), takes a similar basket of goods plus
housing costs. Due to methodological reasons, RPI is almost always higher than
CPI and therefore the choice of RPI or CPI is often related to cost.’®®

Viet Nam, however, only maintains regular data on CPI and therefore this is the
main option for a price indexation methodology. The CPI is built around a basket
of goods normally purchased by an average person, some of which are food
products. It is important that benefits at least enable the recipient to buy basic
goods, including food, and therefore we investigate the impact on the base level of
benefits using food price inflation as well as CPI.

FIGURE 6.3: Consumer price index (general inflation), Viet Nam, 2073-25 (VND)
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Source: Authors’ calculations based on data from Government of Viet Nam and IMF projections (2019-25).

Figure 6.3 shows the real value of the base transfer. The real value of the base
transfer is calculated as the base transfer value (VND270,000) less the change in
inflation each year. Figure 6.3 current prices show the absolute value of the
benefits if the base transfer value had been indexed to general inflation since

95 While the RPI minus housing costs is, in theory, similar to the CPI, the calculation methodology means that they
can be quite different in practice. The root of the difference is that the CPI uses the geometric mean of a basket
of goods while the RPI uses the arithmetic mean of a similar (but not exactly the same) basket of goods. This is
an important difference for spending and indexation choices. The arithmetic mean is almost always greater than
the geometric mean, meaning that the RPI is always higher than the CPI, even when housing costs are excluded
and accounting for differences in the coverage and population base.
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2013. The current prices would be the cash figure of the benefit paid to the
recipient. For reference, the real value after indexation is also shown in 2013
prices: this allows us to directly compare the real value of the base transfer and
the effect of the indexation method.'® As in figure 6.3, the index method is
CPl/general inflation and spending power is eroded by general inflation, such that
the value of the benefits is maintained in real terms after the index is applied
(green line). If the CPI method were applied from 2013 onwards, the cash value of
the base transfer in 2019 would be VND330,000, suggesting current levels are 22
per cent short of what is required to maintain the benefits’ purchasing power
compared to 2013.

FIGURE 6.4: Consumer price index (food products), Viet Nam, 2013-25 (VND)
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Source: Authors’ calculations based on data from Government of Viet Nam and straight-line projections post-2019.

Figure 6.4 uses the CPI of food to index the 2013 benefit value. The data shows
that, while the current value of the transfer increases (orange line), the real value
after the index reflects a decline in real purchasing power of 10 per cent in 2019
compared to 2013. Because in Viet Nam, general CPl is driven by large increases
in health care costs, food cost changes have been more modest in comparison
and therefore the food CPI index method is less generous than the general CPI
method.

Using a price index function of either CPI or CPI-food would help maintain at least
some purchasing power of the cash transfers in real terms. Due to the smaller
price increases, the use of CPI-food still leads to the loss of some value of the
benefit in real terms (as a result of CPI being greater than CPI-food), but it is still
17 per cent higher than if no indexation method were used.

1% This is calculated by applying the relevant indexation method to the original cash transfer value (current price in
figure) and then rebasing these prices to 2013 prices for comparison, using general inflation measures.
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Linking benefit levels to wage levels in the economy ensures that the standard of
living of recipients relative to the rest of the population is maintained. A wage
index tracks relative changes in the price of labour across the economy. The
coverage of the wage index can vary; for example, it may include or exclude bonus
and in-kind payments, although the computation methodology is normally the
same. The coverage in the wage index is important for the indexing social security
benefits. For example, if bonus and in-kind benefits make up a large proportion of
the wage (or wage growth) and are excluded from the wage index, the relative
standard of living of social security recipients could fall even if benefits were
indexed to wages.

An estimate of yearly wage growth is regularly produced by the IMF for Viet Nam.
This measure is sufficient to provide a basis for a wage indexation methodology.
Figure 6.5 shows indexation based on average wage growth from the IMF, which
is then projected from 2019 to 2025 on a straight-line basis. The green line shows
increases in the real value (i.e. after inflation) of the benefit over time if the benefit
were indexed to wages; this increase can be explained by the fact that wage
growth since 2013 has been lower than CPI in Vietnam. This effectively means
that wage indexation mechanisms are less affordable, and this true in general
around the world. Whitehouse (2009) shows that in OECD countries, on average,
wage-indexed pensions cost 23 per cent more than if a price-indexed method was
used.’”” In Viet Nam, using the average wage based method the real value of
benefits in 2025 are projected to be 27 per cent higher than that in 2013.

FIGURE 6.5: Average wage growth indexation, Viet Nam, 2013-25 (VND)
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97 Whitehouse, 2009.
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6.4 Mixed methods

Mixed method approaches are considered a half-way option between wage
indexation and price indexation. These approaches take into account some
element of price increase and some element of wage inflation when setting
benefit levels.

Viet Nam is in a privileged position, given the way that the minimum wage is set in
the country. Viet Nam'’s National Wage Council set an official minimum wage and
reassesses this yearly. It is based on an assessment of the cost of living, relative
living standards and some bargaining with businesses. This methodology,
although imperfect, includes a price index element via the cost of living
adjustment, a wage index element as a result of an assessment of relative living
standards and the cost to business or collective bargaining means that some
element of ability to pay is also included. Therefore, this can act as a mixed
methods approach to index benefits.

It is possible that social security benefits could be linked to changes in the
minimum wage as determined by the National Wage Council, although linking
minimum wage decisions and social security benefit levels could provide
governments with adverse incentives to restrict the growth of minimum wages to
limit the growth in spending on social security. A significant advantage is that the
minimum wage is readily available and regularly updated to maintain parity with
the rest of the economy. However, due to questions about the representativeness
of official minimum wages in countries with large informal economies, the
minimum wage may not be the most appropriate basis for indexation.%

Figure 6.6 shows what would have happened to the benefit value if it was indexed
in 2013 to changes in the minimum wage. This method shows significant
increases in the base value and in the real purchasing power of the base transfers.
By 2025 it is projected that, using the minimum wage to index benefits, the
CPl-based real value of the base transfer will be 89 per cent higher than in 2013.
This analysis is distorted, however, because of the large increases in the minimum
wage between 2013 and 2016, which total 54 per cent. Since 2016, the increases
in minimum wage at an average of 6 per cent have more closely matched those of
the average wage and therefore future increases are expected to be less
significant and more affordable than previously.

198 That said, preliminary analysis of the informal economy in Viet Nam suggests that some 75 per cent of wage
earners working informally had income higher than the private-sector minimum wage, according to analysis
the VHLSS 2016; see McClanahan and Gelders (2019) on the feasibility of a short-term benefits package in Viet
Nam. This suggests that the minimum wage may not be as unrealistic a benchmark as previously thought.
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FIGURE 6.6: Minimum wage indexation, Viet Nam, 2013-25 (VND)
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Source: Authors’ calculations based on data from Government of Viet Nam and straight-line projections
post-2019.

A more traditional mixed method approach would be to weight price inflation and
wage inflation which would allow fiscally sustainable benefit levels while protecting
the recipients’ purchasing power and allowing them to share in the benefits of the
economic expansion. A weighting of two-thirds CPI and one-third average wage
growth would allow a small increase in the real value of the benefits, which is
largely driven by the growth in average wages, as shown in figure 6.7. 1%

FIGURE 6.7: CPI and average wage growth weighted indexation mechanism, Viet Nam,
2013-25 (VND)
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199 This method could be considered a compromise approach and is consistent with methods being proposed by
the ILO for indexing social insurance benefits.
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6.5 Summary of indexation options

Figure 6.8 presents the implications of a range of indexation options for the value
of social assistance benefits in Viet Nam. The current prices are the 2025 value of
the cash transfer, and the real prices are current prices adjusted for CPI inflation.
As Viet Nam has largely had low inflation, and pay rises and output growth have
outstripped inflation, almost all non-price indexation methods will lead to increases
in the real value of benefits. If indexed to wages or output growth, then it could
allow some of the value eroded between 2013 and 2018 to be recovered. However,
we argued in the mixed methods discussion that an indexation method based on
minimum wage will provide the advantages of the price and wage methods
combined. Further, the minimum wage is automatically updated each year and
thus would entail low administrative costs to deliver.

Regardless of the method chosen, it is crucial that adjustments are made regularly
to cash transfer levels to maintain either a comparable standard of living or
purchasing power of those receiving the benefits. Likewise, ensuring coherence
between the social insurance and social assistance systems will be important for
maintaining the relative value of benefits in each system.

FIGURE 6.8: Value of cash transfers (base value of VND270,000) by indexation method, Viet
Nam, 2013-25 (VND)
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Indexation choices also have distributional implications, particularly where social
pensions are concerned. More generous indexation procedures for benefits such as
pensions tend to redistribute money from the poor to the rich on average because of
the higher early mortality rates in lower income deciles. Therefore, price indexation
may be a more equitable method of indexation. This demonstrates that there are
multiple trade-offs and value judgements that are required when making an
indexation choice. The choice of indexation methodology is not a purely analytical
choice but depends on the rationale for providing the benefits in the first place.



66 | Assessing the adequacy of tax-financed social protection in Viet Nam

6.6 Recovering value and ensuring adequacy

Much of what is demonstrated above assumed that the indexation is applied from
2013. In reality the social security system is playing catch-up as recipients have
already lost about 18 per cent of the value of their benefits since 2013. Therefore,
the indexation mechanism may want to allow some catch-up from 2020 onwards.
For example, figure 6.9 shows how inflation eroded the real value of the benefits
because the levels have remained static to 2019. However, from 2020 to 2025
levels are protected against inflation plus a further 5 per cent. This means that by
2024 they recover their purchasing power equivalent to that in 2013. An additional
percentage could also be used to uprate benefits to slowly make them adequate as
discussed in the previous chapter.

FIGURE 6.9: CPI (general inflation) plus 5%, Viet Nam, 201325 (VND)
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To demonstrate this, we target achieving adequacy by 2025. This means that each
year purchasing power must be maintained, plus a catch-up percentage and an
additional uplift each year until the benefits meet at least a minimum adequate level
in 2025. For example, taking the simple pension (coefficient 1) we estimated that a
minimum adequate level of pension is not less than VND700,000 in 2018 prices.
This is the equivalent to VND890,000 in 2025 prices.'® By indexing the current level
of VND270,000 to CPI we protect from any further erosion in spending power, we
then add a catch-up percentage to recover the lost purchasing power from 2013 —
2019 and an additional uplift to bring the pension to the 2025 minimum adequacy
level. This is calculated as an additional 19 per cent per year above CPI indexing; 5
per cent per year to recover the lost purchasing power and 14 per cent increase to
place the benefits on a trajectory to adequacy in 2025. We have demonstrated that
other indexation methods increase the real value of benefits more quickly than
simple CPI therefore the catch-up and uplift level would be lower for other
indexation methods. For example, using minimum wage projections to index the
value of benefit from 2020 onwards, the total uplift to achieve minimum adequacy
of VND700,000 (2076 prices) and recover purchasing power is 15.6 per cent.

110270,000 inflated by the projected CPI data to 2025.
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of tax-financed benefits in Viet Nam and offered a range of options to

preserve (and potentially improve and recover) their value into
the future. We have argued that assessing the adequacy of social protection
benefits and systems is fundamentally a political exercise and, to a large extent, a
subjective one, because of the wide variation in international practice and national
benchmarks against which to assess adequacy, relative to the respective benefits’
policy objectives.

T his report has set out a number of references for determining the adequacy

Because of the nature of tax-financed benefits in Viet Nam, and specifically those
laid in Decree 136/2013, whereby a multiplier is applied to a basic social allowance
for different groups based on varying levels of presumed need, a thorough
assessment of the adequacy of each individual benefit would not be possible.
Therefore, the analysis has focused on three core lifecycle benefits — child,
disability and old age — in line with the lifecycle approach adopted in the MPSARD.

We have argued that, as benefits intended to replace income, the minimally
adequate floor for social pensions and disability benefits (for moderate-to-severe
disabilities that allow very limited capacity to work) should be the poverty line,
although more generous values would be closer to an ideal standard of adequacy.
For child and family benefits, the situation is more complex. The lack of
international comparability, questions around the continuing relevance of the
Convention No. 102 standards, and challenges associated with estimating the cost
of children mean that there may be more flexibility to set adequate values
according to multiple national priorities.

Considering Viet Nam's intention to establish a multi-tiered social security system,
where tax-financed and contributory benefits work together to achieve universal
coverage, the question of vertical adequacy of tax-financed benefits may take a
back seat to more pressing priorities related to horizontal extension. Indeed, under
a multi-tiered system, the adequacy of benefits must also be understood in terms
of the overall functionality and coherence between the two tiers. The Government
has expressed a clear intention under Resolution 28 to grow social insurance
membership, with specific and ambitious targets for expansion. Ultimately, to
preserve the incentive to join social insurance, benefit levels in the tax-financed first
tier must be lower than the lowest level of pensions offered in the contributory tier.
Therefore, great care must be taken to build the institutional “architecture” — a key
component of which is setting benefit levels — to ensure that the two tiers act as
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one social security system, offering adequate protection for those who are unable
to pay contributions, and higher level benefits for those insured under VSS.

This report has also explored a number of indexation formulas that could be
adopted to preserve, recover and improve the value of tax-financed benefits into
the future. At a minimum, the indexation system should strive to maintain the
purchasing power of benefits — to prevent the loss of real value — by tying them to
prices. However, we have suggested that some form of wage-based indexation,
whether partial or full, could also be considered to maintain the standard of living
of beneficiaries relative to the working population, as well as to preserve coherence
between the tax-financed and contributory tiers.

The Government of Viet Nam is taking important steps toward ensuring that
everyone in Viet Nam can have access to adequate, inclusive social protection
across the lifecycle. Setting adequate benefit levels — vertical extension — is an
important component, but far from the only one, of realizing a long-term vision of
universal social protection as the foundation of a dignified society and a growing
economy.
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