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Introduction

1 Introduction

No society can surely be flourishing and happy, of which the far greater part of the members
are poor and miserable.
- Adam Smith

Within the scope of globalization, the last decades have been characterized by a catching up
process of the Global South?, driven by high economic growth. Though global inequality has
decreased during this process, the catching up has been unequally distributed, resulting in an
increasing divergence within the Global South (NAYYAR 2013).

Southeast Asia is one of the fastest growing regions in the Global South in economic
terms (MCGREGOR 2008). The high economic growth is the result of a process of structural
change, leading to a decline in the relative importance of agriculture and to a reduction of
poverty (BALISACAN et al. 2005). In the former centrally planned economies of Cambodia,
Laos, Myanmar and Vietnam, the process of structural change was initiated and accompanied
by gradual processes of political transition toward constrained capitalism (SCHULTZ &
PeEcoTIcH 1997). The idea behind choosing such a gradual transformation process was to
convert the economy slowly and with political stability to avoid loss of control and allow for
pro-poor growth (SCHULTz & PEecoTIcH 1997). Nevertheless, regional economic disparities
have increased in Southeast Asian transition economies during the last few decades, as
economic prosperity, mainly driven by foreign direct investments, industrial production and the
service sector, has been concentrated particularly in the urban centers, leaving rural areas?

behind (REVILLA DIEZ 2016). Consequently, poverty persists in rural areas and out-migration

! The term Global South is used to describe global differences and is an attempt to replace the term ‘developing
world’ (DEL CASINO JrR 2009). In this dissertation, the term Global South is used synonymously with the economic
term ‘developing and emerging markets’. In contrast, the term Global North is used synonymously with the
economic term ‘developed countries’.
2 In this dissertation, ‘rural areas’ are defined as areas that are agriculture-based and non-urban (ASSCHE &
HORNIDGE 2015), being located some distance from the core economic areas (TORRE & GILLY 2000).
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Introduction

to the urban centers, as a common response, further increases regional inequality (BALISACAN
et al. 2005).

To counteract the process of growing regional inequality, policy makers are interested
in drawing up economic development® strategies for peripheral areas that enable the rural
population to benefit from the prospering domestic markets (BALISACAN et al. 2005). While
one possibility is to attract exogenous economic actors and investment from outside the rural
areas (SLEE 1994), another possibility is to exploit the endogenous potentialities of a region to
foster regional development from within (Lowe et al. 1995). In this respect, attracting
exogenous actors and investment might not be the most sustainable solution for creating
economic development in rural areas (VAzZQUEZ-BARQUERO 2003), as exogenous actors are
often not adapted to the regional circumstances, not integrated into the local community and
sometimes not even interested in contributing to it. Rather, it is possible that conflicts of
interests may evolve between local and exogenous actors, especially with respect to the use of
land and resources (CUFFARO & HALLAM 2011). In addition, being dependent on a small
number of exogenous actors bears the risk of an economic downturn in the case of business
relocation (LOWE et al. 1995). These problems have led policy makers to shift their focus from
exogenous development strategies to endogenous ones in order to foster a sustainable socio-
economic development in rural areas (Lowe et al. 1995, RAY 1999).

In the last decade, endogenous development efforts have shifted from focusing on
agriculture to concentrating on the rural non-farm sector (BALISACAN et al. 2005). In this
respect, one possible way to activate the endogenous development potentialities within rural
areas is to enable local actors to identify, assess and exploit local economic opportunities
(SHANE 2003) by starting a micro enterprise* outside of agriculture. As empirical work has
shown that micro entrepreneurship is able to reduce poverty as well as to increase income and
consumption (LANJOUwW & LANJouw 2001, VAN DE WALLE & CRATTY 2004, GRIES & NAUDE
2010), policy makers hold high hopes that micro entrepreneurship may have the potential to
trigger a cumulative economic development process within rural areas (HAGGBLADE et al.
2010).

3 In this dissertation, the term ‘economic development’ is defined in line with the definition in the Cambridge
Business English Dictionary (2017) as “the process in which an economy grows or changes and becomes more
advanced, especially when both economic and social conditions are improved”.
% In this dissertation, the term ‘micro enterprise’ is used to refer to enterprises with a maximum of ten workers
(MEAD & LIEDHOLM 1998).
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Introduction

Though micro entrepreneurship is often seen as a panacea to reduce poverty and to foster
regional development in rural areas of the Global South, it is questionable whether this
development strategy is adequate in all regional settings (HAGGBLADE et al. 2010). Rural areas
in the Global South vary in terms of access to resources, the quality of infrastructure and
institutions, the degree of competition, the degree of industrialization and the market potential,
as well as the distances to urban centers, all of which influence both entrepreneurial
opportunities and the outcome of households’ business activities (SHANE 2003, SHAwW 2004,
Kilru 2007, AUDRETSCH et al. 2012). Hence, it can be assumed that the ability of micro
entrepreneurship to reduce poverty depends strongly on the local economic and social
conditions in which the micro entrepreneurial activities are embedded (SHANE 2003,
HAGGBLADE et al. 2010). Moreover, the term micro entrepreneurship covers a highly
heterogeneous group of different entrepreneurial activities (HAGGBLADE et al. 2010, BRUNJES
2012) that exhibit considerable differences in their internal characteristics, such as the number
of employees, the initial investment, and in the initial motivation behind the entrepreneurial
activity (GOTTSCHALK et al. 2010, BRUNJES & REVILLA DIEz 2012). It is therefore debatable
whether all types of micro enterprises have the same potential to reduce poverty and foster
regional development in rural areas of the Global South. Rather, it can be assumed that the
ability of micro entrepreneurship to reduce poverty also depends on the specific characteristics
of the micro entrepreneurial activity.

To date, most of the empirical work conducted on spatial variation in entrepreneurship
has focused on the start-up of technologically dynamic enterprises with high value-added in
core regions of developed countries (SHANE 2003, FRITSCH & FALCK 2007, HINDLE 2010,
BOsMA & SCcHLUTIES 2011, STAM 2011, AUDRETSCH et al. 2012, HUNDT & STERNBERG 2016).
In contrast, empirical work on the start-up of micro enterprises in rural areas of the Global South
remains scarce and is mainly discussed within the literature on development economics. In
addition, there are few studies that analyze micro entrepreneurship in the context of transition
economies (for an exception see MCMILLAN & WOODRUFF 2002). To date, most of the previous
empirical work adopts a static view by focusing on being self-employed rather than becoming
self-employed (Fox 2008, HAGGBLADE et al. 2010, FELKNER & TOWNSEND 2011, FOX &
SOHNESEN 2012, BRUNJES & REVILLA DIEz 2013, TAMVADA 2015). Hence, so far little is
known about whether entrepreneurial activities in rural areas of the Global South are influenced
by similar explanatory factors to those generally used to explain entrepreneurship in the Global
North. In particular, there is a lack of empirical work focusing on factors that explain the spatial

variation of entrepreneurial activities between peripheral areas of the Global South (BURCHER

3



Introduction

et al. 2015). Especially studies that analyze the survival probability of micro enterprises are still
rare (for an exception see VIWVERBERG & HAUGHTON 2002), as reliable information about
business closure is limited, particularly in the context of rural areas within the Global South
(MEAD & LIEDHOLM 1998).

The aim of this dissertation is to contribute to the broader discussion surrounding the
potential of micro entrepreneurial activities to reduce poverty in rural areas of Southeast Asian
transition economies as well as to add further insights into the potential that rural areas within
Southeast Asian transition economies possess for micro entrepreneurial activities. To achieve

this aim, the research questions of this dissertation were specified as follows:

1. Can micro entrepreneurship help to reduce the vulnerability to poverty® of rural
households within Southeast Asian transition economies? Does this effect apply to
all types of micro entrepreneurship and in different regional economic settings?

2. What individual and spatial factors determine the start-up and closure of different

types of micro enterprises in rural areas of Southeast Asian transition economies?

The following Chapter 2 describes the theoretical and conceptual background of this
dissertation, while Chapter 3 presents the selected case study regions, the survey design and the
methodological approach. The research questions defined above provide the basis for the
scientific papers presented in Chapters 4 to 6. Chapter 4 discusses the effect of starting different
types of micro enterprise on the vulnerability to poverty of households located in different
regional settings, while Chapters 5 and 6 discuss the individual and regional determinants that
explain the start-up (Chapter 5) and the closure (Chapter 6) of different types of micro
enterprises. Finally, Chapter 7 concludes this dissertation by providing a cohesive discussion
of the empirical results.

® In this dissertation, the term ‘vulnerability to poverty’ captures the probability of poor household remaining in
poverty as well as the probability of non-poor household falling into poverty (WAI-PoI1 2013).
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Conceptual framework

2 Conceptual framework

Experience without theory is blind, but theory without experience is mere intellectual play.

-Immanuel Kant

Self-employment, besides off-farm wage-employment, is one of the pillars of the rural non-
farm economy in the Global South (HAGGBLADE et al. 2002). In the past, the rural non-farm
economy has provided the motivation for several studies analyzing the relationship between
participation in non-farm activities and economic wellbeing, showing that non-farm
participation significantly increases the wellbeing of rural households (VAN DE WALLE &
CRATTY 2004, MCNAMARA & WEISS 2005, FOX & SOHNESEN 2012). However, most empirical
studies on non-farm participation simply define non-farm participation as economic activities
that are non-agricultural (LANJouw 2007), while neglecting its heterogeneity (for an exception

see BRUNJES 2012).

A first step towards capturing the heterogeneity of non-farm participation is to
distinguish between wage-employment and self-employment (BRUNJES 2012). The concept of
self-employment is quite vast and there is no unique definition of it. According to FIELDS
(2014), self-employment can be defined as being an own-account worker or operating a formal
or informal enterprise (FIELDS 2014). In fact, the majority of self-employment activities in rural
areas of the Global South concern own-account workers and micro enterprises (De MEL et al.
2008). However, this definition can cover a heterogeneous group of agents and activities that
differ strongly as regards their internal characteristics, such as in the initial investment, the
numbers of employees, annual sales and the input-output relations, and in their needs regarding
their business environments (GOTTSCHALK et al. 2010, HAGGBLADE et al. 2010, BRUNJES &
REVILLA DIEZ 2012, CALDERON et al. 2016).

One possibility to capture the heterogeneity of self-employment is to discuss self-
employment in relation to different definitions used within the entrepreneurship literature. Here,
5



Conceptual framework

the simplest definition equates entrepreneurship with self-employment (DALE 2015). Aside
from this static definition, entrepreneurship can be defined in more dynamic ways. In this
respect, the creation-based approach defines entrepreneurship as the formation of a new
enterprise, and an entrepreneur as the founder of this enterprise (CARTER et al. 1996, GARTNER
& CARTER 2003). Consequently, the focus is on becoming self-employed as opposed to being
self-employed. The innovation-based approach, on the other hand, defines entrepreneurship as
the dynamic innovative creation of new products or new ways of doing business (SCHUMPETER
1934). Here, the focus is on the innovativeness of the self-employment activity. In addition, in
the opportunity-based approach entrepreneurship is defined as a dynamic process of
opportunity discovery, evaluation and realization performed by individuals (SHANE &
VENKATARAMAN 2000). In this respect, entrepreneurial activities can be split into two different
types, namely opportunity-driven and necessity-driven entrepreneurship, by examining the
motivation behind becoming and being self-employed. While opportunity-driven
entrepreneurship is based on the perception that an underexploited business opportunity with
growth potential exists, necessity-driven entrepreneurship is chosen due to a lack of adequate

alternatives to earn a living (Acs 2006).

Transition economies within the Global South are characterized by very dynamic market
mechanisms leading not only to high start-up but also to high failure rates (GORESKI 1995).
However, innovation-based entrepreneurship is uncommon particularly in rural areas of the
Global South, as these areas are still characterized by a low level of technology (GINDLING &
NEWHOUSE 2012). In contrast, entrepreneurship that corresponds to the definition in the
opportunity-based approach can indeed be found in rural areas of the Global South. Here,
technological innovation leads to a modernization of agricultural production, requiring input
und services of higher quality, such as seeds, fertilizers and machinery (HAGGBLADE et al.
2010). Moreover, the technological innovations in the agricultural sector lead to higher
productivity of agricultural labor, and consequently to higher agricultural income (Fox 2008).
Within the so-called pull scenario, both aspects stimulate the demand for goods and services
outside the agricultural sector (HAGGBLADE et al. 2010). To satisfy the increasing demand,
some individuals respond by starting micro enterprises (Fox 2008), with the aim of exploiting
the developing economic opportunities anticipatorily (GINDLING & NEWHOUSE 2012). Such
individuals are known as opportunity-driven entrepreneurs and can be identified from the
motivations behind starting their micro enterprise, such as recognizing the potential success of
that type of business, having previous experience of the particular type of business, or seeing
other successful businesses of that type (BRUNJES & REVILLA Diez 2012). In contrast, within

6



Conceptual framework

the so-called push scenario higher productivity of agricultural labor leads to a surplus of
agricultural labor, bearing the risk that agricultural workers will be pushed into low-return
micro enterprise activities (HAGGBLADE et al. 2010). Such individuals start a micro enterprise
in order to survive and are known as necessity-driven entrepreneurs. Entrepreneurs can be
regarded as necessity-driven if they start their micro enterprise to overcome unemployment or
because they earn insufficient income from other sources (BRUNJES & REVILLA DIEz 2012).
Distinguishing between opportunity-driven and necessity-driven micro entrepreneurship can be
seen as an expedient approach, as they differ in several aspects. While opportunity-driven
entrepreneurs achieve higher profits, are more willing to hire non-family employees, dare to
take greater risks, and show a larger initial investment than necessity-driven entrepreneurs
(GoTTscHALK et al. 2010, BRUNJES & REVILLA DIEZ 2012), necessity-driven entrepreneurs are
more likely to work in the informal sector, to have lower skills and smaller-scale businesses,
and to use less capital than their opportunity-driven counterparts (DEsAl 2011, GRIMM et al.
2012, BRUNJES & REVILLS DIEZ 2012).

Based on the discussion above, in this dissertation micro entrepreneurship is represented
by the start-up of a micro enterprise outside of agriculture (CARTER et al. 1996, FIELDS 2014).
In addition, the dissertation considers the performance of existing micro enterprises by
investigating their survival respectively closure. To capture the heterogeneity of micro
entrepreneurial activities and to integrate the opportunity-based approach, the dissertation
differentiates between opportunity-driven and necessity-driven micro entrepreneurship by

using the motivation behind starting a micro enterprise (BRUNJES & REVILLA DiEz 2012).

2.1 Micro entrepreneurship as a livelihood strategy

In the entrepreneurship literature, starting an enterprise is mainly seen from a micro-economic
perspective as a decision made by an individual person (SCHADE & BURMEISTER-LAMP 2009).
Although this decision is assumed to be influenced by the social environment in which an
individual is embedded, for instance by having family role models (CHLOSTA et al. 2012), the
focus is mainly on the individual entrepreneur him- or herself. In a Global South context, the
decision to start an enterprise has to be seen more strongly from a household perspective, as
there the household is regarded as a collective unit based on pooled consumption, and is
consequently an important unit for collective decision making (BYRNE 2001, NAUDE et al. 2009,

De HAAs 2010), especially regarding decisions related to their livelihood strategy (ELLIS 2000).



Conceptual framework

In the Sustainable Livelihood Framework® (DFID 1999), all actions undertaken by a
household to increase its standard of living are seen as part of its livelihood strategy (FOX &
SOHNESEN 2013). According to Fox (2008), the economic livelihood of a household can be
specified by the structure of its income sources. In this regard, micro entrepreneurship can be
seen as one possible economic livelihood strategy available to households that has the potential
to influence the livelihood outcome (FOX & SOHNESEN 2012). The term livelihood outcome
refers to a household’s wellbeing and is commonly measured using the household’s income,
consumption or vulnerability to poverty (RAVALLION 1992, SCOONES 1998). Several empirical
studies have shown the positive effect of participating in micro entrepreneurial activities on the
household’s wellbeing. For instance, VAN DE WALLE & CRATTY (2004) show that the
probability of being poor is lower among Vietnamese households who undertake micro
entrepreneurial activities. Moreover, MCNAMARA & WEIsS (2005) find that micro
entrepreneurship leads to a more stable household income, and FOX & SOHNESEN (2012)
demonstrate that micro entrepreneurship is positively related to increasing household income.
These positive effects can be traced back to three main advantages that participation in micro
entrepreneurial activities entails. First, micro entrepreneurship is used as a diversification
strategy by risk-averse farm households in order to deal with uncertainties linked to price
fluctuations in input and output markets, as well as uncertain weather conditions, both of which
affect agricultural production. Diversification into non-farm activities can enable households to
generate a more stable income and to reduce income risks (MCNAMARA & WEIsS 2005, GRIMM
et al. 2012). Second, running a micro enterprise has the advantage of flexible decision-making
and adaption of the business activities in times of uncertainty (MEAD & LIEDHOLM 1998). Third,
the average revenue that can be generated by selling non-farm products and services is higher
than that generated by selling primary agricultural commodities (SONG 2012). Hence, it can be
assumed that households that choose micro entrepreneurship as a livelihood strategy are able
to increase their wellbeing, reduce their vulnerability to poverty and perform better in times of

crises.

Against this background, micro entrepreneurship does indeed appear to be a panacea to
reduce poverty and to increase the wellbeing of households in rural areas of the Global South.
However, in reality the causal relations are far more complex. To begin with, all types of micro
entrepreneurial activities cannot be assumed to have the same effect on the livelihood outcome.

This assumption is backed by the empirical work of Fox (2008), who shows that households

® The Sustainable Livelihoods Framework was developed by the Department for International Development (DFID) and seeks
to conceptualize livelihoods in a holistic way to capture their complexities.
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that run micro enterprises in very low-skilled sectors in order to survive demonstrate a high
likelihood of remaining poor. Moreover, FOX & SOHNESEN (2012) highlight the importance of
hiring workers from outside the household for running a micro enterprise successfully. Against
this background and with reference to the discussion above, it can be assumed that opportunity-
driven and necessity-driven micro entrepreneurship have different effects on the livelihood
outcome and that participation in opportunity-driven entrepreneurship has greater potential to
increase a household’s livelihood outcome. Even though opportunity-driven entrepreneurship
can be assumed to have an advantage compared to necessity-driven entrepreneurship, as the
decision to start the micro enterprise is often more far-sighted and done with careful deliberation
after weighing up the potential risks and benefits (CoMPANYS & MCMULLEN 2007), the higher
initial investment that is associated with opportunity-driven entrepreneurship might reduce the
ability to respond flexibly to changing circumstances. Consequently, even opportunity-driven

entrepreneurship might not guarantee an improvement of the livelihood outcome in all cases.

In addition, the heterogeneity of individual and household-related characteristics has to
be taken into account, as not all types of households and individuals have the same ability to
participate in micro entrepreneurship (VAN DE WALLE & CRATTY 2004). Referring to the
Sustainability Livelihood Framework (DFID 1999), it can be assumed that starting a micro
enterprise, especially out of opportunity, as well as running a micro enterprise successfully is
limited by the livelihood assets available to an individual or a household (Fox 2008), such as
human capital, natural capital, financial capital, social capital and physical capital (BOHLE
2008). In light of this, a weakness in these assets, such as having a low educational level, being
landless, having no savings or a low income, not being integrated into social networks or even
being discriminated by society, and being poorly equipped with tools and technologies, is very
likely to lower the probability of being able to diversify one’s livelihood by starting a micro

enterprise outside of agriculture or of running such a micro enterprise successfully.

2.2 Micro entrepreneurship in a regional context

Although rural areas in the Global South are often simplified as relatively homogeneous
agriculture-based and non-urban areas (ASSCHE & HORNIDGE 2015), in reality regional
economic conditions differ considerably within rural areas (BURCHER et al. 2015), for example
as regards the market potential, the proximity to urban centers, the entrepreneurial culture or

the availability of financial services. As all enterprises are in constant co-evolutionary

" In this dissertation, the term ‘region’ is defined as a specific part of the earth’s surface, being distinguishable
from other regions due to its specific characteristics (BLOTEVOGEL 1999). This definition is operationalized by
using administrative units, such as communes, district or provinces (BATHELT & GLUCKLER 2012).
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interaction with their environment (MooRE 1993), both the start-up process and the micro
enterprise performance can be assumed to be shaped to a certain degree by these regional
conditions (HODGSON 1993, STOREY & WYNARCZYK 1996, MARTIN & SUNLEY 2007). This
perception forms the basis for the individual-opportunity nexus introduced by SHANE (2003),
who argued that entrepreneurial activities rely on entrepreneurial opportunities that are
location-specific results of changing regional settings, which in turn are the result of the sum of
all individual (inter)actions over time (ESSLETzBICHLER & RiIGBY 2010). Against this
background it can be concluded that, even though entrepreneurship itself is indeed a micro-
economic phenomenon, it is necessary to incorporate a regional perspective into conceptual

frameworks used to analyze micro entrepreneurial activities.

Within the Sustainable Livelihood Framework (DFID 1999), such a regional perspective
is implemented implicitly in the factors that make up the ‘vulnerability context’ and within the
domain of ‘transforming structures and processes’. In this respect, the ‘vulnerability context’
covers shocks, trends and seasonality, which are seen as regional events that have the potential
to destroy a household’s assets directly and to influence the decision not to choose or to abandon
a specific livelihood strategy. The domain of ‘transforming structures and processes’ covers
regional institutions, policies and legislation that determine access to assets, and consequently
the ability to choose a specific livelihood strategy. However, the regional perspective within
the Sustainable Livelihood Framework remains implicit and does not provide specific regional
explanatory factors. Moreover, micro entrepreneurship is only included implicitly as one of
several livelihood strategies. Nevertheless, the Sustainable Livelihood Framework is widely
acknowledged and commonly used for analyzing livelihood strategies in the context of the
Global South (EYHORN 2007).

Against this background, the question arises of how to make use of the advantages
provided by the Sustainable Livelihood Framework, while making the regional perspective
more explicit and measurable, and focusing on micro entrepreneurship specifically. One
promising solution could be to integrate aspects of the Entrepreneurial Ecosystem Approach
(IseNBERG 2011), which has become established in entrepreneurship research in recent years
(MAsSON & BROWN 2014), into the Sustainable Livelihood Framework. Initially promoted by
ISENBERG (2011) as a practical approach rather than a coherent theory (SPIGEL 2015), the

concept of entrepreneurial ecosystems focuses on how entrepreneurial activities are embedded
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in broader regional contexts and highlights entrepreneurship as a multi-scalar® phenomenon that
is driven by explanatory factors at different levels. According to STAM & SPIGEL (2016:1),
entrepreneurial ecosystems can be defined as “a set of independent actors and factors
coordinated in such a way that they enable productive entrepreneurship within a particular
territory”. In this respect, they argue that, even though the entrepreneurial actors and the
interaction between them are at the heart of an entrepreneurial ecosystem, the historically
produced place-based factors have to be regarded as having an important impact on
entrepreneurial activities (STAM & SPIGEL 2016). This perception can be seen as closely linked
with the work of economic geographers, who have been trying to explain the regional variation
of economic activities for many years (PIORE & SABEL 1984, ASHEIM & ISAKSEN 2002,
BATHELT et al. 2004, SCHATZL & REVILLA DIEZ 2012).

To operationalize the regional perspective of the Entrepreneurial Ecosystem Approach,
ISENBERG (2011) formulates six distinct domains, representing regional key resources that
influence entrepreneurial activities: policy, markets, finance, human capital, culture and
supports. There, the domain of policy includes formal and informal institutions, laws and
government activities, while the domain of markets comprises access to customers. In addition,
the domain of finance describes the availability of entrepreneurship funding, such as micro-
loans and venture capital. The domain of support includes the existence of support
infrastructure, such as entrepreneurship incubators, the availability of support professions, such
as accounting, and support offered by non-government institutions. Moreover, the domain of
human capital comprises the availability of skilled labor, educational institutions and
entrepreneurship training. Finally, the domain of culture encompasses all social characteristics
of a community, such as the existence of success stories, role models, tolerance, creativity and

the appreciation of entrepreneurship.

As the interactions between economic actors are an important driver of the evolution of
economic systems (STAM & SPIGEL 2016), these interactions are also a key element within the
Entrepreneurial Ecosystem Approach. From the perspective of economic geography, the spatial
dimension of such interactions is of particular interest. In this respect, intra-regional and inter-
regional linkages can be distinguished. While intra-regional linkages concern interactions with
economic actors within the local economy, inter-regional linkages refer to interactions with

those outside the local economy. In the context of rural areas in the Global South, inter-regional

8 In this dissertation, the adjective ‘multi-scalar’ refers to processes that are influenced by factors located on
multiple hierarchically ordered spatial levels simultaneously (CHOWDHURY et al. 2011).
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linkages can be seen as an important channel to broaden the information basis as well as the
access to potential customers and suppliers, and consequently can be assumed to have a positive
impact on micro entrepreneurial activities. In the context of transition economies, the particular
importance of social linkages between economic actors has to be highlighted (KAUFMANN &
KALIBERDA 1996). As the legal system is not transparent and corruption is prevalent in such an
institutional environment (REVILLA DIez 2016), a lack of confidence in official actors and
institutions is still persistent (GERXHANI 2004, NGUYEN 2005). As a result, enterprises rely
strongly on trust-based interactions, which substitute effective market mechanisms (GUSEVA &
RONA-TAs 2001). In this regard, trust-based interactions with middlemen and traders are of
particular importance, as in a Global South context these intermediaries are essential for

connecting rural entrepreneurs with the wider economy (MITCHELL 2011).

Figure 2-1: Conceptual framework - combining the Sustainable Livelihood Framework and the Entrepreneurial
Ecosystem Approach

macro level

meso level

micro level

Livelihood Assets

Human Capital Livelihood
Human Capital Outcome
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to poverty

Livelihood Strategy
micro entrepreneurship
(opportunity vs. necessity)

Social Capital Natural Capital —
—

Physical Capital T Financial Capital

Geographical
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Source: Own illustration based on DFID (1999) and ISENBERG (2011).

To date, most of the empirical work on entrepreneurial ecosystems has focused on the
Global North, while most of the empirical work on sustainable livelihoods has concentrated on
the Global South. So linking the Sustainable Livelihood Framework with the Entrepreneurial
Ecosystem Approach provides the opportunity to analyze whether micro entrepreneurial
activities in rural areas of the Global South are driven by similar factors to those generally used
to explain entrepreneurship in the Global North, without neglecting the reality of the lives of
households in rural areas of the Global South. At the heart of the resulting conceptual
framework, micro entrepreneurship is seen as a livelihood strategy that has the potential to

influence the livelihood outcome (VAN DE WALLE & CRATTY 2004) and is operationalized in
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this dissertation by using vulnerability to poverty. The ability to choose different types of micro
entrepreneurship as a livelihood strategy as well as the ability to run a micro enterprise
successfully are determined by the livelihood assets available to a household (Fox 2008). These
economic processes are situated on a micro level that is embedded in a multi-scalar regional
context, and are consequently influenced by various regional factors that can be derived from
the Entrepreneurial Ecosystem Approach (ISENBERG 2011). Due to the importance of
agriculture in rural areas of the Global South, the regional geographical conditions, too, have
to be taken into account and were included in the conceptual framework in addition to the
domains formulated by ISENBERG (2011). The domain of geographical conditions is associated
with the opportunities that a location provides for earning a living from agriculture. It covers
the factors that form the ‘vulnerability context’ within the Sustainable Livelihood Framework
as well as factors that describe physical characteristics of a location, such as being located on a

slope.

With reference to possible multi-scalar dimensions, two different levels can be
distinguished, namely the macro level and the meso level (DoPFER et al. 2004). In this respect,
the macro level refers to national forces, such as demographics, politics, the economic and
social development of a country, as well as its position in the world economy (THAI & TURKINA
2014). For example, national policies can influence the development of micro entrepreneurial
activities by shaping the basic institutional and legal setting. Moreover, the development of
macroeconomic key factors, such as the trade balance or the inflation level, creates the basis for
business opportunities within the country. However, from a geographical perspective the macro
level is not the most important spatial entity when it comes to explaining micro entrepreneurial
activities. Instead, the meso level, which encompasses sectors and clusters (ATKINSON &
COLEMANN 1989), as well as all different types of administrative units, such as communes,
districts and provinces (ILONA et al. 2004), is of particular interest. As in rural areas within the
Global South micro entrepreneurial activities are generally integrated into the local economy
and the villages remain an important social institution (Oxfam 2013), the spatial dimension
used in this dissertation is small-scaled referring to the meso level and captures the village,
commune, district and province levels. The resulting conceptual framework forms the

theoretical basis for the scientific papers presented in Chapters 4 to 6.
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3 Research settings and methodology

If we knew what it was we were doing, it would not be called research, would it?

- Albert Einstein

This dissertation is embedded in the DFG Research Unit FOR 756, entitled “Impact of shocks
on the vulnerability to poverty: consequences for development of emerging Southeast Asian
economies”. The project focused on vulnerability to poverty by analyzing the role of shocks
and risks for the development of developing and emerging market economies, based on the
example of rural Thailand and rural Vietnam. The research project pursued an interdisciplinary
approach by interconnecting three different disciplines, each representing a different field of
economics, namely agriculture, financial institutions and economic geography. While the
agriculture subproject concentrated on the changing role of agriculture before and after the food
price crisis in 2008 as well as on the capacity of agriculture to adapt to environmental shocks,
the finance subproject focused on the role of financial institutions as an instrument of shock
absorption as well as on the interconnection between risk behavior and financial decisions. The
economic geography subproject analyzed the impact of the economic environment on wage-

and self-employment.

3.1 The Vietnamese transformation process: Economic development and regional

disparities

Vietnam was chosen as the case country for this dissertation for two different reasons. On the
one hand, Vietnam is an example of a typical Southeast Asian emerging economy, showing
high rates of economic growth, success in poverty reduction and significant structural change,
but also exhibiting growing regional disparities with persistent poverty in rural areas (RONNAS
& RAMAMURTHY 2003, ReVILLA Diez 2016). On the other hand, Vietnam is also an example

of a typical Southeast Asian transition economies due to the transformation process (Doi Moi)
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initiated in 1986 (RevILLA Diez 2016). This makes it possible to analyze the impact of the

remaining socialist influence on micro entrepreneurship.

In the twentieth century, Vietnam was affected by French colonial rule, two wars and
the implementation of socialism. The inability to rebuild the infrastructure after the end of the
Second Indochina War, shortcomings in the reorganization of agriculture as well as decreasing
development aid from the Soviet Union cumulated in deteriorating living conditions in the
1980s, leaving Vietnam one of the poorest countries in the world, facing hyperinflation, famine
and poverty (PHAM 2001, REVILLA DiEz 2016). To overcome these problems, during the 6%
Party Congress in 1986 the political leaders decided to initiate a transformation process called
Doi Moi (renovation) that was intended to gradually shift the economy from a planned economy
to a socialist market economy (REVILLA Diez 2016). In the subsequent years, basic market
economy mechanisms were implemented by decollectivizing agriculture, opening up the
economy for foreign trade and investment, permitting banks to provide credit to non-state actors
and allowing non-state actors to work as independent production units (RONNAS &
RAMAMURTHY 2003, REVILLA Diez 2016). Another major change was the privatization and
closure of a significant share of state-owned enterprises. Initially in 1987, state-owned
enterprises were given more autonomy to draw up and implement their own business plans
instead of following the business plans laid down by the Vietnamese government. From 1991
onwards, inefficient state-owned enterprises were forced to close or to merge with other
business units. In 2000, the government passed the New Enterprise Law, which simplified the
registration procedures for new private enterprises and consequently reduced the costs of setting
up a business (Vo & PHAM 2004). Finally, the Enterprise Law 2005 came into effect and was
to ensure fair competition between state-owned and private enterprises (REVILLA DIEz 2016).

Despite the profound macro-economic reform process, 32% of GDP was still generated
by state-owned enterprises in 2015 (General Statistics Office 2017). Moreover, the government
continues to support the remaining state-owned enterprises by means of subsidies and trade
protection (PINcus et al. 2012), which leads to distortions of competition. The Communist Party
has also maintained its influence on privatized former state-owned enterprises, as the old
management structures and consequently the personal links to the government often continue
to exist (World Bank 2005). In addition, strong ties between the government and banking
institutions remain, resulting in an ongoing discrimination against non-state actors as regards
credit access (Bertelsmann Stiftung 2016). Furthermore, Vietnam’s political system has not yet

been fundamentally transformed. The Communist Party is still in power and restricts basic
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rights such as freedom of speech and press (REVILLA Diez 2016). Fittingly, the World Bank
(2005) names the lack of access to credit and policy uncertainty as major constraints that hamper
the development of private enterprises in Vietnam, in addition to a lack of access to land,
inadequately skilled labor and poor transportation infrastructure. The Global Entrepreneurship
Monitor (2013) corroborates these findings by showing that commercial institutions that
support private enterprises, the availability of financial resources-equity, as well as
entrepreneurship education at post-secondary levels are underdeveloped in Vietnam.

Nevertheless, Vietnam’s economy has undergone significant structural changes since
Doi Moi was launched, which has led to a considerable increase in the average monthly income
per capita and a substantial reduction of poverty and has allowed Vietnam to grow from one of
the poorest countries in the world to a middle-income country in less than 30 years (RONNAS &
RAMAMURTHY 2003, REVILLA DIEz 2016). Especially since the New Enterprise Law came into
effect in 2000, the Vietnamese non-farm sector has grown rapidly®. This development can be
traced back to a huge increase in the number of domestic enterprises, providing wage
employment, while reducing the importance of agriculture’®. Although structural change also
has reached the rural provinces, regional economic disparities within the country have increased
during the last few decades, as industrial growth, foreign direct investment and the service
sector have been highly concentrated in the urban centers of the Southeast (with Ho Chi Minh
City) and the Red River Delta (with Hanoi), leaving rural areas behind (REVILLA DIEz 2016).
The regional economic disparities have become manifested in an increasing Gini coefficient!!
as well as in the share of the population classified as poor in different Vietnamese provinces*?.
Moreover, agriculture continues to be an important income source for the rural Vietnamese
population®, Nevertheless, the number of micro enterprises has grown in rural areas of Vietnam
over the past decades and contributes significantly to the development of the rural regional
economy by absorbing surplus labor from the agricultural sector, boosting income and

consumption, and thereby slowing down rural-urban migration (LANJouw & LANJouw 2001,

® The total number of non-farm individual business establishments increased from 2.62 million to 4.75 million in
2015 (General Statistics Office 2006, General Statistics Office 2016a).
10 The share of GDP attributed to the primary sector decreased from 22% in 2006 to 18% in 2014 (General Statistics
Office 2017).
1 The Gini coefficient rose from 0.374 to 0.427 between 2006 and 2010 (World Bank 2016).
12 At the beginning of the research project, back in 2006, the share of the population classified as poor ranged from
0.5% in Ho Chi Minh City and Binh Duong to 58.2% in the rural province Lai Chau. In 2015, a similar structure
can be found, but on a lower level. At that time, the share of the population classified as poor ranged from 0.0%
in Ho Chi Minh City and Binh Duong to 31.5% in the rural province Lai Chau (General Statistics Office 2017).
13 1n 2016, 55.5% of the employed population was working in agriculture, forestry and fishery in the rural areas of
Vietnam, while in the urban areas only 12.0% of the employed population was working in these industrial sectors
(General Statistics Office 2016b).
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VAN DE WALLE & CRATTY 2004, GRIES & NAUDE 2010). As a large proportion (66%) of the
Vietnamese population still lives in rural areas (REVILLA DIEz 2016), it is crucial to strengthen
the economy of these areas in order to provide better income possibilities in the non-farm sector

and to enhance social and economic welfare.

3.2 The case study regions

As this dissertation addresses micro entrepreneurship under different regional economic
conditions in rural Vietnam, the analyses focus on three rural provinces, namely Ha Tinh and
Thua Thien-Hue in the North Central Coast region, and Dak Lak in the Central Highlands
region. The three case study regions are comparable to each other in several respects. First, they
all have a population density below the country’s average'* and are located a long way from
the economic centers of the Southeast and the Red River Delta (WAIBEL & HOHFELD 2016).
Second, they are hallmarked by a relatively large share of the population living below the
national poverty line'®. Despite these similarities, the case study regions differ in terms of

economic structure.

In Dak Lak, a large share of the population relies heavily on agricultural production and
the region experiences an inflow of poor migrants from other Vietnamese provinces (World
Bank 2003). The main agricultural activity in this province is cash crop production, especially
of coffee, cashew and pepper (DANG 2010), aside from subsistence farming. The dominance of
cash crop production leads to large investments and extensive cultivation of land (LINDSKOG et
al. 2005), resulting in a strong dependence on the world market and commodity price
development, which is accompanied by economic uncertainties (AGERGAARD et al. 2009).
Consequently, declining coffee prices in late 2008 led to an economic slowdown in Dak Lak in
2009 and 20107,

In contrast, coffee production is not economically relevant in Ha Tinh and Thua Thien-

Hue. Instead, paddy rice and cattle are the most important agricultural products in Ha Tinh

14 In 2015, the average population density of Vietnam was 277 persons per km2. The province Thua-Thien Hue
showed an average population density of 227 persons per km?, in the province of Ha Tinh the figure was 210
persons per km?2 and in the province of Dak Lak it was 141 persons per km? (General Statistics Office 2017).
15 When the research project began in 2006, the share of the Vietnamese population living below the national
poverty line was 15.5%. At that time, 16.4% of the population in Thua-Thien Hue, 31.5% of the population in Ha
Tinh and 24.3% of that in Dak Lak was living below the national poverty line. By 2015 this structure had changed.
The share of the Vietnamese population living below the national poverty line had declined to 7%. At that time,
4.7% of the population in Thua-Thien Hue, 13.3% of the population in Ha Tinh and 10.0% of that in Dak Lak was
living below the national poverty line (General Statistics Office 2017).
16 The coffee price fell from 1.70 USD per pound in early 2007 to under 1 USD in late 2008 (Trading Economics
2015).
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(BRUNJES et al. 2012), while in Thua Thin Hue the production of paddy rice and rubber
dominates (AN 2006). Moreover, the regional economies of Ha Tinh and Thua Thien-Hue
exhibit a more diversified economic structure and higher industrial production (General
Statistics Office 2017). Ha Tinh was long characterized as a structurally weak province, with
persistent poverty, poor job opportunities, underdeveloped infrastructure and out-migration.
However, the economy of this province has recently begun to catch up (DANG 2010, Vietnam
Trade Promotion Agency 2013a; Vietnam Trade Promotion Agency 2013Db). This was triggered
by infrastructural projects initiated by the Vietnamese government (D WIT et al. 2012), such
as the construction of the port of Vung Ang in the mid-1990s and its extension in 2004, as well
as the establishment of the Vung Ang Economic Zone in 2006. Since then, the Vung Ang
Economic Zone has attracted several foreign direct investments and Vietnamese-foreign joint
ventures (Japan Development Institute 2010). The positive development trend weakened during
the economic slowdown in the aftermath of the global financial crisis, but has since recovered.
Thua Thien-Hue is the wealthiest and most urban of the case study provinces. There, the
structural change was initiated much earlier and the province now benefits from a well-
developed infrastructure, a prospering provincial capital, tourist attractions such as the old
imperial city of Hue, and its proximity to Da Nang — the most important economic center on
the Central Coast of Vietnam (MALESKY 2002).

3.3 Data collection

The data base used in this dissertation is based on a panel household survey, which was
conducted in 2007, 2008, 2010 and 2013. The panel structure makes it possible to track
households over the seven-year period. The original household sample was formed using a
heuristic procedure. In a first step, communes were chosen according to the size of their
population, ensuring that every district of the case study provinces is represented in the sample.
In a second step, two villages were selected in each commune. In a third step, in each village
10 households were selected randomly from a list of households. The sampling process resulted
in 2,200 selected households located in 220 villages and 110 communes. While the first survey
wave included 2,195 households, 1,929 households could be surveyed across all waves,

representing an accumulated response rate of 88%.

A standardized questionnaire was used to guarantee that all questions and the respective
answers were comparable across all four waves. However, some new questions were added to
the questionnaire in each wave. Consequently, these questions are not available for the earlier

waves. The questionnaire comprises different sections representing different aspects of the
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livelihood of rural households. One section focuses on the household members and includes
their socio-economic characteristics such as age, gender, ethnicity, occupation, education and
health. Another section summarizes shocks faced by the household since the previous survey
was conducted, as well as the perception of future risks. Further sections deal with land use,
agricultural production, livestock, hunting and fishing. Other sections ask about non-farm
wage-employment and self-employment, investments, borrowing and lending, savings, public
transfers and insurances as well as household expenditures and property. In 2013, two new
sections were added to the questionnaire, dealing with trust-based networks and taxation. In a
final step, the per capita income and the consumption of the households were calculated, by

using the monetary values reported in the different sections of the questionnaire.

For this dissertation the section on non-farm self-employment is of particular
importance. It includes information about each micro enterprise run by the household members
separately, such as the type, the legal form, the location and the founding date of the business,
the amount of initial investment, the number of family and non-family employees and their
payroll, the number, type and location of the customers and inputs, and the sales volume of the
businesses. Moreover, it contains the household member ID of the business head. This
information makes it possible to merge the enterprise-specific information with the socio-
economic characteristics of the manager. As the household survey only includes limited
information on entrepreneurial activities, in 2010 an additional small-business questionnaire
was used to survey a subsample of almost 50% of the original households (N=1064). To
preserve the spatial structure within both surveys, these households were not chosen randomly
from all the original households, but randomly from within each village. An important question
in the additional small-business questionnaire concerned the motivation behind starting a micro
enterprise. This question is particularly relevant for differentiating between opportunity-driven
and necessity-driven micro enterprises. The question was therefore added to the section about

non-farm self-employment in the household questionnaire used in 2013.

Although villages are not official administrative units, they are unofficially regarded as
the fourth tier of the administrative system in rural Vietnam. They constitute an important social
institution and are managed as autonomous political entities by a village head (DE WIT et al.
2012, Oxfam 2013, XUAN 2017). For this reason, in this research project a further survey was
conducted among the village heads of the 220 surveyed Vietnamese villages. This made it
possible to gather further village-specific information about natural resources, infrastructure,

market conditions and institutions that differ considerably between the investigated villages.
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During the survey, the research team closely collaborated with the following
Vietnamese bodies: the Central Institute for Economic Management (CIEM), the Institute of
Policy and Strategy for Agriculture and Rural Development (IPSARD), the Centre for
Agricultural Policy (CAP) and the Centre for Rural Development in Central Vietham (CRD),
subordinated to the Hue University of Agriculture and Forestry (HUAF). This co-operation
proved valuable not only in regard to facilitating the surveys. These partners were also essential
for designing and conducting the surveys and for interpreting the final results. In the preparation
phase, the questionnaires were first translated into Vietnamese and then retranslated. In a
second step, the survey instrument was field-tested in Vietnam, and final adjustments were
made accordingly. A kick-off training workshop for the enumerators was conducted at the start
of each wave. This intensive training involved preparatory plenary sessions, role plays and,
most importantly, three field tests for the enumerators to conduct first household interviews in
small groups. For the official survey implementation, each province was investigated by a
separate team of enumerators supervised by senior project researchers. The teams then visited
different communes each day. The enumerators’ work involved conducting the face-to-face
interviews with the households, while the additional face-to-face interviews with the village
heads were carried out by the project researchers. Finally, after completing the fieldwork, the

project researchers cleaned the raw data.

In addition to the data collected in the course of the DFG Research Unit FOR 756, this
dissertation utilizes the Vietnam Enterprise Survey of the General Statistics Office of Vietnam.
The Vietnam Enterprise Survey is conducted annually and includes all domestic firms that are
formally registered under the Enterprise Law and have more than 10 employees. It also covers
all multinational and state-owned enterprises irrespective of their size. The Vietnam Enterprise
Survey provides detailed information about all relevant enterprise-specific characteristics, such
as the number of employees and the annual revenue and profit. Another advantage of the
Vietnam Enterprise Survey is that it contains information about the location of an enterprise. It
is therefore possible to derive the economic structure and the economic development of all

administrative units.

3.4 Data analyses

Performing quantitative analyses using survey data that track units over time and are clustered
within a regional hierarchical system entails the risk of the standard assumption of independent
observations being violated due to temporal and spatial autocorrelation. Temporal

autocorrelation occurs in panel surveys, because each unit is observed repeatedly at different
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points in time (RABE-HESKETH & SKRONDAL 2008). In contrast, spatial autocorrelation occurs
when observations are nested within a regional hierarchical system (Hox 2010). In the presence
of both temporal and spatial autocorrelation, running standard regressions would lead to

inefficient and biased standard errors (MizoN 1995).

A common way to deal with temporal autocorrelation is to use panel regressions. Aside
from fixing the violation of the assumption of independence, panel regressions have the
advantage of controlling for unobserved heterogeneity, to study individual changes over time
and to link within and between-subject comparisons (GIESSELMANN & WINDzIO 2013).
Generally, random-effects and fixed-effects panel regressions can be distinguished. Fixed-
effects regressions are used to estimate average within-subject relationships between time-
varying covariates and the response variable (RABE-HESKETH & SKRONDAL 2008). In contrast,
random-effects regressions allow the integration of covariates that do not vary over time and
are consequently suitable for linking within and between-subject comparisons (GIESSELMANN
& WINDzI0 2013). In the field of economic geography, panel regressions are frequently used
to analyze the time-serial dimension of economic phenomena, such as economic growth (Lim
& Kim 2015).

Under the widely acknowledged assumption that space can be partitioned into regions
(BLOTEVOGEL 1999, BATHELT & GLUCKLER 2012), multilevel approaches can be used to deal
with the resulting spatial autocorrelation (RABE-HESKETH & SKRONDAL 2008). In this respect,
hierarchically fixed-effects models, in which unique dummy variables for each higher level are
integrated into the model to control for potential regional differences, are commonly used
(ROGERSON 2014). Utilizing robust standard errors to reduce the influence of multiple cases per
higher level is another simple approach to control for possible regional effects (WHITE 1980,
WHITE 1984, ROGERS 1993). From an economic geography perspective, both approaches have
the disadvantage of just fixing the violation of the assumption of independence, but do not
permit a detailed investigation of the regional effects that cause the occurrence of regional
autocorrelation (STAM & SPIGEL 2016). In cases where empirical analyses are to examine
whether the estimated effects of the explanatory variables on the dependent variable differ
between different regions, it is possible to calculate separate regression models for each
geographical unit (Hox 2010). This approach is widely utilized by economic geographers
(RAVALLION & VAN DE WALLE 2008), but has several limitations for answering geographically
related research questions. First, comparing the results of region-specific regression models

quickly becomes incomprehensible when the number of geographical units investigated is too
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large. Second, even though this approach makes it possible to compare the effects of the
explanatory variables in different regional units, it does not assess the specific regional factors
that determine these differences. Third, this approach does not permit the investigation of

different regional levels simultaneously.

Established in the social and educational sciences for many years (PATERSON &
GOLDSTEIN 1991, DIPRETE & FORRISTAL 1994, GORARD 2003, LECKIE et al. 2010), hierarchical
random-effects models can be seen as an innovative approach to overcome the described
shortcomings. An advantage of hierarchical random effect models is that they allow estimations
of the effects of different geographical units simultaneously. Generally, random intercept
models permit the error term to differ for different geographical levels, whereas random
coefficient models also permit the effects of covariates to vary for different geographical levels
(RABE-HESKETH & SKRONDAL 2008). Conceptually, random intercept models are chosen in
situations in which each geographical unit is assumed to have a different general pattern in the
outcome of the dependent variable, in order to estimate the importance of different geographical
units (Hox 2010). This can then be done to explain the variance of a dependent variable and to
estimate which regional characteristics capture the regional effect. In contrast, random
coefficient models allow for situations in which the impact of the explanatory variables on the
outcome is assumed to vary in different geographical units (Hox 2010). This makes it possible
to estimate whether and in what way the effect of an independent variable varies between
different geographical units. By integrating cross-level interaction effects, it is also possible to
estimate which regional characteristics cause the differences in the effects (STUETZER et al.
2014). Summing up, hierarchical random effects models can provide an innovative contribution
to the debate of how to translate complex geographical realities into an easily performable
empirical research design. Although the hierarchical structure of geographical data and the
described advantages for geographical questions suggest a multilevel approach, surprisingly
few empirical studies have used multilevel regression models (for exceptions see STUETZER et
al. 2014, HUNDT & STERNBERG 2016).

The quantitative approaches used in this dissertation were chosen on the basis of the

methodological considerations discussed above and can be summarized as follows:

As the research goal of the scientific paper presented in Chapter 4 is to estimate the effects
of starting a micro enterprise on the likelihood of falling back into poverty or of remaining in
poverty in different economic settings, all the survey waves are combined to form a panel,

which leads to the existence of temporal autocorrelation. To estimate whether the effect of
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starting a micro enterprise is context-specific, separate regression models are estimated for each
province and the province-specific effects are compared with each other. Consequently, the
quantitative analyses used are based on province-specific logistic random-effects panel

regressions.

To estimate whether there are significant differences in the level of micro entrepreneurship
in different villages and communes as well as to determine what individual and regional
characteristics explain the start-up of micro enterprises, hierarchical random-effects models are
chosen for the analyses described in the scientific paper presented in Chapter 5. The quantitative

analyses are therefore based on three-level binary-logistic random intercept regressions.

In the scientific paper presented in Chapter 6, the research goal is to estimate whether there
are significant differences in the hazard ratio in different villages and different districts. Another
aim is to estimate what individual and regional characteristics explain the hazard ratio of micro
enterprises. To this end, the quantitative analyses are based on three-level proportional hazards

mixed effects regressions.
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SELF-EMPLOYMENT AND ITS INFLUENCE ON THE
VULNERABILITY TO POVERTY OF HOUSEHOLDS IN RURAL
VIETNAM—A PANEL DATA ANALYSIS*

FRANZISKA SOHNS and JAVIER REVILLA DIEZ

ABSTRACT. The following paper analyses whether becoming self-employed can help to
reduce the vulnerability to poverty of rural households. We use data collected during
four survey waves in three rural provinces in Vietnam to calculate region-specific logistic
panel regressions. The results show that becoming self-employed increases the likelihood
of poor households escaping poverty, but only if they are located in a regional economic
environment characterized by an advanced stage of structural change, good infrastruc-
tural conditions, and proximity to markets. In less well-developed regions, becoming
self-employed is not sufficient to increase the probability of poor households escaping
poverty. What matters more is that self-employment is driven by opportunity and not
by necessity. However, even opportunity-driven self-employment does not guarantee a
reduction of vulnerability to poverty in all regional settings and for all household types.
Especially, regional overspecialization in cash-crop production and inequality in access
to assets have to be taken into account. In times of declining commodity prices, self-
employment entails a risk of business failure in regions that are overspecialized in cash-
crop production. For households whose initial investment is high and whose endow-
ment with social and educational assets is low, this can result in increased vulnerability
to poverty. Keywords: opportunity-driven self-employment, rural Vietnam, vulnerability to
poverty.

qn Vietnam, self-employment has grown constantly during the last decades.
This shift is the result of the ongoing structural change in Vietnam since the
introduction of the economic transformation (Doi Moi) towards a market
economy in 1986, which has led to a significant increase in the average monthly
income per capita and to a substantial reduction of poverty (General Statistics
Office of Vietnam 2012). However, despite this overall positive trend, social and
regional inequalities have not been eliminated. On the contrary, economic
prosperity has been concentrated mainly in the urban centers of the Southeast
(with Ho Chi Minh City) and the Red River Delta (with Hanoi), leaving rural
areas behind. Between 2006 and 2010, the Gini coefficient—the standard mea-
sure of inequality—rose from 0.374 to 0.427 (World Bank 2016). Furthermore,
inequality has become manifested regionally in the share of the population clas-
sified as poor in different Vietnamese provinces. As a consequence, the unequal
distribution of household access to capital and opportunities in the rural
regions persists (McKay 2002). Additionally, rural households are often hit by

*We would like to acknowledge all participants of the “International Conference on Inequality and Sustain-
ability in Asia”, which took place at the 19™ of October 2015 in Salt Lake City, for their constructive and
helpful comments on a previous draft of this article.

?6 Dipl.-Geogr. Franziska SoHNs is a research associate in geography at the University of
Cologne, Cologne 50923, Germany; [fsohns@uni-koeln.de]. Dr. Javier ReviLia Diez is a professor
of geography at the University of Cologne, Cologne 50923, Germany; [j.revilladiez@uni-koeln.de].

Geographical Review 1-24
Copyright © 2016 by the American Geographical Society of New York

25



Self-employment and its influence on the vulnerability to poverty of households in rural Vietham — A
panel data analysis

2 GEOGRAPHICAL REVIEW

external shocks such as weather-related hazards, fluctuation on the input and
output markets and individual challenges. The coexistence of these shocks with
low asset endowment leads to increased vulnerability to poverty, which then
reinforces inequalities (Ellis 2000; Few and Tran 2010; King 2011).

In rural areas of Vietnam, there are few alternatives for adapting to the
unstable environment. The structural change is proceeding very slowly and jobs
in manufacturing are not evolving as needed. Outmigration to the urban cen-
ters is a very common response to this. Several studies show that under such
conditions, self-employment can be seen as a chance to expedite structural
change by creating new firms, absorbing surplus labor from the agricultural
sector, providing innovative intermediate inputs, slowing down rural-urban
migration, and boosting productivity and employment (Lanjouw and Lanjouw
2001; Van de Walle and Cratty 2003; Gries and Naudé 2010).

Furthermore, starting a business enables households to expand their assets
and become more resilient, because it provides the advantage of flexible deci-
sion making and adaptation of business activities, especially in times of uncer-
tainty (McNamara and Weiss 2005; Coad and Tamvada 2008). However, it is
questionable whether becoming self-employed in general reduces vulnerability
to poverty in all regional settings and for all types of households. On the one
hand, households differ with regard to their reasons for starting a business,
their ability to run a business successfully and their endowment with educa-
tional, natural, financial and social assets. On the other hand, rural areas in
emerging markets are not as homogeneous as is often assumed. Very different
regional conditions can be found, such as the degree of regional specialization
on cash crop production, the quality of infrastructure, the proximity to mar-
kets or the degree of industrialization, all of which influence the outcome of
households’ self-employment activities (Shaw 2004; Kiiru 2007).

Most of the recent studies that analyze the effects of self-employment adopt
a static view, using the poverty status, household income, or consumption as
the dependent variable and focusing on the effect of being self-employed rather
than becoming self-employed (Fox 2008; Fox and Sohnesen 2012). Other stud-
ies, which analyze vulnerability to poverty from a dynamic perspective, do not
focus on self-employment, and especially not on the different motivations
behind becoming self-employed (Arpino and Aassve 2014; Hoang, Pham, and
Ulubasoglu 2014; Klasen, Lechtenfeld, and Povel 2015). Furthermore, studies
that compare the effects of different types of self-employment on the vulnera-
bility to poverty in different regional economic settings in rural areas of Viet-
nam are scarce. Therefore, we wish to address the research question whether
becoming self-employed can help to reduce the vulnerability to poverty of rural
households, considering that they exhibit different characteristics and motiva-
tions, and are located in different regional settings. Based on a household panel
survey conducted in rural areas of three Vietnamese provinces, namely Ha
Tinh, Dak Lak, and Thua Thien-Hue, we are able to conduct a comparative
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dynamic time series analysis and to contribute to the discussion surrounding
the impact of becoming self-employed for rural households in different regional
settings of emerging markets.

The next section discusses the theoretical background, while the third sec-
tion describes the database, the empirical framework, and the methodology
used. Following that, the fourth section presents and discusses the empirical
results, while the fifth section concludes the paper.

WHY DoES SELE-EMPLOYMENT MATTER? — THE IMPACT OF SELF-EMPLOYMENT
ON VULNERABILITY TO POVERTY FROM A THEORETICAL PERSPECTIVE

The first systematic definition of vulnerability can be traced back to the work
of Robert Chambers, who defined vulnerability as consisting of external threats
and internal coping capacity (1989). The external side is associated with the
intensity of external shocks and stress, and the internal side with the capacity
of households to deal with these external events (Bohle 2001). The capacity to
cope can be limited by numerous factors linked with individual household
characteristics and behaviors (Billing and Madengruber 2007). It is possible to
identify groups of vulnerable households by using a panel dataset that tracks
the poverty status of households over time. Households that were poor at time
t1 and still are poor at time t2 can be defined as “chronically poor”; households
that were not poor at time t1 but are poor at time t2 can be defined as “enter-
ing poverty.” Both groups can be seen as vulnerable to poverty from a dynamic
point of view (Wai-Poi 2013). Furthermore, there are two successful groups of
households: those that were poor at time t1 and are no longer poor at time t2,
as well as the households that were not poor at time t1 and at time t2. The first
group can be defined as “escaping poverty” and second group can be consid-
ered “never poor” (Haughton and Khandker 2009; Wai-Poi 2013).

Poverty can be defined and measured in different ways. According to Gary S.
Fields, a household can be classified as “extremely poor” if its members are living
on less than $1.25 purchasing power parity (PPP) a day, and it can be considered
“absolutely poor” if the household members have less than $2.50 (PPP) to live
on per day (2014). We define vulnerability to poverty in terms of the probability
of falling into poverty and the probability of remaining in poverty using the
absolute poverty line.

All actions undertaken by a household to earn a living are part of the liveli-
hood strategy of the household (Fox and Sohnesen 2013). According to Louise
Fox, the economic livelihood of a household can be specified by the structure
of income sources used for income generation during a period of time (2008).
In a broader definition, the livelihood in general includes all assets, theorized
as the stock of capital that can be used by households to earn their living,
namely human capital, natural capital, financial capital, social capital, and
physical capital (Ellis 2000; Bohle 2008). The unequal capabilities of households
to accumulate these forms of capital result in unequal endowment with these
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assets among households and lead to difficulties in dealing with external
shocks. As a consequence, disadvantaged households move into or remain in
poverty, which then reinforces inequalities (Ellis 2000; Few and Tran 2010; King
2011). The majority of households in developing countries and emerging mar-
kets rely on agricultural income sources (Gindling and Newhouse 2012). In
times of uncertain weather and market conditions that come along with high
fluctuations of rainfall or world market prices for instance, this one-sidedness
can lead to economic vulnerability (McNamara and Weiss 2005). One possible
way to reduce vulnerability is to diversify by widening the portfolio of the farm
products or integrating off-farm income sources into the livelihood, thereby
generating a more stable income and reducing income risks (McNamara and
Weiss 2005). The potential to use different income sources and diversify the eco-
nomic livelihood successfully is influenced by the attributes of the household
members, such as the level of education, the health status, or the per capita
income (Fox 2008; Duc and Waibel 2009).

In periods of structural change, a significant shift in the domestic market
can be seen, creating new opportunities to earn money outside agriculture
(Desai 2009). Technological innovation in agricultural production leads to
higher labor productivity and income (Fox 2008). This higher income stimu-
lates demand for goods and services outside the agricultural sector. As a result,
households respond by setting up businesses to satisfy the increasing demand
(Fox 2008). These households are identifying and using the economic opportu-
nities brought about by structural change, and opting for self-employment
because they have good ideas, ambitions, business plans, and they prefer auton-
omy and flexibility (Gindling and Newhouse 2012; Margolis 2014). According
to Jirgen Briinjes and Javier Revilla Diez, these opportunity-driven self-
employed are more willing to hire nonfamily employees in the future (Briinjes
and Revilla Diez 2012). Referring to Sandra Gottschalk, Kathrin Miiller, and
Michaela Niefert, it can also be assumed that the opportunity-driven self-
employed “are more convinced of their business idea than the average firm and
consequently dare to take higher risk, [so] initial investments will be larger”
(2010, 4). According to Thomas Gindling and David Newhouse, opportunity-
driven self-employment only applies to the minority of the self-employed in
developing countries and emerging markets, while the majority have to be seen
as necessity-driven (2012). Especially in countries hallmarked by an absence of
unemployment insurance and social protection, and a lack of employment
opportunities, unemployment, and insufficient income from agriculture
encourage people to take up self-employment (Fields 2014). Such individuals
become self-employed out of necessity and their businesses show limited
growth prospects (Gindling and Newhouse 2012). The main difference between
these two groups of self-employed persons seems to be their reason for being
self-employed. Jurgen Briinjes and Javier Revilla Diez use the motivation
behind becoming self-employed to differentiate between opportunity-driven
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and necessity-driven self-employment (2012). Three motivations were classed as
opportunity-driven, namely: previous experience in the relevant kind of busi-
ness, having seen other successful businesses of that kind, and deducing that
this kind of business can be successful. Two motivations are regarded as neces-
sity-driven, namely: unemployment and insufficient income from other sources
(Briinjes and Revilla Diez 2012). Opportunity-driven self-employment thus
plays an important role in expediting structural change by creating new firms,
absorbing surplus labor from the agricultural sector, providing innovative inter-
mediate inputs, and boosting productivity and employment (Gries and Naude
2010). Furthermore, starting a business enables households to expand their
assets and become more resilient, because it provides the advantage of flexible
decision making and adaptation of business activities, especially in times of
uncertainty (McNamara and Weiss 2005; Coad and Tamvada 2008).

However, it is questionable whether becoming self-employed reduces the
vulnerability to poverty of households in all regional settings. In rural areas of
emerging markets, too, very different regional conditions can be found that can
influence the outcome of household’s self-employment activities (Shaw 2004;
Kiiru 2007). Particularly, a region’s economic specialization has to be taken
into account. Becoming self-employed in a region that is integrated into the
world market by being specialized in cash-crop production can be risky in
times of declining commodity (Lin 2008). This risk can lead to increasing vul-
nerability to poverty, especially for households that made a large initial invest-
ment in their businesses and do not have enough assets left to cope with the
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resulting losses. Moreover, the regional degree of industrialization, the proxim-
ity to markets, and the quality of infrastructure are crucial for the potential
success of a household’s self-employed activities (Shaw 2004, 1248; Kiiru 2007).
It can be assumed that in a very poor area, characterized by an undiversified
regional economic structure, low income, a lack of demand, poor infrastruc-
ture, and long distances to markets, especially necessity-driven self-employment
might be unable to help households to reduce their vulnerability to poverty on
a large scale (Shaw 2004) (Figure 1).

DATA, STUDY AREA, EMPIRICAL FRAMEWORK, AND METHODOLOGY

Because household surveys collect more indepth information about other
family members and about the household in general, more accurate informa-
tion about informal household enterprises can be gathered from household sur-
veys than from enterprise surveys (Vijverberg Vijverberg 1992; Mead and
Liedholm 1998). For this reason, we use a household survey that was conducted
repeatedly in 2007, 2008, 2010, and 2013 in the course of the DFG Research
Unit FOR 756, entitled “Impact of shocks on the vulnerability to poverty: con-
sequences for development of emerging Southeast Asian economies.” The sur-
vey was conducted in close cooperation with the Institute for Policy and
Strategy in Agriculture and Rural Development (IPSARD), the Centre of Agri-
cultural Policy (CAP), and the Centre for Rural Development in Central Viet-
nam (CRD), subordinated to the Hue University of Agriculture and Forestry
(HUAF). These institutions not only facilitated the surveys, they also provided
necessary inputs in designing and conducting the surveys and interpreting the
results. After the questionnaires had been translated and retranslated into Viet-
namese, the survey instrument was field-tested in Vietnam and adjustments
were made. In each wave, the implementation of the household survey started
with a training workshop for the enumerators. The training was intensive, with
preparatory plenary sessions, including evening meetings, training in the form
of role play, and three field visits during which enumerators conducted house-
hold interviews in groups. Enumerators conducted the interviews in each wave.

STUDY AREA

The survey was conducted in three provinces in rural Vietnam: Ha Tinh and
Thua Thien-Hue in the north-central coast region, and Dak Lak in the central-
highlands region. The survey was also conducted in three provinces in rural
Thailand, though these were not analyzed in order to avoid biases due to the
differences in the political and economic situations in the two countries. The
first survey wave included 2,195 households in Vietnam. After combining the
four different waves to form a panel data set, 1,929 households could be identi-
fied in each wave and were used as the base sample.

Though all three provinces can be characterized as rural provinces hall-
marked by a relatively large share of the population living below the national
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poverty line and by uncertain weather conditions, there are regional differences
in the economic structure. Dak Lak is characterized by a large share of the
rural population being heavily reliant on agricultural activities, as well as by an
inflow of poor migrants from other Vietnamese provinces (World Bank 2003).
Besides subsistence farming, cash-crop production, especially of coffee, cashew,
and pepper, is the main agricultural activity in Dak Lak (Dang 2010). There-
fore, Dak Lak is strongly dependent on the world market and commodity price
development, resulting in uncertain economic conditions (Agergaard, Fold, and
Gough 2010). In contrast to Dak Lak, the regional economies of Ha Tinh and
Thua Thien-Hue are not mainly based on agricultural activities and cash-crop
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production. Instead, they exhibit a more diversified economic structure and
higher industrial production (General Statistics Office of Vietnam 2016). While
Ha Tinh was long characterized as a structurally weak province, showing a per-
sistence of poverty, poor job opportunities, less well-developed infrastructure,
and out-migration, the structure of the economy has recently started changing
(Dang 2010; Vietnam Trade Promotion Agency 2013a; Vietnam Trade Promo-
tion Agency 2013b; Nguyen, Raabe, and Grote 2015). In contrast, in Thua
Thien-Hue the structural change has already been ongoing for a longer time,
resulting in a smaller share of the agricultural sector and higher industrial pro-
duction. Unlike Ha Tinh, Thua Thien-Hue benefits from a well-developed
infrastructure, a prospering provincial capital, and the proximity to Da Nang
— the most important economic center on the central coast of Vietnam (Mal-
esky 2002) (Figure 2).

EMPIRICAL FRAMEWORK

To operationalize vulnerability to poverty as the dependent variable, the sample
was split into two groups: households that were absolutely poor in the previous
waves and households that were not absolutely poor in the previous waves.
Then two binary variables were generated as dependent variables: remaining in
absolute poverty (no=o, yes=1) for the group of poor households, and falling
into absolute poverty (no=o; yes=1) for the group of nonpoor households. The
poverty calculation is based on the per capita income of the nucleus household
members. The household income is calculated for each wave by summing up
the income from all income sources used by the nucleus household members.
Following Bernd Hardeweg and Hermann Waibel, a household includes the
household head and all persons who live in the household for at least 180 days
per year (2009). All these persons were defined as nucleus household members
(Gloede and Rungruxsirivorn 2013).

The external side of vulnerability is represented by the number of shocks
with a high negative impact on the households. The level of impact of a shock
is measured using the household’s subjective perceptions on a scale ranging
from low to high impact. We split the shocks into individual shocks, natural
shocks, and economic shocks in order to compare the influence of different
types of shocks. Individual shocks include, for example, illness or the death of
a household member, while natural shocks cover, for instance, flooding of agri-
cultural land or droughts. Examples of economic shocks are fluctuation of
input or output prices or a strong increase in credit interest rates.

According to Richard J. Culas and Mahen Mahendrarajan, there are differ-
ent options for measuring income diversity (2005). The simplest one is based
on the number of income-generating activities. The weakness of this measure-
ment of income diversity is that “it gives no weight at all to the distribution of
the farm’s employment over the activities” (Culas and Mahendrarajan 2005, 6).
More accurate measurements would give weight to the distribution of the
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farm’s employment, but they cannot be used for negative net income (Duc
2012). Because we have to deal with negative net income for some households
whose expenses exceeded their returns in total, the diversity of income sources
is parameterized by using the number of income sources involved in a house-
hold earning a living. Following Gary S. Field, we define self-employment as
households running a formal or informal household enterprise outside of
agriculture (2014). To bring the effects of self-employment into focus, a dummy
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variable is used to show if a household used self-employment as a source of
income. In addition, we use further dummy variables for all other income
sources. Because information about the motivation behind being self-employed
were only collected in the fourth survey wave, opportunity-driven self-employ-
ment had to be parameterized using two instrumental variables. According to
the present literature, opportunity-driven self-employment is characterized by a
higher initial investment and a larger number of hired nonfamily employees
(Briinjes and Revilla Diez 2012; Gottschalk, Miiller, and Niefert 2010). After
finding significant positive correlations between these instrumental variables
and the motivation behind starting up the business, they were used to approxi-
mate opportunity-driven self-employment.

The assets of households are used as control variables and are split into
human capital, social capital, natural capital, and financial capital. One com-
mon way to operationalize human capital is to use the number of years the
household head was educated (Minot 2003). As Vietnam features complex
options of tertiary educational pathways, however, the calculated number of
years of education would not be reliable (World Bank 2008). We therefore split
the education of the household head into four categories: primary education,
lower secondary education, upper secondary education, and tertiary education,
and analyze the effect of these educational levels compared to noneducated
household heads.

According to Neil Adger, social capital is important for reducing vulnerabil-
ity because it allows households to respond collectively to external shocks
(2003). Frederick Foxton and Richard Jones argue that social capital can be dif-
ferentiated into bonding, bridging, and linking social capital (2011). We opera-
tionalize social capital using the belonging of at least one household member
to an ethnic minority or a social or political organization. Belonging to an eth-
nic minority can be assumed to increase bonding social capital because of
greater trust within the ethnic group. However, these strong ties, which also
reduce connections to other ethnic groups, and the ongoing discrimination
against minorities in Vietnam, limit bridging social capital (World Bank 2002).
In Vietnam, the government continues to play an important role and to possess
a great deal of power, especially at the community level (Tran 2003). Belonging
to a social or political organization can therefore be assumed to increase link-
ing social capital.

The availability of productive land can be seen as a good proxy for natural
capital according to Mathis Wackernagel and colleagues (1999). Accordingly,
we operationalize natural capital by the land available to the households.

According to Sharon Danes and others, financial assets include money
belonging to the household members as well as credit from financial institu-
tions (2009). Mikkel Barslund and Finn Tarp highlight the fact that access to
credit is a key factor for smallholders in rural Vietnam in order to increase
their risk-bearing capacity in times of crisis (2007). Problems in gaining access
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to credit would hamper the possibility to smooth income and recover from
external shocks. We therefore classify households as having credit problems if
they had applied for credit in the formal or informal market and were not
given the full amount of money applied for at least once between the waves
(Barslund and Tarp 2007). By referring to Sharon Danes and others, we use the
per capita income in USD to control for the issue that high per capita income
lowers the likelihood of falling into poverty and remaining in poverty (2009)
(Figure 3).

METHODOLOGY

As mentioned above, the four different survey waves were combined to form a
panel dataset. This makes it possible to apply a panel regression approach in
order to analyze the effects of the independent variables on vulnerability to
poverty. To take advantage of as much information as possible, a pooled
regression, a random-effect regression, and a fixed-effect regression are calcu-
lated. Because we have to deal with a bivariate independent variable, the
assumptions of linear regression as homogeneity of variance and normality of
distribution would be violated if a conventional regression model were used.
For this reason, a logistic panel regression model was chosen (Giesselmann and
Windzio 2012). The advantages of panel data analysis are the differentiation of
between and within variation, the possibility to control for unobserved hetero-
geneity and the extension of the number of cases (Giesselmann and Windzio
2012). Our analyses are based on a strongly balanced short panel dataset. To
analyze the time-serial dimension, it is necessary to test for the consistency of
the models. If the Hausman test yields an insignificant result, the logistic fixed-
effects model and the logistic random-effects model can be seen as consistent.
If the likelihood ratio test also produces an insignificant result, the logistic
pooled OLS regression does so, too (Giesselmann and Windzio 2012). We use
the estimations of the random-effect models, because the Hausman test yields
insignificant results in all cases. In the cases where the likelihood ratio test also
produces an insignificant result, the effects of the logistic pooled OLS regres-
sion are also interpreted.

THE IMPACT OF SELF-EMPLOYMENT ON VULNERABILITY TO POVERTY —
EmpiricAL RESULTS FOR RURAL VIETNAM

Overall, our data show that absolute poverty has declined over time. However,
we find regional differences in this poverty reduction. In 2006/2007, Ha Tinh
exhibited the largest share of absolutely poor households, at almost 65 percent,
while Dak Lak showed the lowest share at 47 percent. By 2012/2013, this distri-
bution had changed fundamentally, with Dak Lak exhibiting the largest share
of absolutely poor households, at just under 40 percent. Over time, we observe
the strongest poverty reduction in Ha Tinh, while in Dak Lak the share of
absolutely poor households has not changed. While we see a constant decline
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in absolute poverty in Thua Thien-Hue, it increased in Dak Lak and Ha Tinh
between 2007/2008 and 2009/2010 (Figure 4).

Although the share of absolutely poor households has decreased over time,
we see dynamic changes in the poverty status of individual households.
Between 2006/2007 and 2007/2008, Thua Thien-Hue exhibited the largest share
of households falling back into absolute poverty, at 30.9 percent, and the largest
share of households remaining in absolute poverty, at 67.2 percent. At the same
time, Ha Tinh exhibited the smallest share of households in both categories.
This distribution changed in the following years. While in Thua Thien-Hue the
share of households falling into and remaining in absolute poverty decreased
constantly, in Dak Lak and Ha Tinh the share of households in both categories
increased initially and then decreased. Finally, between 2009/2010 and 2012/2013
Dak Lak showed the largest share of households that were vulnerable to abso-
lute poverty in both categories (Table 1).

TABLE 1—HOUSEHOLDS FALLING INTO AND STAYING IN ABSOLUTE POVERTY AS PERCENT

2006/2007-2007/2008 2007/2008-2009/2010 2009/2010-2012/2013

FALLING STAYING FALLING STAYING FALLING STAYING
Thua Thien-Hue 30.89 67.19 30.51 67.17 22.93 54.63
Ha Tinh 16.30 52.83 27.44 61.69 21.15 50.37
Dak Lak 22.66 55.37 30.30 69.80 29.41 56.46

Source: Own calculations based on DFG-FOR 756 Household Survey 2007-2013
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TABLE 2—NUMBER OF SHOCKS PER YEAR AND HOUSEHOLD

2006/2007 2007/2008 2009/2010

HUE® HA TINH DAK LAK HUE* HA TINH DAK LAK HUE* HA TINH DAK LAK

economic shocks 2.23  0.92 0.46 1.44 5.84 7.99 5.42  4.76 5.38

natural shocks 44.34 57.60 29.34 36.52 27.04 42.70 33.65 37.63 39.48
individual shocks 19.78 23.96 8.29 23.92  32.87 33.64 34.77 45.01 29.34

Notes: Thua Thien-Hue
Source: Own calculations based on DFG-FOR 756 Household Survey 2007-2013

Besides regional differences in poverty reduction and in the dynamics of
households falling into and staying in poverty, regional and temporal differ-
ences in the occurrence of shocks can also be observed. Natural and individual
shocks seem to be the most dominant types of shocks. Although economic
shocks seem to be less common, the number of this type of shock per house-
hold has increased over time, peaking in 2007/2008 for Ha Tinh and Dak Lak,
and in 2009/2010 for Thua Thien-Hue (Table 2).

ANALYTICAL RESULTS

Initially, we used the number of income sources to analyze the effect of income
diversification on vulnerability to poverty (Table 3). It can be observed that the
probability of poor households remaining in absolute poverty is positively corre-
lated with an increasing number of income sources in Ha Tinh and Dak Lak.
However, no significant relationship can be found between the number of
income sources and the probability of nonpoor households falling into absolute
poverty. These results are surprising because they contradict the hypothesis that
a diverse income structure is related to lower vulnerability to poverty (McNa-
mara and Weiss 2005). We calculated a second model to control for diversity by
using the different income sources involved in a household earning a living to
verify the robustness of the other regression results. There, the significance and
the signs of the regression coefficients differ only marginally from the first mod-
els. This finding can be seen as evidence that the regression results are robust.

To take into account the fact that households that are located in the same
province are influenced by the same regional economic factors, we calculate
province-specific panel regressions to compare the effects of the independent
variables in these provinces (Table 4).

With regard to external shocks, we can see that poor households faced by
an increasing number of natural shocks exhibit an increasing probability of
remaining in absolute poverty in all three provinces. In Dak Lak and Thua
Thien-Hue, a higher number of natural shocks also raises the probability of
nonpoor households falling into absolute poverty. In contrast, an increasing
number of economic shocks increases the probability of nonpoor households
falling into absolute poverty only in Ha Tinh.
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Concerning the different income sources, we observe that different types of
income sources have different effects in different regional settings. In Thua
Thien-Hue, poor households that start receiving remittances from absent
household members, take up hunting, or become self-employed show a lower
probability of remaining in absolute poverty than households that do not use
these income sources. Furthermore, poor households that take up wage
employment show an increasing likelihood of remaining in absolute poverty. In
contrast, the types of income sources do not have a significant effect on the
probability of nonpoor households falling into absolute poverty. In Ha Tinh,
we cannot find any significant effect of different income sources on the proba-
bility of poor households remaining in absolute poverty. However, nonpoor
households that take up hunting show a greater likelihood of falling into abso-
lute poverty. In Dak Lak, poor households that start receiving remittances from
friends or relatives, take up hunting or wage employment, or start receiving
transfer payments show an increasing probability of staying in absolute poverty.
In contrast, nonpoor households that become self-employed show a decreasing
probability of falling into absolute poverty.

With regard to opportunity-driven self-employment, we find evidence that
poor households with a higher initial investment or a larger number of non-
family employees have a lower probability of remaining in absolute poverty in
Thua Thien-Hue. However, we cannot find any significant effects on the proba-
bility of nonpoor households falling into absolute poverty. In Ha Tinh, a larger
initial investment also reduces the probability of poor households remaining in
absolute poverty. In contrast, no significant effect on the probability of non-
poor households falling into poverty can be found. In Dak Lak, a larger initial
investment is not found to have any significant effect on the probability of
poor households remaining in poverty. Moreover, we observe that households
with higher initial investment show an increased likelihood of falling back into
absolute poverty in Dak Lak.

Regarding the household’s endowment with assets, we find evidence that
human capital, measured by the education level of the household head, lowers
the probability of staying in and falling into absolute poverty in all provinces.
Furthermore, belonging to an ethnic minority, which is associated with low levels
of bridging social capital, increases the probability of remaining in absolute pov-
erty in Thua Thien-Hue and the probability of staying in and falling into absolute
poverty in Dak Lak. Natural capital, represented by the amount of usable land,
reduces the probability of staying in and falling into absolute poverty in Dak Lak.
Moreover, the per capita income, which represents financial capital, lowers the
probability of staying in and falling into poverty in almost every province.

DISCUSSION

By comparing the different provinces, similarities and differences in the effects
of the independent variables on vulnerability to poverty become visible. What
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all the provinces have in common is that an increasing number of natural
shocks raise the probability of a household staying in or falling into poverty.
This can be put down to a constantly high relevance of agricultural activities for
households in rural areas of Vietnam, which are vulnerable to uncertain weather
conditions and to the repeated occurrence of natural shocks in our research area
(McNamara and Weiss 2005; Makoka 2008; Ahmed and others 2011; Tran 2015).

With regard to economic shocks, it is interesting to see that an increasing
number of this type of shock raises the probability of nonpoor households fall-
ing into poverty only in Ha Tinh. This can be explained by the connection of
Ha Tinh to regions that were directly affected by the aftermath of the global
financial crisis, which hit the Vietnamese economy in the form of falling export
earnings, less FDI activity, and a drop in commercial lending (Lin 2008; World
Bank 2010). In contrast to Thua Thien-Hue and Dak Lak, Ha Tinh shows a rel-
atively large share of households with members working as migrant workers in
the economic centers of the northern provinces, the capital city of Hanoi and
other Asian countries, where they are often employed in crisis-sensitive sectors
such as construction, electronics, and the mechanical sector (Nguyen, Raabe,
and Grote 2015). While sending household members to the economic centers as
migrant workers is generally associated with income growth and moving out of
poverty (Nguyen, Raabe, and Grote 2015), in times of economic slowdowns,
migrant workers in crisis-sensitive sectors in the economic centers risk losing
their jobs, especially if they are employed on contracts that are easily termi-
nated, which then increases the vulnerability to poverty of the rural households
as was seen in the aftermath of the Asian Crisis in the late 1990s (Fallon and
Lucas 2002).

Becoming self-employed influences vulnerability to poverty in all the pro-
vinces analyzed, but in different ways. In Thua Thien-Hue, becoming self-
employed increases the probability of escaping poverty. This effect can be
detected for both necessity-driven and opportunity-driven self-employment. In
Ha Tinh, only becoming self-employed driven by opportunity increases the
probability of escaping poverty, while becoming self-employed driven by neces-
sity has no significant effect on the likelihood of escaping poverty. In Dak Lak,
neither necessity-driven nor opportunity-driven self-employment has any sig-
nificant effect on the probability of escaping poverty. This seems to indicate
that not only becoming self-employed out of opportunity but also doing so out
of necessity can help households to escape poverty if they are located in a
regional economic environment characterized by an advanced stage of struc-
tural change, a diverse economic structure, high demand, good infrastructural
conditions, and proximity to markets, as we see in Thua Thien-Hue. In a
regional economy that is less well developed but beginning to catch up, like Ha
Tin, becoming self-employed in anticipation of finding opportunities in the
markets seems to be of importance in escaping poverty. Economic opportuni-
ties arise in regions that are catching up, and households that are able to
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recognize and use these opportunities can benefit. In contrast, in a highly agri-
cultural and poorer regional economic environment, such as Dak Lak, neither
becoming necessity-driven nor becoming opportunity-driven self-employment
helps households out of poverty, probably because of a lack of demand and
long distances to markets.

It seems that becoming self-employed can help nonpoor households to stay
out of poverty as long as they do not invest a large amount of money at the
beginning of their venture, in Dak Lak. As this finding is quite unexpected, a
closer look at the regional economy of Dak Lak is needed. The regional econ-
omy of Dak Lak is dominated by coffee production, which is characterized by
large investments, extensive cultivation of land, and highly fluctuating world
market prices (Agergaard, Fold, and Gough 2010). Our data show that in Dak
Lak, coffee is the second most important agricultural product after rice, with a
total production of 856.6 tons. In contrast, coffee production can be seen as
negligible in Thua Thien-Hue and does not exist at all in Ha Tinh. Conse-
quently, unlike Ha Tinh and Thua Thien-Hue, Dak Lak was hit by an eco-
nomic slowdown triggered by declining coffee prices in late 2008 when the
coffee price fell to just under US$1 per pound after having risen to nearly US
$1.70 per pound in early 2007 (Trading Economics 2015). Our data show that
nonpoor households that owned businesses with a high initial investment in
2007/2008 had a higher probability of falling into poverty by 2009/2010. In Dak
Lak, business activities are often related to the processing and trading of coffee,
which entails a risk of business failure when world market prices decline. By
spending a large amount of money on starting such a business, the risk of fall-
ing back into poverty increases if the business fails, especially if the money was
borrowed or all of the household’s savings were used for the business start-up,
leaving the household without enough remaining assets to cope with the result-
ing losses. It therefore comes as no surprise that a large initial investment
increases the probability of nonpoor households falling into poverty in Dak
Lak during times of declining coffee prices.

CONCLUSIONS

Our research question was whether becoming self-employed can help to reduce
the vulnerability to poverty of rural households, considering that they exhibit
different characteristics and motivations, and are located in different regional
settings. On the basis of the results above, we can answer this question as fol-
lows: becoming self-employed can reduce the vulnerability to poverty of poor
rural households by increasing their probability of escaping poverty, but only if
they are located in a regional economic environment that is characterized by
ongoing structural change and offers economic opportunities for successful
self-employment. In very poor regions based on agriculture, self-employment
does not help households to escape poverty. Moreover, a large amount of ini-
tial investment at the beginning of the venture even increases the probability of
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nonpoor households falling into poverty if they are located in an overspecial-
ized and risky market and commodity prices decline.

Besides these aspects, it must also be taken into account that becoming self-
employed, whether driven by necessity or opportunity, is not sufficient to
reduce the vulnerability to poverty of all types of households in rural Vietnam.
As we have shown, the different household capabilities to accumulate assets
play a decisive role for vulnerability to poverty. Households with low education
levels, belonging to an ethnic minority, or operating on low incomes will have
problems escaping and staying out of poverty even if they are using self-
employment, which then reinforces inequality.

POLICY IMPLICATIONS

We found evidence that the effect of becoming self-employed is context-specific
and depends on the regional economic circumstances. It is therefore very
important to take the particular regional economic circumstances into account
in order to deduce accurate statements and policy recommendations. Nonethe-
less, we discovered that especially opportunity-driven self-employment increases
the probability of poor households escaping poverty in regions characterized by
ongoing structural change and economic opportunities. Promoting self-employ-
ment could therefore be a way to further reduce vulnerability to poverty in
these provinces.

Furthermore, teaching programs, such as the Start and Improve Your Busi-
ness Program, which foster the entrepreneurial skills of potential entrepreneurs
by teaching them how to discover, assess, and implement possible opportunities
in the regional market and training owners of small and microbusinesses how to
improve the performance of their businesses (Goppers and Cuong 2007), could
be extended to rural areas. Currently, the teaching centers are located in the
provincial capitals of Thua Thien-Hue, Ha Tinh, and Dak Lak and are not
accessible to and affordable for poor households living far from the provincial
capitals (Xuan 2016). By providing local, specialized, and affordable teaching
programs in addition to those already in existence, the business skills of poor
rural households could be fostered, too. In order to avoid misinvestment and
overspecialization in risky markets, these programs should also provide informa-
tion about the risks of self-employment as well as the price trends in world mar-
kets that are related to the regional self-employment activities.

Since opportunity-driven self-employment is characterized by large initial
investment, facilitating access to microcredit could be a suitable policy action,
especially against the background that financial constraints are the major obsta-
cle preventing households from becoming self-employed (GEM 2013). The work
of the Vietnam Bank for Agriculture and Rural Development and the nonprofit
Viet Nam Bank for Social Policies, which provide subsidized credit for the rural
poor, can therefore be seen as crucial (Laurenceson and Nghiem 2005).
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Furthermore, the different household capabilities to accumulate assets play
a decisive role for vulnerability to poverty. A regionally unequal distribution of
assets can lead to increasing vulnerability to poverty and consequently to grow-
ing regional inequality. In order to reduce vulnerability to poverty in rural
areas of Vietnam it can therefore be seen as essential to establish equal living
conditions, especially in terms of education, and to eradicate discrimination
against ethnic minorities.

Moreover, it is necessary to improve infrastructure and to foster further
structural change in rural regions with a strong agricultural base by strengthen-
ing industrial development in order to create a regional economic environment
that allows households to successfully use self-employment as a way out of
poverty.

LIMITATION OF THE ANALYSIS AND FURTHER RESEARCH NEEDS

The results presented in this paper show that vulnerability to poverty is a com-
plex issue. We have demonstrated that there are considerable differences
between regions, so self-employment can have different effects in different
regions. Further research is therefore needed that integrates regional determi-
nants into the analysis by using a multilevel approach to ascertain the effects of
different regional economic circumstances.

It is also necessary to point out that our panel data set only covers a limited
time frame of eight years represented by four points in time. We thus had to
deal with a short panel that shows little variation over time. In order to analyze
the time-serial dimension in more detail, a longer time frame is needed for fur-
ther research. As it was not possible to conduct the survey annually, we have to
deal with a time span of two years between waves three and four. It may there-
fore not be possible to measure short-term effects on vulnerability to poverty.

In addition, it must be mentioned that we had to use instrumental variables
in order to estimate the effects of opportunity-driven self-employment, because
direct data about opportunity-driven self-employment were only available for
the last survey wave. Further research should use a variable directly represent-
ing opportunity-driven self-employment, instead of wusing instrumental
variables. The reason for becoming self-employed could be one possibility.
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kets remains scare. This paper uses three-level binary-
logistic random intercept models to analyse the effects of
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neurship in rural Vietnam. Our analyses show that iden-
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ship, which are influenced by very different explanatory
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1 Introduction

Entrepreneurship has grown constantly over the past
decades in Vietnam. The associated increase in the
number of new ventures can be seen as part of the
ongoing structural change, which started after the Doi
Moi reforms in 1986. The majority of these new ven-
tures are non-farm business establishments, also known
as micro enterprises (General Statistics Office of
Vietnam 2013). These micro enterprises have become
an important factor for the development of the rural
economy by absorbing surplus labour from the agricul-
tural sector, reducing poverty and slowing down rural-
urban migration (Lanjouw and Lanjouw 2001; Van de
Walle and Cratty 2004; Gries and Naudé 2010; Sohns
and Revilla Diez 2017).

As the entrepreneurial process is influenced not only
by the entrepreneur’s individual characteristics, such as
a willingness to take risks, a preference for making one’s
own decisions, a high education level and prior experi-
ence of self-employment (Sternberg 2009; Stam 2011),
but also by regional characteristics (Fritsch and Falck
2007; Hindle 2010; Stam 2011), such as access to mar-
kets and infrastructural conditions, it is questionable
whether micro entrepreneurship can develop to an equal
degree in all regional settings. To date, most of the
empirical work on the influence of spatial factors on
entrepreneurship has focused on developed countries
(Audretsch et al. 2012; Hundt and Sternberg 2016),
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while empirical work on entrepreneurship in emerging
markets, remains scare. The majority of the studies that
look at emerging markets focus on being self-employed
rather than becoming self-employed (Felkner and
Townsend 2011; Briinjes and Revilla Diez 2013a, b;
Tamvada 2015). Consequently, they estimate the effects
of factors that explain individual involvement in self-
employment, but not the effects of explanatory factors
that have an influence at the time of the start-up. In
addition, there is a lack of empirical work focusing on
the spatial variation in entrepreneurship within rural
areas of emerging markets. In this respect, it is interest-
ing to address the question of whether significant re-
gional effects on micro entrepreneurship can be found
even in rural areas, which are assumed to show relative-
ly little variation in local characteristics. Furthermore, it
is interesting to examine whether different types of
micro entrepreneurship in rural areas of emerging mar-
kets are influenced by the same explanatory factors as
those generally used to explain entrepreneurship in de-
veloped countries or by different ones.

The aim of the present paper is to contribute to the
discussion surrounding the hierarchical regional impact
on start-up activities in rural areas of emerging markets
by estimating the effects of explanatory factors at dif-
ferent levels (individual, village and commune) on the
probability of starting different types of micro enterprise
as well as by identifying independent variables that
capture these effects. To this end, we run three-level
binary-logistic random intercept models using data from
a household survey conducted in three rural provinces in
Vietnam.

The remainder of the paper is organized as follows:
The next section discusses the theoretical background.
The third section describes the database, empirical
framework and methodology. The fourth section pre-
sents and discusses the empirical results, and the fifth
section concludes the paper.

2 The entrepreneurial ecosystem and its influence
on micro enterprise creation

In the literature, entrepreneurship has been defined in
many different ways. The simplest definition equates
entrepreneurship with self-employment (Dale 2015),
but there are other more complex definitions. The
creation-based approach, for example, defines entrepre-
neurship as the creation of a new venture and an
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entrepreneur as the founder of that venture (Carter
et al. 1996; Gartner and Carter 2003). In contrast, the
innovation-based approach defines entrepreneurship as
the innovative creation of new products or new ways of
doing business (Schumpeter 1934), while in the
opportunity-based approach, entrepreneurship is de-
fined as a process of opportunity discovery, evaluation
and exploitation performed by individuals (Shane and
Venkataraman 2000). According to Gindling and
Newhouse (2012), especially innovation-based entre-
preneurship is uncommon in rural areas of emerging
markets, which are still characterized by a low level of
technology. Most individuals who start a business ven-
ture in rural areas of emerging markets do so because
they have no better options. These individuals are
known as necessity-driven entrepreneurs. In contrast,
other individuals start a business venture because they
see opportunities in the market and want to use these
opportunities anticipatorily (Gindling and Newhouse
2012). Such individuals are known as opportunity-
driven entrepreneurs and correspond to the definition
of entrepreneurship in the opportunity-based approach
(Shane and Venkataraman 2000). According to Briinjes
and Revilla Diez (2012), opportunity-driven entrepre-
neurship can be identified from the motivations behind
starting the venture. Thus, entrepreneurs can be seen as
opportunity-driven if they have previous experience of
the particular type of business, see other successful
businesses of that type or recognize the potential success
of that type of business. Entrepreneurs can be regarded
as necessity-driven if they start a venture to overcome
unemployment or because they earn insufficient income
from other sources (Briinjes and Revilla Diez 2012). In
this paper, we follow a combined approach in which
micro entrepreneurship is represented by individuals
starting up a micro enterprise outside of agriculture
(Carter et al. 1996, Fields 2014). However, we integrate
the opportunity-based approach by using the motivation
behind starting the micro enterprise to distinguish be-
tween opportunity- and necessity-driven entrepreneur-
ship (Briinjes and Revilla Diez 2012).

In recent years, the concept of entrepreneurial eco-
systems, which focuses on how enterprises are embed-
ded in their regional environment, has become
established in entrepreneurship research (Mason and
Brown 2014). It ‘provides a new and distinctive per-
spective on the geographical clustering of economic
activity’ (Mason and Brown 2014, p. 7), by highlighting
entrepreneurship as a multi-scalar phenomenon that is
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driven by explanatory factors at different explanatory
levels. Initially promoted by Isenberg (2011) as a prac-
tical approach ‘encompassing a variety of different per-
spectives on the geography of entrepreneurship rather
than [providing] a coherent theory’ (Spigel 2015, p. 1),
the term ‘entrepreneurial ecosystem’ can be traced back
to an article by Moore (1993) in which he argues that
new businesses constantly evolve due to their interac-
tion with their regional environment. This perspective
can be seen as related to the work of economic geogra-
phers, who have tried to explain why economic activi-
ties tend to be concentrated in specific locations for
many years (Piore and Sabel 1984; Saxenian 1994;
Asheim and Isaksen 2002, Bathelt et al. 2004).

The idea behind the entrepreneurial ecosystem ap-
proach is also related to the individual-opportunity-
nexus introduced by Shane (2003), who argued that
entrepreneurial opportunities are location-specific re-
sults of changing regional settings and that the ability
of individuals to discover and exploit them consequent-
ly has to be context-specific to a certain degree. Refer-
ring to Shane’s arguments (2003), the impact of the
regional level can be assumed to be stronger for
opportunity-driven entrepreneurship than for necessity-
driven entrepreneurship, as differences in the range of
economic opportunities available in a regional environ-
ment are more important for opportunity-driven entre-
preneurship than for necessity-driven entrepreneurship.

Rural areas in Vietnam are not as homogeneous as is
often assumed. Rather, the economic conditions at local
levels differ considerably, for example, as regards the
proximity to markets, the population density or the
economic structure, all of which influence the entrepre-
neurial process. As micro enterprises in rural Vietnam
are mainly integrated into local markets, the spatial
dimension used in this paper is small-scaled referring
to the village and commune levels. We chose the com-
mune level because it is the smallest administrative unit
in Vietnam, and the Vietnamese governance system
concedes extensive autonomy to the communal author-
ities (Fforde and Vylder 1996). Furthermore, we regard
the commune as an extended job market and a broad
area in which competition takes place. A rural commune
consists of several villages, each of which is defined as a
cohesive spatial entity and managed as an autonomous
system by a village head (Oxfam 2013). We selected the
village level because it is the basis for local governance
and an important social institution in rural Vietnam.
Although the village level is not an official administrative
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unit, it is unofficially regarded as the fourth tier of the
administrative system in rural Vietnam (Oxfam 2013).

2.1 The impact of individual characteristics

There are several individual factors that influence entre-
preneurship, one of which is education. Reaching a
higher educational level can be assumed to increase
the probability of starting an enterprise out of opportu-
nity, because it increases the ability to identify and
exploit business opportunities in the market (Shane
2003). On the other hand, having a higher level of
education can be assumed to lower the probability of
starting an enterprise out of necessity, because of the
higher likelihood of finding wage employment (Bhola
et al. 2006). Another well-studied individual determi-
nant that influences individuals’ entrepreneurial activi-
ties is their age. In this respect, most of the empirical
work estimates an inverted u-curve for the effect of age
on the probability of starting an enterprise, peaking for
middle-aged individuals (Bonte et al. 2009). In the
literature, gender is also seen as an important factor to
explain an individual’s entrepreneurial activity. Males
are found to be more likely to start an enterprise than
females (Wagner 2007). Furthermore, household in-
come has to be taken into account. On the one hand, it
can be assumed that a large household income might
increase the probability of starting an enterprise out of
opportunity as a result of the greater financial assets
available for the initial investment (Mueller 2006). On
the other hand, a high level of household income might
lower the likelihood of starting an enterprise out of
necessity (Mueller 2006). Moreover, it can be assumed
that risk-taking individuals will be more likely to start a
business venture (Septlveda and Bonilla 2014). This
effect might have a higher impact on opportunity-
driven entrepreneurship than on necessity-driven entre-
preneurship, because acting out of opportunity does
permit a proactive consideration of risks (Gindling and
Newhouse 2012). Social capital can also be assumed to
be crucial for starting an enterprise (Westlund and
Bolton 2003; Foxton and Jones 2011). In this context,
it is necessary to take ethnicity into account for Vietnam.
It can be assumed that the continuing social exclusion of
ethnic minorities in Vietnamese society could limit so-
cial capital and therefore also the ability to start a micro
enterprise (Aldrich and Waldinger 1990). In addition, it
can be assumed that having experience of running an
enterprise may increase the probability of starting a
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micro enterprise, especially out of opportunity
(Reynolds 1997). This can be attributed to the prior
processes of learning by doing and learning by failure,
which improve the ability to seek and evaluate market
opportunities. An individual’s decision to engage in
entrepreneurship is likely to be influenced not only by
his or her own prior actions, but also by the actions of
others (Krumboltz et al. 1976; Akerlof and Kranton
2000). In this context, it is widely acknowledged that
the decision to start up an enterprise is positively corre-
lated with having parents who run or ran their own
business and therefore serve as role models (Chlosta
et al. 2012). For entrepreneurship in rural Vietnam,
where the family is seen as one of the most important
social institutions and as the foundation of society and
the economy, not only parents but also other family
members can be assumed to serve as entrepreneurial
role models (Pham 2001).

2.2 The impact of regional characteristics

According to Isenberg (2011), six domains that influ-
ence entrepreneurship in a region can be distinguished:
policy, markets, finance, human capital, culture and
supports. For our regional focus, we incorporate four
of these domains into our theoretical framework, name-
ly policy, markets, finance and culture (Fig. 1). More-
over, we add the domain of geographical conditions due
to the importance of agriculture in rural areas of emerg-
ing markets. The analysis will not take into account the
category of supports, as specific policies to support
entrepreneurship in rural Vietnam are not in the focus
of national politics. The domain of human capital com-
prises the availability of skilled and unskilled labour and
the existence of educational institutions. In this paper,
the domain of human capital is treated as an individual
factor.

The domain of markets comprises access to cus-
tomers. It can be assumed that a large population in-
creases the probability of starting an enterprise, due to a
wider base of potential consumers (Lingelbach et al.
2005). However, rural villages in Vietnam are common-
ly characterized by poor infrastructure and small mar-
kets. In such an economic environment, proximity to
local markets can be seen as a crucial factor to reach a
broader base of customers and be connected with the
wider economy (Shaw 2004). A long distance to market
centres can therefore be assumed to reduce the proba-
bility of starting an enterprise owing to higher
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transaction costs (Felkner and Townsend 2011,
Briinjes and Revilla Diez 2013a).

The domain of finance describes the availability of
financial capital such as micro loans, which are seen as a
crucial factor for entrepreneurship in emerging markets
(Bhola et al. 2006). It is therefore reasonable to assume
that good access to formal finances increases the prob-
ability of starting a business venture. Because
opportunity-driven entrepreneurship requires a larger
amount of start-up and operative capital, access to for-
mal finances can be expected to have a stronger effect
on opportunity-driven than on necessity-driven entre-
preneurship (Bhola et al. 2006).

An important element of the domain of culture is the
existence of visible success stories in the local area,
which can motivate individuals to become entrepre-
neurs. In this respect, two different types of regional
business cultures can be distinguished, namely the self-
employment and the wage-earner life mode (Stam
2011). In emerging markets, the self-employment life
mode can be observed especially in rural areas with a
history of self-employed farmers, handicraft workers
and small business owners. There, path dependency
leads to more entrepreneurship because former entrepre-
neurs serve as role models for future entrepreneurs.
Hence, a high level of self-employment in a village
can be assumed to foster further entrepreneurship by
providing success stories and role models outside the
entrepreneur’s own family and by facilitating access to
key information and resources (Mueller 2006; Stam
2011). It can be assumed that this key information and
these resources are shared above all at the village level,
due to the geographical and social proximity. In contrast,
the wage-earner life model can be found especially in
communes with a long history of dominant large firms
which provide adequate job opportunities. In these com-
munes, the preference for self-employment has waned
over time (Stam 2011). In this respect, a dominance of
larger formally registered firms can be assumed to lower
the probability of being an entrepreneur by providing
opportunities for wage employment and bolstering the
wage-earner life mode (Mueller 2006; Serensen 2007).

The domain of geographical conditions is associated
with the physical location of the village. Favourable
geographical conditions can be expected to increase
the probability of starting an enterprise as potential
entrepreneurs have fewer worries about their living con-
ditions (Felkner and Townsend 2011). At the same time,
however, favourable geographical conditions may
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Fig. 1 Theoretical framework

reduce necessity-driven entrepreneurship due to better
options to earn a living in agriculture.

The domain of policy includes both the opportunities
of private leadership and government activities, e.g. tax
benefits. In this context, the role of state-owned enter-
prises has to be taken into account in Vietnam. Although
reforms of state-owned enterprises were initiated by
closures, privatization and mergers as part of the trans-
formation process (Revilla Diez 2016), the Vietnamese
government still supports the state-owned enterprises by
means of subsidies and trade protection (Pincus et al.
2012), which distorts competition and can hamper en-
trepreneurship (Jaax and lammarino 2014).

3 Data, empirical framework and methodology

The analyses in this paper are based on three different data
sets. Two of these data sets were compiled in the course of
the DFG Research Unit FOR 756, named ‘Impact of
shocks on the vulnerability to poverty: consequences for
development of emerging Southeast Asian economies’,
which has worked on issues of vulnerability to poverty in
Thailand and Vietnam. The research project included a
household panel survey, which was conducted in 2007,
2008,2010,and 2013. Additionally, a survey was conduct-
ed among the village heads 0f 220 Vietnamese villages the
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households belong to. This made it possible to gather
village-specific information about infrastructure, market
conditions and institutions. In Vietnam, the survey was
conducted in close cooperation with the Center for Agri-
cultural Policy (CAP), the Institute of Policy and Strategy
for Agriculture and Rural Development (IPSARD), and
the Centre for Rural Development in Central Vietnam
(CRD), subordinated to the Hue University of Agriculture
and Forestry (HUAF). The questionnaires were field tested
and adjusted after they had been translated into Vietnam-
ese. In each wave, the household survey was preceded by a
1-week workshop for the enumerators, including lectures,
role plays and three field visits during which the enumer-
ators were trained how to conduct the face-to-face inter-
views. After the training was completed, separate research
teams were formed for each province, which were super-
vised by project researchers. The household interviews
were conducted by the enumerators, whereas the project
researchers interviewed the village heads. All of the vil-
lages surveyed are located in one of three provinces in rural
Vietnam, namely Ha Tinh on the north central coast, Thua
Thien-Hue on the central coast and Dak Lak in the central
highlands. The three case study regions were selected, as
they share comparable characteristics, such as having a
population density below the country’s average, being
located in a high distance from the economic centres of
the Southeast and the Red River Delta and being
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hallmarked by a relatively large share of the population
living below the national poverty line (Waibel and Hohfeld
2016). The villages belong to communes, which were
selected in a heuristic procedure according to their size to
ensure a representative sample. In each village, 10 house-
holds were selected randomly from all the households
living in the village. The outcome was 2200 selected
households, 1929 of which could be surveyed across all
waves, representing an accumulated response rate of 88%.
Following Hardeweg and Waibel (2009), we only included
the nucleus household members in our analysis, who are
defined as all persons living in the household for more than
180 days in 2010. Moreover, we excluded all individuals
younger than 15 and older than 64 to focus on the working
population. To avoid biases when calculating the locational
effects, we excluded from our analysis all individuals that
started a business outside their home village. After
narrowing down the sample, a hierarchical data structure
was developed in which 5317 individuals are nested in
1812 households, and these households are nested in 218
villages. The villages are in turn nested in 110 communes
and these communes in 32 districts.

In addition to the data from the household panel and
village survey, we also used the Vietnam Enterprise
Survey of the General Statistics Office of Vietnam. This
survey covers all formally registered domestic firms
with more than 10 employees as well as all multinational
and state-owned enterprises. An advantage of the Viet-
nam Enterprise Survey is that it can be aggregated on a
small scale at the commune level.

3.1 Empirical framework

To operationalize the theoretical framework, we created
three dichotomous-dependent variables: starting any mi-
cro enterprise between 2010 and 2013, starting a micro
enterprise out of necessity between 2010 and 2013
(no =0, yes = 1) and starting a micro enterprise out of
opportunity between 2010 and 2013 (no = 0, yes = 1).
The information used to create the dependent variables
was collected ex post in 2013, by asking about the
motivation behind starting the micro enterprise. The
data used for the independent variables refer to the year
2010. The resulting time gap makes it possible to esti-
mate the influence of the independent variables on the
start-up of a micro enterprise (Tables 1, 2, 3, 4).

At the individual level, we included the individual’s
age and age squared in our model to take into account
the underlying non-linear relationship between an
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individual’s age and the probability of him or her
starting a micro enterprise (Bonte et al. 2009). We also
controlled for the individual’s education. A common
way to operationalize education is to use the number
of years that an individual was educated (Minot 2003).
As Vietnam features complex options of tertiary educa-
tion, however, the calculated number of years of educa-
tion would not be reliable (World Bank 2008). We
therefore split education into four categories: primary,
lower secondary, upper secondary and tertiary education
and analyse the effect of these educational levels com-
pared to non-educated individuals. Tertiary education is
defined here as successfully completing studies at a
vocational school, college or university. We also con-
trolled for the individuals® gender using a dichotomous
variable (Wagner 2007). A value of 1 refers to a male. A
further dichotomous variable was used to operationalize
membership of an ethnic minority. A value of 1 refers to
an individual who belongs to the Kinh, Vietnam’s ethnic
majority. Furthermore, we controlled for the monthly
per capita income in US$ purchasing power parity
(PPP). We added another dichotomous variable to dis-
tinguish the effect of individual experience of running a
micro enterprise from the entrepreneurial family role
model effect. In this case, a value of 1 is related to an
individual that ran a micro enterprise himself or herself
in 2008 (Chlosta et al. 2012). To take into account the
idea of an entrepreneurial family role model, we inte-
grated a dichotomous variable with a value of 1 for a
household that ran a micro enterprise in 2008 (Chlosta
et al. 2012). We also operationalized the willingness to
take risks using a variable with a range from 0 to 10,
where a value of 0 is related to a household that is
unwilling to take risks and a value of 10 represents a
high willingness to take risks (Hardeweg et al. 2013).
At the village level, we used the number of inhabi-
tants of the villages to analyse the effect of the market
size. To operationalize the proximity to markets, we
used two independent variables, namely the travel dis-
tances in minutes to the nearest market place and to the
provincial capital (Briinjes and Revilla Diez2013a). We
gathered this information by asking the village heads to
estimate the average travel time needed to reach the
nearest market and the provincial capital. We used a
dichotomous variable to take access to formal finances
into account. A value of 1 represents the availability of a
bank in the village. In addition, we used another dichot-
omous variable showing whether a village is located on
a slope, which indicates less conducive conditions for
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Table 1 Independent variables—individual and household characteristics

Label Mean Std. dev. Min Max Obs.
Gender (male = 1) 0.49 0.50 0 1 5317
Age (years) 35.30 14.33 15 64 5317
Age (years)’ 1451.05 1063.95 225 4096 5317
Primary education (yes = 1) 0.10 0.30 0 1 5317
Lower secondary education (yes = 1) 0.46 0.50 0 1 5317
Upper secondary education (yes = 1) 0.14 035 0 1 5317
Tertiary education (yes = 1) 0.19 0.39 0 1 5317
Individual ran a micro enterprise in 2008 (yes = 1) 0.10 0.29 0 1 5317
Risk attitude of household (totally willing to take risks = 10) 424 2.76 0 10 5317
Belonging to the ethnic majority (majority = 1) 0.76 043 0 1 5317
Per capita income per month, $US PPP 125.05 175.40 -1771.87 3915.06 5317
Household ran a micro enterprise in 2008 (yes = 1) 0.27 0.44 0 1 2317

Source: Own calculations based on DFG-FOR 756 Household Survey 2010

agriculture due to the danger of erosion (Sakurai et al.
2004). To operationalize the aspect of the entrepreneur-
ial culture in a village, we used the share of households
that ran a micro enterprise in 2008 (Mueller 2006).

At the commune level, we used the total number of
formally registered enterprises, the number of enter-
prises with more than 300 employees as well as the
number of state-owned enterprises to find instrumental
variables representing the wage-earner life mode and the
domain of policy (GEM 2013; Kushnir 2010).

3.2 Methodology

Multilevel analyses are used to run regression models when
data are nested in some way to avoid spuriously significant
results (Rabe-Hesketh and Skrondal 2008). Running stan-
dard regression models with nested data would lead to the
assumption of independence of the observation being

Table 2 Independent variables—village characteristics

violated due to spatial autocorrelation between individual
observations thatare clustered in the same higherlevel (Hox
2010). So far, only few empirical studies in entrepreneurship
research have used multilevel regression models (for an
exception, see Hundt and Sternberg 2016), although the
hierarchical structure of entrepreneurship data, where indi-
viduals are always nested within higher spatial levels, sug-
gestsamultilevel approach. The hierarchical structure of our
data and the research interest in estimating the statistical
effects of explanatory variables at different levels on micro
entrepreneurship, prompted us to choose a multilevel ap-
proach. After pre-calculating the effects of different spatial
levels, the results confirmed our decision to use the village
and commune levels as the upper level, as the district level
shows no significant impact.

Following Rabe-Hesketh and Skrondal (2008),
different approaches can be distinguished to deal
with the violation of the assumption of

Label Mean Std. Dev. Min Max Obs.
Number of inhabitants in the village 890.06 752.93 137 5058 5317
Travel distance to the nearest market place in minutes 15.81 11.40 2 80 5317
Travel distance to the provincial capital in minutes 71.32 52.98 6 360 5317
Banking (yes = 1) 0.09 0.28 0 1 5317
Geographical position (slope = 1) 0.33 0.47 0 1 5317
Share of households running a micro enterprise in 2008 0.26 0.23 0 0.90 5317
Source: Own calculations based on DFG-FOR 756 Household Survey 2010 and on DFG-FOR 756 Village Head Survey 2010
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Table 3 Independent variables—commune characteristics

Label Mean Std. Dev. Min Max Obs.
Number of formally registered enterprises in the commune 5.18 6.81 0 43 5317
Number of large enterprises in the commune (employees >300) 0.09 0.34 5317
Number of state-owned enterprises in the commune 0.28 0.69 0 2 5317

Source: Own calculations based on the Vietnam Enterprise Survey 2010

independence. First, hierarchically fixed effect
models can be used by integrating a unique dummy
variable for each higher level or by integrating ex-
planatory variables of the higher level into the mod-
el. Second, robust standard errors can be utilized to
reduce the influence of multiple cases per higher
level. Third, hierarchical random effects models
can also be used. Random intercept models allow
the error term to differ for different higher levels,
whereas random coefficient models also permit the
effects of covariates to vary for different higher
levels (Rabe-Hesketh and Skrondal 2008). We apply
a mixed approach by successively integrating ex-
planatory variables of higher levels into a three-
level random intercept model. This allowed us to
estimate whether significant differences in the level
of micro entrepreneurship exist between villages or
communes in general and whether these differences
continue to occur after individual, village and com-
mune characteristics have been integrated
successively.

As we had to deal with dichotomous-dependent
variables, it was necessary to use a logistic link
function to avoid a violation of the assumption of
normally distributed and homoscedastic errors (Hox
2010). Accordingly, we used three separate logistic
regression models (Tables 5, 6, 7) to estimate the
individual likelihood of starting any micro enterprise
(vs. not starting a micro enterprise), the individual
likelihood of starting a micro enterprise out of op-
portunity (vs. not starting a micro enterprise out of

Table 4 Dependent variables—micro entrepreneurship rates

opportunity) and the individual likelihood of starting
a micro enterprise out of necessity (vs. not starting a
micro enterprise out of necessity). The underlying
equation of the resulting three-level binary-logistic
random intercept model is:

lOgit(Y,_-ik) = ;’3,,Xpijk + ﬂqij/\. + B Ak + €ijx + Mg+ Vi

with logit(Y;;) representing the logarithmic likeli-
hood of being involved in an entrepreneurial activity
for observation 7 in village j and commune 4. Fur-
thermore, 3 represents the coefficients of the explan-
atory variables X, Z, and A,;. Here, X, repre-
sents the explanatory variables at the individual
level, Z,; represents those at the village level and
A, represents those at the commune level. The error
terms are represented by v; (commune level), 1
(village level) and & (individual level).

According to Hox (2010), testing for model as-
sumptions is even more important in multilevel re-
gressions because of their more complicated struc-
ture. Bivariate logistic regressions have the advan-
tage of being linked with less strict assumptions.
Multicollinearity is the only crucial factor to check
for (Backhaus et al. 2006). A common way to check
for multicollinearity is to calculate the variance in-
flation factors (VIFs) for the independent variables.
In our analyses, the test for multicollinearity yields a
mean VIF of 5.87, so multicollinearity can be
rejected (O’Brien 2007).

Label Mean Std. Dev. Min Max Obs.
Share of individuals starting any micro enterprise 0.0248 0.1556 0 1 5317
Share of individuals starting an opportunity-driven micro enterprise 0.0141 0.1179 0 1 5317
Share of individuals starting a necessity-driven micro enterprise 0.0107 0.1030 0 1 5317

Source: Own calculations based on DFG-FOR 756 Household Survey 2013

@ Springer

57



Explaining micro entrepreneurship in rural Vietnam - A multilevel analysis

Explaining micro entrepreneurship in rural Vietnam

4 Results

Between 2010 and 2013, 1.41% of the individual nucle-
us household members aged 15 to 64 started a micro
enterprise out of opportunity in their home village, while
1.07% started a micro enterprise out of necessity. Rec-
ognizing the potential success of the particular type of
business was the most frequently mentioned reason for
starting a micro enterprise out of opportunity, followed
by having previous experience of the particular kind of
business. In contrast, having insufficient income from
farming was the most frequently mentioned reason for
starting a micro enterprise out of necessity, followed by
being unemployed.

Most of the micro enterprises created were retail
businesses (20.46%), followed by agricultural ser-
vices (15.15%) and wholesale businesses (14.40%).
While these three types of micro enterprises were
started just as frequently out of necessity as they were
out of opportunity, the majority of petty traders set up
their micro enterprises out of necessity, whereas rice
mills were started mainly out of opportunity. Almost
all newly created micro enterprises were defined as
informal or household enterprises. Only 3.03% were
formally registered as a sole proprietorship or a pub-
lic limited company. All of these formally registered
micro enterprises were started out of opportunity.
Furthermore, the required initial investment was
mainly financed from the entrepreneur’s own savings
(61.36%) or borrowed (31.82%). Only 20.46% of the
new ventures employed staff in 2013. Most of them
had more than 10 customers (79.55%), most of whom
were consumers (89.39%) and seldom traders
(8.94%). Interestingly, the customers of
opportunity-driven micro enterprises (21.33%) were
located significantly more often outside the entrepre-
neur’s home district than the customers of necessity-
driven micro enterprises (8.77%). Moreover,
opportunity-driven micro enterprises (30.67%) pur-
chased their inputs outside their home district more
frequently than necessity-driven micro enterprises
(10.53%). In addition, opportunity-driven micro en-
terprises exhibited a significantly larger average sales
volume, at US$2631 PPP, than necessity-driven mi-
cro enterprises, whose average sales volume was
US$1166 PPP. Opportunity-driven micro enterprises
also generated a significantly higher average profit, at
US$507 PPP, than necessity-driven micro enter-
prises, whose average profit was US$242 PPP.
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4.1 Discussion of the random effects

In a first step, we estimated the intercept models
(m0), which contain no explanatory variables and
only decomposes the variance into the three indepen-
dent components related to the individual, the village
and the commune level (Hox 2010) separately. We
then analysed the intra-cluster correlations, which
indicate ‘(...) the proportion of (the) group level
variance compared to the total variance’ (Hox 2010,
p. 15) and therefore the random effects using the
following equations:

02i )
(02i + 02j + 02k)’

Individual level

o02j )
(02i + 02j + 02k)’
o2k
(02i + 02j + 02k)

village level

commune level

Here, 02i describes the residual variance at the
individual level, while 02/ describes the residual
variance at the village level and o2k that at the
commune level.

Using the intra-cluster correlation yields some
interesting results. First, we are able to show that
15% of the variance in the likelihood of starting a
micro enterprise out of opportunity can be explained
by the regional levels. This effect is even found to
be relatively large compared to the findings of other
empirical studies on entrepreneurship, which consis-
tently show the individual level to be more impor-
tant for entrepreneurial activities (Tamvada 2015;
Hundt and Sternberg 2016). This is particularly sur-
prising bearing in mind that the empirical analyses
are based solely on data collected in rural areas,
which are often regarded as relatively homogeneous.
We see this result as evidence that anticipatory en-
trepreneurial activities differ significantly at local
level, even in rural areas of emerging markets. Sec-
ond, this regional effect can be split into a village-
level effect of 4.1% and a commune-level effect of
10.7%. Consequently, our results reveal that factors
at the commune level have a stronger effect on
opportunity-driven entrepreneurship than those at
the village level. It seems that even in rural areas
of emerging markets, anticipatory individual eco-
nomic activities, such as starting a micro enterprise
out of opportunity, are integrated into a wider
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Table 5 Multilevel binary-logistic regression results for starting a micro enterprise out of opportunity

QOdds ratio Odds ratio Odds ratio QOdds ratio
(standard error) (standard error) (standard error) (standard error)
Fixed effects m0 ml m2 m3

Individual characteristics
Gender (male = 1)
Age (years)
Age (yeaxs)2
Primary education (yes = 1)
Lower secondary education (yes = 1)
Upper secondary education (yes = 1)
Tertiary education (yes = 1)

Individual ran a micro enterprise
in 2008(yes = 1)
Risk attitude of household (totally willing to
take risks = 10)
Belonging to the ethnic majority (majority = 1)
Per capita income per month, $US PPP
Household ran a micro enterprise in 2008 (yes = 1)

Village characteristics
Number of inhabitants in the village
Travel distance to the nearest market place in minutes
Travel distance to the provincial capital in minutes
Bank in the village (yes = 1)
Geographical position of the village (slope = 1)

Share of households in the village running a micro
enterprise in 2008

Commune characteristics
Number of formally registered enterprises in
the commune
Number of large enterprises in the commune
(employees >300)
Number of state-owned enterprises in the commune
Constant 0.0110%** (0.0023)

Random effects

Comm var.(_cons) 04129
Comm > vill var.(_cons) 0.1601
Model fit statistics

Observations 5317
ICC commune 0.1069
ICC village 0.0414
Prob > chi2 0.0576
Deviance 782.4062

1.0023 (0.2417)
1.2031%#* (0.0868)
0.9976*#* (0.0009)
3.1958* (2.1170)
2.6978* (1.5597)
0.9546 (0.4897)
3.3851* (2.3596)
2.4213%* (0.8728)

1.0637 (0.0494)

1.6812 (0.7210)
1.0005 (0.0005)
1.5861 (0.5361)

0.0001##* (0.0001)

04320
0.0803

5317
0.1136
0.0211
0.0802
716.8266

1.0065 (0.2425)
1.19817* (0.0865)
0.9976** (0.0009)
3.2358%* (2.1527)
2.6990% (1.5646)
1.0920 (0.5668)
2.8726 (2.0216)
2.3633** (0.8515)

1.0713 (0.0488)

1.7551 (0.7717)
1.0004 (0.0005)
1.6671 (0.6017)

0.9997 (0.0002)
0.9627** (0.0164)
1.0045% (0.0024)
1.0583 (0.4483)
1.5676 (0.4405)
0.9085 (0.6124)

0.0001%*#* (0.0001)

0.2933
1.06e-33

5317
0.0819
2.966e-34
0.0871
702.4206

1.0145 (0.2447)
1.1982%#* (0.0862)
0.9976*** (0.0009)
3.2862* (2.1871)
2.7802%* (1.6095)
1.0939 (0.5699)
2.9721 (2.0925)
2.4044** (0.8692)

1.0755 (0.0489)

1.7118 (0.7455)
1.0005 (1.0005)
1.6906 (0.6143)

0.9997 (0.0002)
0.9619** (0.0164)
1.0037 (0.0024)
1.0302 (0.4462)
1.5498 (0.4293)
0.9107 (0.5935)

0.9534 (0.0289)
0.3187* (0.1937)

1.9027** (0.5505)

0.0001*** (0.0002)

0.1695
7.75¢-34

5317
0.0490
2.240e-34
0.2040
694.4895

The pseudo R* for model m3 is 0.1179. Source: Own calculations based on DFG-FOR 756 Household Survey 2010 and 2013, DFG-FOR

756 Village Head Survey 2010, and the Vietnam Enterprise Survey 2010

***+Significant at 1% level (p < 0.01); **Significant at 5% level (p < 0.05), *Significant at 10% level (p < 0.1)
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Table 6 Multilevel binary-logistic regression results for starting a micro enterprise out of necessity

Odds ratio

(standard error)

Odds ratio
(standard error)

Odds ratio
(standard error)

Odds ratio
(standard error)

Fixed effects

m0

ml

m2

m3

Individual characteristics
Gender (male = 1)
Age (years)
Age (yeaxs)2
Primary education (yes = 1)
Lower secondary education (yes = 1)
Upper secondary education (yes = 1)
Tertiary education (yes = 1)
Individual ran a micro enterprise in 2008 (yes = 1)

Risk attitude of household (totally willing to
take risks = 10)
Belonging to the ethnic majority (majority = 1)

Per capita income per month, USD PPP
Household ran a micro enterprise in 2008 (yes = 1)

Village characteristics
Number of inhabitants in the village
Travel distance to the nearest market place in minutes
Travel distance to the provincial capital in minutes
Bank in the village (yes = 1)
Geographical position of the village (slope = 1)

0.4369*** (0.1296)

1.2143%** (0.0927)
0.9978** (0.0010)
1.0818 (0.7282)
1.9362 (1.0166)
2.2341 (2.4123)
0.6361 (0.7123)
0.9259 (0.3915)
0.9013** (0.4752)

2.6372% (1.3142)
0.9986* (0.0007)
2.1265%* (0.7374)

0.4285%*** (0.1276)

1.2121%% (0.0922)
0.9979** (0.0009)
1.0605 (0.7117)
2.0075 (1.0521)
2.3230 (2.5132)
0.6590 (0.7400)
0.9150 (0.3877)
0.9050* (0.0483)

3.0460** (1.6093)
0.9985%* (0.0008)
2.1583** (0.8271)

1.0002 (0.0002)
1.0060 (0.0135)
0.9996 (0.0031)
0.5182 (0.3318)
1.3876 (0.4076)

0.4255%*% (0.1268)
1.2157** (0.0925)
0.9978** (0.0009)
1.0669 (0.7147)
2.0563 (1.0730)
2.3618 (2.5567)
0.6715 (0.7539)
0.9173 (0.3889)
0.9028* (0.0484)

2.9969%* (1.5869)
0.9987* (0.0008)
2.1396** (0.8209)

1.0002 (0.0002)
1.0049 (0.0136)
0.9985 (0.0033)
0.5993 (0.3868)
1.5261 (0.4575)

Share of households in the village running a micro 0.7246 (0.5374) 0.6998 (0.5234)
enterprise in 2008
Commune characteristics
Number of formally registered enterprises in the commune 0.9939 (0.0303)

Number of large enterprises in the commune
(employees >300)
Number of state-owned enterprises in the commune

Constant 0.0108*** (0.0014) 0.0001*** (0.0002) 0.0001%*** (0.0001) 0.0001%*** (0.0002)
Random effects

Comm var.(_cons) 8.26e-34 7.02e-34 2.45¢e-33 1.57¢-33

Comm > vill var.(_cons) 8.20e-33 3.11e-32 2.48e-32 3.69¢-32
Model fit statistics

Observations 5317 5317 5317 5317

ICC commune 2.512e-34 2.133e-34 7.439¢-34 4.772e-34

ICC village 2.493e-33 9.459¢-33 7.524e-33 1.121e-32

Prob > chi2 1.0000 1.0000 1.0000 1.0000

Deviance 630.4467 578.2434 574.4804 571.7266

0.6998 (0.4951)

0.7562 (0.2760)

The pseudo R for model m3 is 0.0931. Source: Own calculations based on DFG-FOR 756 Household Survey 2010 and 2013, DFG-FOR
756 Village Head Survey 2010, and the Vietnam Enterprise Survey 2010

*#*+Significant at 1% level (p < 0.01); **Significant at 5% level (p < 0.05); *Significant at 10% level (p < 0.1)
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economic system and not limited to the conditions
of the village in which they are located. Third, we
did not find any significant regional effect on
necessity-driven entrepreneurship: almost 100% of
the variance in starting a micro enterprise out of
necessity can be explained by the individual level.
Differences in the range of economic opportunities
available in a regional environment are not impor-
tant for starting a micro enterprise out of necessity.
However, this finding is in line with our hypothesis,
derived from the individual-opportunity-nexus intro-
duced by Shane (2003), which assumes that differ-
ences in the availability of economic opportunities
in a regional environment are more important for
opportunity-driven entrepreneurship than for
necessity-driven entrepreneurship.

After estimating the intercept models (m0), we
subsequently integrated the individual characteristics
into the models as explanatory variables (ml). We
then added the village-related (m2) followed by the
commune-related independent variables (m3) to the
model, which caused the village-level effect on
opportunity-driven entrepreneurship to disappear.
However, a significant effect of 4.9% of the com-
mune level on opportunity-driven entrepreneurship
remained, irrespective of the influence of the added
variables.

4.2 Discussion of the fixed effects

In the following, we discuss the estimated effects of
the independent variables included in the final mod-
el (m3). Referring to Gelman and Stern (2006), we
interpret the effect of an independent variable if its
margin of error is not significantly higher than 10%.
As this paper focus on opportunity- and necessity-
driven entrepreneurship, we only present and discuss
the effects on the individual likelihood of starting a
micro enterprise out of opportunity and of starting a
micro enterprise out of necessity. The results of the
model, predicting the individual likelihood of
starting any micro enterprise, can be found in the
Appendix.

4.2.1 Individual fixed effects
With regard to the individual characteristics, our re-

sults show that males are less likely to start a micro
enterprise out of necessity than females. In contrast,
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gender has no significant effect on the probability of
starting a micro enterprise out of opportunity. The
absence of a significant gender effect on opportunity-
driven entrepreneurship can be explained by there
being less systematic discrimination against women
compared to other middle income countries (Klasen
et al. 2015). In the context of Asian emerging mar-
kets, where women are often encouraged to seek
additional income sources in times of hardship, the
positive effect of being a woman on necessity-driven
entrepreneurship is not surprising either (Tambunan
2009). With regard to age, we find evidence that with
every additional year of age, the probability of
starting a micro enterprise either out of opportunity
or out of necessity increases significantly, but with
diminishing marginal returns. Consequently, our em-
pirical results confirm the inverted u-curve of the
effect of age on the probability of starting a business
venture (Bonte et al. 2009). The positive effect of
education on opportunity-driven entrepreneurship is
also confirmed by our empirical results, but only for
primary and lower secondary education. Completing
primary education shows the strongest effect com-
pared to not having any education at all, followed by
completing lower secondary education. The missing
effect of upper secondary and tertiary education can
be explained by the lack of the corresponding educa-
tional institutions in the rural areas of Vietnam. Indi-
viduals wishing to participate in upper secondary and
tertiary education have to leave their home villages
and move to urban areas. It can be assumed that these
individuals are less likely to start a micro enterprise
in their home villages because there are better entre-
preneurial opportunities in the urban centres where
they gained their qualifications. Contrary to our hy-
pothesis, education does not have a significant effect
on the probability of starting a business out of neces-
sity. It seems that achieving a higher educational
level does not lower the probability of starting a
business out of necessity. As regards to household
income, our empirical results confirm that this has a
negative effect on necessity-driven entrepreneurship
but cannot confirm a positive effect on opportunity-
driven entrepreneurship (Mueller 2006). This could
be explained by the relatively small amount of initial
investment that is needed for starting even an
opportunity-driven micro enterprise in Vietnam. We
can also confirm the limited ability of ethnic minor-
ities to start a micro enterprise out of necessity, which
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could be put down to the continuing social exclusion
of ethnic minorities in Vietnamese society (Xu 2015).
Interestingly, belonging to the ethnic majority does
not significantly influence the probability of starting
a micro enterprise out of opportunity. In line with the
literature, our empirical results prompt a positive
effect of risk-taking behaviour on opportunity-
driven entrepreneurship (Septlveda and Bonilla
2014), albeit only at the 11% level of significance.
We also find that risk-taking behaviour has a negative
effect on necessity-driven entrepreneurship; so, this
type of entrepreneurship seems to be more common
for risk-averse individuals. Our empirical results also
confirm the positive effect of having personal expe-
rience of running a micro enterprise on opportunity-
driven entrepreneurship. This is in line with the liter-
ature (Reynolds 1997) and can be explained by a
better endowment with market-specific and
business-related information and knowledge ac-
quired while running the previous enterprise. How-
ever, experience of self-employment, represented
here by having run a micro enterprise personally in
2008, has no significant effect on the probability of
starting a micro enterprise out of necessity. Further-
more, our empirical results confirm the positive ef-
fect of having entrepreneurial role models within the
family (Chlosta et al. 2012), but only for necessity-
driven entrepreneurship. This finding is in contrast to
Wagner (2005), who showed that opportunity-driven
entrepreneurs are more likely to have an entrepre-
neurial role model in the family than necessity-
driven entrepreneurs. However, it is in line with the
finding by Verheul et al. (2010) that family role
models have a stronger effect on necessity-driven
entrepreneurship.

4.2.2 Regional fixed effects

Our results show that the village and commune
characteristics analysed do not have any significant
effect on the probability of starting a micro enter-
prise out of necessity. This result is not surprising
given that the estimation of the intra-cluster correla-
tion already negated a significant effect of the vil-
lage and commune levels on necessity-driven entre-
preneurship. However, we do find village and com-
mune characteristics that have a significant effect on
the probability of starting a micro enterprise out of
opportunity.
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Our results partly confirm the assumed positive
effect of the domain of market conditions by dem-
onstrating that the proximity to local markets has a
positive effect on opportunity-driven entrepreneur-
ship. The likelihood of starting a micro enterprise
out of opportunity decreases by a factor of 0.9619
with every additional minute of travel time needed
to reach the nearest local market. This can be
attributed to having poorer access to additional
customers, business-related services and suppliers.
However, we cannot confirm the positive effect of
a wide base of local customers on micro entrepre-
neurship that was shown by Lingelbach et al.
(2005). It seems that it is more important to reach
potential customers and middle men in the nearest
larger market. This finding can be explained by
the relatively low household incomes and the as-
sociated low demand from local consumers in rural
areas. In such an environment, it is essential to be
linked to the wider economy in nearby local mar-
kets (Shaw 2004). Another interesting finding is
that the location of a village on a slope has a
positive effect on opportunity-driven entrepreneur-
ship, albeit only at the 11% level of significance.
Individuals living in a village in such a location
exhibit a 54.98% higher likelihood of starting a
micro enterprise out of opportunity than individ-
uals not living in such a location. Thus, we cannot
confirm the findings of Felkner and Townsend
(2011), who argue that favourable geographical
conditions increase the probability of starting an
enterprise.

Contrary to our hypothesis, we cannot confirm
a positive effect of the domain of finances on
opportunity-driven entrepreneurship. This could be
explained by the fact that the mere existence of a
bank in the village is not sufficient for starting a
micro enterprise. What is important, is that the
bank provides affordable micro loans, which is
often not the case in rural Vietnam (GEM 2013).
Therefore, rural households strongly rely on infor-
mal credit arrangements with neighbours, friends
and relatives (Barslund and Tarp 2008), probably
being more important for the ability to start a
micro enterprise than the availability of formal
credit institutes.

Surprisingly, the domain of the entrepreneurship
culture, measured by the share of households that
ran a micro enterprise in 2008, has no effect on
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opportunity- or necessity-driven entrepreneurship.
We also tested whether the effect of the share of
households that ran a micro enterprise in 2008
becomes significant at the commune level, but this
is not the case, either. It seems that the individual
start-up decision is mainly influenced by an indi-
vidual’s own experiences and having family role
models, but not by being surrounded by self-
employed neighbours. We thus cannot confirm
the assumed effect of the self-employment life
mode introduced above (Stam 2011).

Interestingly, the number of large formally regis-
tered enterprises in a commune can be seen to have
a significant negative effect on the probability of
starting a micro enterprise out of opportunity, which
decreases by a factor of 0.3187 with every addition-
al formally registered enterprise. Consequently, we
can confirm the assumed negative effect of the
wage-earner life mode on opportunity-driven entre-
preneurship (Stam 2011). This finding shows that
micro entrepreneurship is more likely to evolve in
regions with fewer options for wage employment
(Mueller 2006).

Our empirical results show the existence of
state-owned enterprises to have a positive effect
on opportunity-driven entrepreneurship, which
comes as a surprise. The likelihood of starting a
micro enterprise out of opportunity increases by a
factor of 1.9027 with every additional state-owned
enterprise located in the commune. As this finding
is quite unexpected, it is necessary to take a closer
look at the role of state-owned enterprises for the
regional economy in rural Vietnam. As they re-
ceive subsidies, state-owned enterprises can sur-
vive in communes where private firms are unable
to operate profitably. In such communes, state-
owned enterprises are important actors, as the en-
terprises themselves as well as their employees
generate local demand for services, thereby provid-
ing economic opportunities for local entrepreneurs.
However, these state-owned enterprises are reliant
on subsidies and trade protection provided by the
Vietnamese government in order to be able to
survive in these rural communities (Pincus et al.
2012). If the government decides to reduce its
support, the state-owned enterprises will be
confronted by major challenges, which will in turn
endanger the business model of the local micro
enterprises.
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5 Conclusion

The aim of this paper was to contribute to the discus-
sion surrounding the hierarchical regional impact on
start-up activities in rural areas of emerging markets
by estimating the effects of explanatory factors at
different levels (individual, village and commune)
on the probability of starting different types of micro
enterprise as well as by identifying independent var-
iables that capture these effects. Our findings can be
seen as a first step towards adapting the ideas of the
entrepreneurial ecosystem model to the conditions of
rural areas in emerging markets.

Our analyses reveal that identifying the motivation
behind starting a micro enterprise is a good way to split
entrepreneurship into two groups that are affected by
very different factors. Opportunity-driven entrepre-
neurship in rural areas of emerging markets is influ-
enced by individual factors that are used in the entre-
preneurship literature to explain entrepreneurship in
developed countries, such as education, experience of
running an enterprise and being willing to take risks. In
contrast, necessity-driven entrepreneurship is influ-
enced by factors more commonly used in the literature
on developing economies, such as being risk-averse,
having a low income and being female.

Although we found evidence that the individual
level is the most important level for explaining both
opportunity- and necessity-driven entrepreneurship,
our empirical results also indicate that factors at
regional levels contribute significantly, albeit only
towards explaining opportunity-driven entrepreneur-
ship. In this respect, it is not only the village that is
important but also the wider economic environment
that serves as an extended market in which demand is
generated, competition takes place and wage employ-
ment alternatives are offered. Opportunity-driven en-
trepreneurship is thus more likely to evolve in areas
with access to young, risk-seeking and well-educated
individuals with entrepreneurial experience. Further-
more, villages close to a local market, with less
favourable geographical conditions for agricultural
activities, and located in a commune with fewer
options for wage employment, but with the existence
of heavily subsidized state-owned enterprises have
advantages with regard to local opportunity-driven
entrepreneurship. It seems that opportunity-driven
entrepreneurship is a transitional solution for regions
that are not yet able to provide enough opportunities
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for wage employment, but already exhibit good ac-
cessibility of local markets and demand. In contrast,
necessity-driven entrepreneurship emerges indepen-
dently of the regional characteristics.

We found that opportunity-driven entrepreneur-
ship is context-specific and cannot evolve in all re-
gional settings. It is essential that the regional eco-
nomic environment offers entrepreneurial opportuni-
ties. In this respect, the market conditions in particu-
lar are crucial. Opportunity-driven entrepreneurship
cannot evolve in very poor and remote regions due to
the long distances to markets. Here, it is necessary to
improve the accessibility of local markets and the
quality of local infrastructure in order to foster micro
entrepreneurship. In structurally weak regions, state-
owned enterprises have so far created local demand
that acts as an impulse for entrepreneurial activities.
Nevertheless, it is questionable whether the state-
owned enterprises would survive without govern-
ment support in such regions. The closure of a
state-owned enterprise, or its relocation after privat-
ization, could have a strong negative impact on the
local economy and consequently on the local entre-
preneurs. Structural change must therefore be fos-
tered in such a way as to improve the business cli-
mate for private sector development, allowing new
micro enterprises to grow. Without a growing non-
farm sector in the rural areas, opportunities for either
entrepreneurs or wage labourers are too limited.

It must also be taken into account that not every
individual is in a position to become an entrepreneur.
In this respect, human capital seems to be a crucial
individual factor that fosters opportunity-driven en-
trepreneurship. To avoid education-related migration
to the urban centres, vocational training centres in
rural areas could be enlarged. Moreover, individual
experience of running a micro enterprise seems to be
important. To enable also individuals with no person-
al experience of running a micro enterprise to start
entrepreneurial activities, teaching programs, such as
the ‘Start and Improve your Business Program’,
which fosters entrepreneurial skills by teaching how
to discover, assess and implement possible opportu-
nities in the regional market, could be extended to
rural areas. Currently, the teaching centres are located
in the provincial capitals and are thus not accessible
to individuals living in remote areas.

Finally, some limitations of this study must be
mentioned. First, the data used was collected solely
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in three provinces of rural Vietnam. The empirical
results are therefore only representative for these
case study regions and the ability to find the same
findings in a different empirical setting is question-
able. In addition, the estimated regional effects
would probably be much larger if more provinces
were included, in particular more urban and eco-
nomically developed ones. Second, as it was not
possible to conduct the survey annually, we have
to deal with a time span of 1 to 3 years between
the independent variables and the dependent vari-
able. It may therefore not be possible to measure
short-term effects on entrepreneurial activities.
Third, the individual access to loan could not be
included into the statistical models. This is due to
the fact that even though the questionnaire includes
information about the formal and informal loans that
a household currently holds, it lacks the information
about the principal access to formal and informal
loans which a household could obtain if needed.
Hence, individual access to loan was not included
into the statistical models.

To enhance the knowledge about micro entrepre-
neurship in rural areas of emerging markets, further
research should focus in more detail on the domain
of finance. As local access to formal finance does
not seem to be an important factor when it comes to
the individual decision to start a micro enterprise, it
would be interesting to examine local access to
informal finance more closely. In addition, a closer
look at the effect of state-owned enterprises on mi-
cro entrepreneurship in rural Vietnam is needed in
order to obtain a more detailed explanation of their
positive effect on opportunity-driven entrepreneur-
ship. Furthermore, an analysis of the successes and
failures of new micro enterprises could provide an
opportunity to strengthen the perspective on the
performance of new micro enterprises in rural
emerging markets.
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Appendix

Table 7 Multilevel binary-logistic regression results for starting any micro enterprise

Odds ratio
(standard error)

Odds ratio
(standard error)

Odds ratio
(standard error)

QOdds ratio
(standard error)

Fixed effects

mO0

ml

m2

m3

Individual characteristics
Gender (male = 1)
Age (years)
Age (ycars)2
Primary education (yes = 1)
Lower secondary education (yes = 1)
Upper secondary education (yes = 1)
Tertiary education (yes = 1)

Individual ran a micro enterprise in 2008 (yes = 1)
Risk attitude of household (totally willing to take

risks = 10)
Belonging to the ethnic majority (majority = 1)

Per capita income per month, SUS PPP

Houschold ran a micro enterprise in 2008 (yes = 1)

Village characteristics
Number of inhabitants in the village

Travel distance to the nearest market place in
minutes

Travel distance to the provincial capital in minutes

Bank in the village (yes = 1)
Geographical position of the village (slope = 1)

Share of households in the village running a micro

enterprise in 2008

Commune characteristics

Number of formally registered enterprises in the
commune

Number of large enterprises in the commune
(employees >300)

Number of state-owned enterprises in the commune

Constant

Random effects
comm var.(_cons)
comm > vill var.(_cons)

Model fit statistics
Observations
ICC commune
ICC village
Prob > chi2
Deviance

0.0217%%* (0.0029)

0.1903
0.1801

5317
0.0520

0.049211
0.0604

1230.7893

0.7000%* (0.1299)
1.2044**% (0.0631)
0.9977%%% (0.0007)
1.9633 (0.9173)
2.3055%* (0.8996)
1.1221 (0.5112)
2.0297 (1.0973)
1.6515% (0.4523)
0.9902 (0.0349)

1.9923** (0.6546)
0.9999 (0.0005)
1.8008** (0.4437)

0.0002##* (0.0002)

0.1193
0.1618

5317
0.0334

0.0453
0.2214

1139.8799

0.6973* (0.1294)
1.2039%%% (0.0631)
0.9977*%% (0.0007)
1.9036 (0.8903)
2.2922** (0.8951)
1.2188 (0.5578)
1.8503 (1.0052)
1.6347* (0.4476)
0.9999 (0.0348)

2.1240** (0.7263)
0.9999 (0.0005)
1.8613** (0.4938)

0.9999 (0.0002)
0.9832 (0.0110)

1.0030 (0.0019)
0.9101 (0.3145)
1.4970* (0.3159)
0.8895 (0.4565)

0.0002*** (0.0002)

0.0845
0.1070

5317
0.0243
0.0307
0.4818
1131.8540

0.6980* (0.1296)
1.20817*%%* (0.0632)
0.9977%%% (0.0007)
1.8834 (0.8794)
2.3020%* (0.8956)
1.2296 (0.5632)
1.8736 (1.0161)
1.6439* (0.4508)
1.0011 (0.0348)

2.1369** (0.7219)
0.9999 (0.0005)
1.8639** (0.4962)

0.9999 (0.0002)
0.9824* (0.0109)

1.0020 (0.0019)
0.9858 (0.9858)
1.5448 (0.3201)
0.8611 (0.4278)

0.9660 (0.0211)
0.4521%* (0.2082)

1.2944 (0.2880)

0.0002*** (0.0002)

0.0143
0.1032

5317
0.0042
0.0303
0.7621
1124.3749

The pseudo R* for model m3 is 0.0902. Source: Own calculations based on DFG-FOR 756 Household Survey 2010 and 2013, DFG-FOR

756 Village Head Survey 2010, and the Vietnam Enterprise Survey 2010

*#*Significant at 1% level (p < 0.01); **Significant at 5% level (p < 0.05); *Significant at 10% level (p < 0.1)
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Abstract

Most of the empirical work conducted on entrepreneurship has so far focused on the start-up
process of technologically dynamic enterprises in developed countries, while empirical studies
on the determinants of enterprise survival remain scare, particularly concerning micro
enterprises located in rural areas of emerging markets. This paper attempts to address this gap
in the research by using three-level proportional hazards mixed effects regressions to analyze
the effects of factors at different explanatory levels (micro enterprise, village and district) on
the survival probability of micro enterprises in rural Vietnam. Our analyses show that
enterprise-specific characteristics dominate with regard to explaining the survival probability
of such micro enterprises. Nevertheless, the spatial context also contributes significantly
towards the survival probability, albeit with a smaller impact. Interestingly, the survival
probabilities of opportunity-driven and necessity-driven micro enterprises are found to be
influenced by similar enterprise-specific and linkage-related, but by different location-specific
factors.
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Keywords: micro enterprise survival, opportunity-driven entrepreneurship, necessity-driven
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6.1 Introduction

Since the introduction of the economic transformation (Doi Moi) towards a market economy in
1986, an increase in the number of formal enterprises has been observed in Vietnam. The
accompanying structural change has led to a significant increase in the average monthly income
per capita and to a substantial reduction of poverty (Revilla Diez 2016). Despite this overall
positive trend, social and regional inequalities have increased over the last few decades, as
economic prosperity has been concentrated mainly in the urban centres. Consequently, poverty
remains a serious problem in rural areas and outmigration to the urban centres is a common
response to this (Revilla Diez 2016). As empirical work has shown that micro entrepreneurship
is able to reduce poverty, and increase income and consumption (Lanjouw and Lanjouw 2001,
Van de Walle and Cratty 2004), policy maker hold high hopes that micro entrepreneurship has

the potential to diminish social and regional inequality.

In recent years, empirical work has analyzed in depth which individual and spatial
determinants influence start-up activities highlighting that entrepreneurship is driven by factors
at different explanatory levels (Shane 2003, Hindle 2010, GEM 2013, Hundt and Sternberg
2016). However, studies that focus on the survival probability of micro enterprises remain
scarce, as reliable information about business closures are limited. Particularly, there is a lack
of empirical work focusing on the spatial variation of the survival probability of micro
enterprises within rural areas of emerging markets. Previous research on the survival of micro
enterprises has focused mainly on the impact of enterprise-specific characteristics, such as
enterprise size, and characteristics related to the business head, such as education, risk tolerance
and prior experience of running a business (Ciavarella et al. 2004, Xu and Ruef 2004, Bekele
and Worku 2008), while neglecting the impact of spatial factors. However, from an economic
geography perspective, spatial differences in the survival probability of micro enterprises can
be assumed to exist, as locations vary in terms of access to resources, the quality of
infrastructure and institutions, the degree of competition and the market potential (Shane 2003).
The few studies that address the impact of spatial factors focus primarily on agglomeration
effects and infrastructure (Rosenthal and Strange 2003, Vijverberg and Haughton 2002, He et
al. 2015) or simply compare different types of regions (Littunen 2000) but fail to examine the
impact of the underlying institutions and the importance of the hierarchical structure of

geographical space.

The aim of this paper is to contribute to the discussion surrounding the multi-scalar

phenomenon of the survival of micro enterprises in rural areas of emerging economies by

70



Who survives over time? — A multilevel survival analysis of micro enterprises in rural Vietnam

estimating the effects of different explanatory levels (micro enterprise, village and district) on
the survival probability of micro enterprises as well as by identifying independent variables that
capture these effects.

The next section introduces the conceptual framework, while the third section describes the
database, the empirical framework and the methodology. Subsequently, the fourth section

presents and discusses the empirical results, while the fifth section concludes the paper.

6.2 The survival of rural micro enterprises as a multi-scalar phenomenon

According to Boschma and Martin (2010), enterprise survival can be viewed from an
evolutionary perspective. They claim that in a competitive market environment fitter enterprises
survive, while less fit enterprises have to shut down due to selective market mechanisms. In
transition markets, where entrepreneurial experiences are in their infancy and transformation
processes lead to less stable economic conditions, the selective market mechanisms result in
relatively high failure rates (Goreski 1995). Although the elimination of inefficient enterprises
can be seen as a necessary process for regional economic progress (Boschma and Martin 2010),
the closure of an enterprise can have a negative impact on the wellbeing of the business head’s

family by increasing their risk of falling (back) into poverty (Sohns and Revilla Diez 2017).

In Vietnam, micro enterprises are run relatively often by opportunity-driven
entrepreneurs (GEM 2013) who see opportunities in the market and want to use these
opportunities anticipatorily (Gindling and Newhouse 2012). Opportunity-driven entrepreneurs
frequently hire non-family employees and make quite a substantial initial investment
(Gottschalk et al. 2010, Bruinjes and Revilla Diez 2012). The closure of such a micro enterprise
can be assumed to impact negatively on the wellbeing of the entrepreneur’s family as well as
that of the non-family employees and, due to possible feedback effects, may also affect the
regional economy in general. However, in rural Vietnam there are also micro enterprises that
are run by necessity-driven entrepreneurs in order to supplement household income for a certain
period of time (Gindling and Newhouse 2012). These entrepreneurs are less willing to hire non-
family employees and make a smaller initial investment compared to business founders that
started their business out of opportunity (Gottschalk et al. 2010, Brilinjes and Revilla Diez
2012). It is not clear whether the closure of such a necessity-driven micro enterprise is to be
seen as a detrimental event, especially when the entrepreneur switches to a more lucrative
economic activity instead. Hence, we distinguish between opportunity-driven and necessity-
driven micro enterprises when addressing the question of which factors influence the survival

probability of micro enterprises in a rural emerging-market context.
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According to Hodgson (1993), the survival of an enterprise is shaped not only by
enterprise-specific factors, but also by the characteristics of the surrounding economic
environment. Hence, all enterprises evolve due to their interaction with their regional
environment and are influenced by location-specific characteristics (Moore 1993). Following
these arguments, it can be assumed that the economic environment in which a micro enterprise
is located as well as the linkages between the micro enterprise and the economic environment
influence the survival probability of the enterprise (Storey and Wynarczyk 1996) in addition to
its enterprise-specific characteristics. In this respect, factors at different spatial levels can be

assumed to affect the performance of micro enterprises.

In Vietnam, regional economic prosperity differs considerably between urban and rural
provinces, and between individual rural provinces (General Statistics Office of Vietnam 2017).
Even within a single rural province the economic conditions differ substantially (Sohns and
Revilla Diez forthcoming), in respect to the proximity to markets, the population density, or the
economic structure, all of which potentially influence the performance of micro enterprises. As
micro enterprises in rural Vietnam are mainly integrated into local markets, the spatial
dimension used in this paper is small-scaled, referring to the village and district levels. We
chose the district level, as we consider the district to be an extended job market and a broad
area in which competition takes place. A rural district consists of several communes, which are
the smallest administrative unit in Vietham. A commune comprises several villages, each of
which is defined as a cohesive spatial entity and is managed as an autonomous system by a
village head. We chose the village level, as the village is an important social institution and
unofficially regarded as the fourth tier of the administrative system in rural Vietnam (Oxfam
2013).

6.2.1 The impact of enterprise-specific factors

One well-studied enterprise-specific factor that influences the survival probability of an
enterprise is its size. In principle, it is assumed that larger enterprises have a higher survival
probability than smaller enterprises (Mata et al. 1995, Vijverberg and Haughton 2002).
However, the work of Mead and Liedholm (1998) indicates that in emerging markets the size
of an enterprise is not necessarily a guarantor for survival. Their results show that smaller
enterprises are more likely to survive than larger ones. This finding may be associated with the
advantage of smaller enterprises in being organized more easily and more flexibly (You 1995).
Besides the enterprise size, the personal characteristics of the business head have to be taken

into account. One undisputed individual factor that influences the survival of an enterprise is
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the business head’s education level (Bates 1990). On the one hand, it can be assumed that a
more highly educated business head will be able to recognize and exploit business opportunities
in the market better and therefore also to run an enterprise more successfully (Bates 1990). On
the other hand, a business head with a higher level of education is also more likely to find more
lucrative employment in the formal sector, which consequently could lead to the closure of the
business, especially in the case of necessity-driven micro enterprises (Nafziger and Terrell
1996). The age of the business head is another well-studied enterprise-specific factor that
determines the survival probability of enterprises (Storey and Wynarczyk 1996). Most of the
empirical work estimates an inverted u-curve for the effect of the business head’s age on the
survival probability of enterprises, peaking for middle-age business heads, as they have already
gathered valuable life experience, but still have enough energy to run an enterprise successfully
(Storey and Wynarczyk 1996, Vijverberg and Haughton 2002). The business head’s gender is
also seen as an important enterprise-specific factor to explain the survival probability of an
enterprise. However, the empirical studies conducted so far are not consistent with regard to
the direction of the gender effect. Mead and Liedholm (1998), for instance, estimated a lower
survival probability for female-headed enterprises than for male-headed enterprises. In contrast,
Vijverberg and Haughton (2002) estimated a higher survival probability for female-headed
enterprises compared to their male-headed counterparts. The business head’s social capital is
another factor that is crucial for the survival probability of his or her enterprise (Minten and
Fafchamps 2001). In this respect, it can be assumed that the ongoing social exclusion of ethnic
minorities in Vietnamese society (Xu 2015) could limit the social capital of their members and
consequently lower the survival probability of their micro enterprises. In addition, the financial
capital of the business head has to be taken into account, as greater financial assets can be used

to bridge periods of business weakness (Holtz-Eakin et al. 1994).

6.2.2 The impact of linkages between micro enterprises and the local economic

environment and beyond

As all enterprises evolve due to their interaction with their regional environment (Moore 1993),
the linkages between micro enterprises and the local economy and beyond can impact on their
survival probability. In a classic theoretical sense, these linkages can be divided into production
and consumption linkages (B6hme and Thiele 2014). Consumption linkages refer to the sale of
a product. Production linkages refer to the purchasing of inputs by an enterprise, known as
backward linkages, and to the use of the output of an enterprise as an input in the production

activities of other enterprises, known as forward linkages (Hirschmann 1958). In rural areas of
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emerging markets, micro enterprises with formal forward linkages are rare (Béhme and Thiele
2014), while micro enterprises that have formal backward linkages are more common (Béhme
and Thiele 2014).

When discussing the effects of linkages, the spatial dimension of these linkages has to
be taken into account. In this respect, intra-regional and inter-regional linkages can be
distinguished. Intra-regional linkages refer to interactions with actors within the local economy,
while inter-regional linkages concern interactions with those outside the local economy.
Though several studies on entrepreneurship in developed countries assume that intra-regional
linkages are more important for the innovation processes of small firms than inter-regional
linkages (Sternberg 1999), this assumption does not necessarily hold in the context of rural
areas in emerging countries, as in peripheral areas of emerging countries a critical mass of local
knowledge is rarely achieved (Burcher et al. 2015). There, inter-regional linkages can be seen
as a possible channel to broaden the business head’s information basis. As this additional
information can lead to a competitive advantage, we assume that inter-regional linkages might
increase the survival probability of micro enterprises.

In the early discussion about enterprise linkages (Hirschmann 1958), the social
dimension was neglected. However, the social dimension has since been incorporated into the
theoretical discussion. In 1996, Kaufmann and Kaliberda highlighted the particular importance
of social linkages between economic actors in transition economies like Vietnam. There, a lack
of confidence in official actors and institutions is still persistent (Gérxhani 2004, Nguyen 2005),
as the legal system is not transparent and corruption is prevalent (Revilla Diez 2016). A
common hypothesis is that in such an institutional setting, enterprises strongly rely on trust-
based interactions, which substitute effective market mechanisms (Guseva and Rona-Tas
2001). In such an economic environment, micro enterprises run by business heads who can rely
on trust-based relationships can be assumed to have a higher survival probability than micro

enterprises run by business heads without such trust-based relationships.

6.2.3 The impact of location-specific factors

Especially in the context of a transition economy like Vietnam, it is important to highlight the
role of the underlying market institutions (Nguyen et al. 2013). Despite the profound macro-
economic reform process, Vietnam’s political system has not yet been fundamentally
transformed (Revilla Diez 2016). The Communist Party continues to support the remaining

state-owned enterprises by means of subsidies and easier access to major resources (Pincus et
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al. 2012). This leads to distortions of competition, resulting in an ongoing discrimination against
non-state actors as regards access to resources (Revilla Diez 2016). Hence, the selection process
does not necessarily favour the most efficient firms, which can be assumed to have a negative
impact on the performance. In this respect, the empirical work by Nguyen et al. (2013) shows
that private firms grow more dynamically in regions where state-owned enterprises are less
prevalent. Hence, we assume that a regional dominance of state-owned enterprises is likely to
hamper the growth and consequently the survival of micro enterprises.

According to Barnett and McKendrick (2004), the regional degree of competition also
explain the survival probability of enterprises. They argue that a high degree of competition can
be seen as a constraint associated with a lower survival probability of inefficient enterprises.
However, they also claim that a high degree of competition can be regarded as a contest leading
to greater effort in continuous business adaption and thereby to a higher survival probability of

enterprises in the long term (Barnett and McKendrick 2004).

Another common hypothesis is that the regional economy can have both a pro-cyclical
and an anti-cyclical effect on micro enterprises. In this respect, Fortuna and Prates (1989) back
the pro-cyclical hypothesis which assumes that micro enterprises benefit when the formal sector
prospers, as a prospering formal sector leads to increasing incomes and also boosts demand for
products and services provided by micro enterprises. In contrast, Kaufmann and Kaliberda
(1996) back the anti-cyclical hypothesis which assumes that micro enterprises close down
during periods when the formal sector prospers, as the entrepreneurs are then able to find wage
employment in the formal sector more easily. As business heads of necessity-driven enterprises
often start their enterprises only in order to smooth income until they find a more lucrative job
instead, an anti-cyclical effect of a prospering formal sector on the survival probability might

emerge for necessity-driven micro enterprises.

Other location-specific factors referred to as influencing business performance and
consequently the survival probability of enterprises are the access to customers and markets as
well as the availability of financial services (Isenberg 2011). Hence, it can be assumed that a
large population positively influences the survival probability of micro enterprises, due to a
wider base of potential consumers (Sleutjes 2012). However, rural villages in Vietnam are
commonly characterized by low demand, as the inhabitants are still relatively poor (Le et al.
2014). In such an economic environment, proximity to larger towns is regarded as a crucial
factor for reaching a broader base of wealthier customers and being connected with the wider

economy (Vijverberg and Haughton 2002). In addition, it is reasonable to assume that good
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access to financial services increases the survival probability of micro enterprises (Bekele and
Worku 2008), as a lack of access to finance is known to be a major constraint for micro
enterprises in Vietham (GEM 2013).

Figure 6-1: Conceptual framework

independent variables assumed effects on the survival probability of
opportunity-driven necessity-driven
micro enterprises micro enterprises
location-specific — dominance of state owned enterprises } }
fact . .
actors — regional economic development of the formal sector 1 !
— access to customers and markets t 1
— access to financial services t t
— degree of competition 1 |
linkage-related — trust among actors t 1
factors . . .
— inter-regional backward linkages t t
enterprise-specific — socio-economic characteristics of the business head t t
factors — personal and family related shocks } }
— size of micro enterprise T l T l

Source: Own illustration.

6.3 Data, empirical framework and methodology

The empirical analyses conducted in this paper are based on four different data sets. Three of
them were compiled in the course of the DFG Research Unit FOR 756, named ‘Impact of shocks
on the vulnerability to poverty: consequences for development of emerging Southeast Asian

economies’.

The research project included a household survey, which was conducted in 2007, 2008,
2010 and 2013 in rural communes of three Vietnamese provinces, namely Ha Tinh on the north
central coast, Thua Thien-Hue on the central coast and Dak Lak in the central highlands. The
communes were selected in a heuristic procedure according to their size, ascertaining that every
district of the case study provinces is represented in the sample. In each commune two villages
were chosen and then for each village 10 households were selected randomly out of all the
households located in the village. These households were interviewed in each wave to gather
socioeconomic information about all household members and their economic activities using a
standardized questionnaire. In 2010, a randomly selected subsample of 50% of the original
households was surveyed with an additional small business questionnaire in order to gain more
detailed information about their micro enterprises (Briinjes and Revilla Diez 2013).
Additionally, a survey that had been conducted among the village heads of the 222 selected
Vietnamese villages was used as a source of information to operationalize the location-specific

factors referring to access to financial services and to customers and markets.
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To gain information about the regional economic development of the formal sector and
the regional dominance of state-owned enterprises, we used the annual Vietnam Enterprise
Survey of the General Statistics Office of Vietnam in addition. The Vietnam Enterprise Survey
covers all domestic firms that are formally registered under the Enterprise Law and have more
than 10 employees, as well as all multinational and state-owned enterprises (SOES) irrespective

of their size.

By combining the data sets described, two hierarchically ordered data sets were
obtained. One data set includes 177 opportunity-driven micro enterprises that are nested in 104
villages, which are in turn nested in 30 districts. The second data set contains 135 necessity-

driven micro enterprises that are nested in 92 villages, which are also nested in 30 districts.

6.3.1 Empirical framework

To operationalize the conceptual framework, we checked whether the micro enterprises
surveyed in 2010 still existed in 2013. We marked them as survived if they continued to exist
and as failed if they no longer existed (survived=0, failed=1). To track the micro enterprises
over time, we used the year in which the micro enterprise was founded and the business type.
As the information used to create the independent variables refers to the year 2010, the resulting
time gap allowed us to estimate the influence of the independent variables on the survival
probability of these micro enterprises. To distinguish between micro enterprises that were
started out of opportunity and those that were started out of necessity, we used the motivation
behind starting a micro enterprise by following Briinjes and Revilla Diez (2012).

Table 6-1: Independent variables — micro enterprise and linkage characteristics

Label mean std. dev min max obs.
number of employees 0.43 1.16 0 10 312
annual sales, USD PPP 1234.59 1611.94 0 12416.25 312
gender (male=1) 0.38 0.49 0 1 312
age (years) 44.61 12.48 19 82 312
age (years)? 2145.45 1256.80 361 6724 312
lower secondary education or higher (yes=1) 0.81 0.39 0 1 312
belonging to the ethnic majority (majority=1) 0.94 0.25 0 1 312
per capita income per month, USD PPP 172.87 203.51 -1771.87 1547.12 312
occurrence of individual shocks (yes=1) 0.24 0.43 0 1 312
competition (yes=1) 0.62 0.49 0 1 312
trusting traders (yes=1) 0.23 0.42 0 1 312

share of inputs procured from outside the district but within
the province as %
share of inputs procured from outside the province as % 1.60 11.59 0 100 312

Source: Own calculations based on DFG-FOR 756 Household Survey 2010 and 2013.

13.43 32.50 0 100 312
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At the micro enterprise level, we operationalized the size of a micro enterprise by using
the number of employees as well as the annual sales in USD PPP (Mead and Liedholm 1998,
Vijverberg and Haughton 2002). Furthermore, we included the business head’s age and age
squared in our model to take into account the underlying non-linear relationship between an
entrepreneur’s age and the survival probability of his or her micro enterprise (Storey and
Wynarczyk 1996). As Vietnam features complex options of tertiary education, we did not
calculate the number of years that a business head was educated. Instead, we used a
dichotomous variable, where a value of one represents a business head who had achieved at
least a lower secondary education level. We also controlled for the business head’s gender using
a dichotomous variable, where a value of one refers to a male business head. To take into
account that female-headed enterprises often close down due to personal failure (Mead and
Liedholm 1998), we integrated the occurrence of individual shocks into our model using a
dichotomous variable. To operationalize membership of an ethnic minority we also used a
dichotomous variable, with a value of one referring to a business head who belongs to
Vietnam’s ethnic majority (Vijverberg and Haughton 2002). In addition, we controlled for the
monthly per capita income in USD PPP. Although competition is theoretically seen as an
attribute of the regional economy (Barnett and McKendrick 2004), we operationalized the
degree of competition from a micro enterprise perspective, as the decision to put effort into
continuous business adaption is made on the basis of perceived competition rather than on
actual competition (Kemp and Hanemaaijer 2004). We therefore added another dichotomous
variable to our model. Here, a value of one refers to a business head who perceives moderate

and strong competition and a value of zero to a business head who perceives no competition.

Furthermore, all linkage-related factors were measured at the micro enterprise level. We
combined the aspects of consumption linkages (Béhme and Thiele 2014) and social linkages
(Kaufmann and Kaliberda 1996) by surveying how strongly traders are trusted. The possible
answers were “do not trust them at all”, “trust them very little”, “trust them quite a lot”, “trust
them a lot” and “trust them entirely”. We formed a dichotomous variable from these categories,
where a value of one refers to the categories “trust them quite a lot”, “trust them a lot” and “trust
them entirely”. To operationalize the spatial dimension of backward linkages (Bohme and
Thiele 2014), we used the share of inputs that are procured from outside the rural district but

within the province and the share of inputs that are procured from outside the province.

At the village level, we operationalized the market size by integrating the number of

inhabitants in the villages into our model (Sleutjes 2012). To analyze the proximity to markets,
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we used two independent variables, namely the travel distances in minutes to the next
intermediate city and to the provincial capital, which also serve as a proxy for infrastructural
quality (Vijverberg and Haughton 2002). In addition, we used a dichotomous variable to take
access to financial services into account. A value of one refers to a bank being located in the
village (Cook and Nixson 2000).

Table 6-2: Independent variables - village characteristics

Label mean std. dev min max obs.
number of inhabitants in the village 1102.62 876.46 137 5058 312
travel distance to intermediate city in minutes 24.05 16.50 3 120 312
travel distance to provincial capital in minutes 58.27 47.29 6 360 312
banking (yes=1) 0.12 0.32 0 1 312

Source: Own calculations based on DFG-FOR 756 Village Head Survey 2010.

At the district level, we operationalized regional economic development by using the
growth rates of the revenue of all formally registered firms between the years 2010 and 2013
(Fortuna and Prates 1989, Kaufmann and Kaliberda 1996). Furthermore, we used the share of
formal wage workers that are employed by an SOE as a proxy for the regional socialist influence
(Pincus et al. 2012).

Table 6-3: Independent variables - district characteristics

Label mean std. dev min max obs.
share of formal wage workers employed by an SOE 0.20 0.24 0 0.81 312
growth rate of revenue in the formal sector 2010/2013 0.45 0.96 -0.75 4.00 312

Source: Own calculations based on the Vietnam Enterprise Survey 2010 and 2013.

6.3.2 Methodology

To estimate the statistical effects of explanatory variables at different levels on the survival
probability of micro enterprises, we uses a three-level proportional hazards mixed effects model

that combines the advantages of survival regressions and multilevel regressions.

Survival analyses were initially used in biomedical research, where the length of time
until the death of a subject is modelled as a function of different independent factors (Hox
2010). This methodological idea can easily be transferred to phenomena in social and economic
research. Here, the survival function reports the probability of surviving beyond a specific time,
while the hazard function reports the probability of the failure event occurring in a given interval
(Cleves et al. 2008). Survival analyses have the advantage of providing a substitution for the
normality assumption characterized by linear regressions. Moreover, survival analyses are able
to deal with different observation problems such as censoring and truncation (Cleves et al.
2008).
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Multi-level regression models are used for clustered data (Rabe-Hesketh and Skrondal
2008). Running standard regression models would violate the assumption of independence of
the observation and produce spuriously significant results, due to spatial autocorrelation
between observations that are located in the same higher hierarchical level (Hox 2010).
Following Rabe-Hesketh and Skrondal (2008), one possible multi-level approach to deal with
spatial autocorrelation is using hierarchical random effects models. While primarily used in
social science (Paterson and Goldstein 1991, Gorard 2003), hierarchical random effects models
have gained popularity in economics recently (Hundt and Sternberg 2016). Random intercept
models allow the error term to differ for different higher levels. In contrast, random coefficient
models also allow the effects of covariates to vary for different higher levels (Rabe-Hesketh
and Skrondal 2008).

We calculated three regression models: one to estimate the effects of the independent
variables on the hazard ratio of micro enterprises that were started out of necessity, and another
to estimate the effects of the independent variables on the hazard ratio of micro enterprises that
were started out of opportunity. The results of the model, predicting the hazard ratio of both
types of micro enterprises in one single regression, can be found in the appendix. The

underlying equation of the resulting three-level proportional hazards mixed effects model is:

log[hj,(t)] = log[ho(®)] exp(Booo + BpXpijk + BaZgjic + BrArk + Vook + Hoji + Eiji)

While log[h;;(t)] represents the hazard function of observation i in village j and
district k, log[hy(t)] represents the baseline hazard function. Furthermore, B represents the
coefficients of the explanatory variables Xk, Z,jx and A... Here, Xp;, represents the
explanatory variables at the micro enterprise level, Z,, ;. represents those at the village level and
Ay those at the district level. The error terms are represented by vgq (district level), pojy

(village level) and &;j;, (micro enterprise level).

One crucial model assumption to check for is the absence of multicollinearity (Backhaus
et al. 2006). A common way to check for this is to calculate the variance inflation factors (VIFs)
for the independent variables. In our analyses, the test for multicollinearity yields a mean VIF
of 5.33 for necessity-driven micro enterprises and of 6.41 for opportunity-driven micro
enterprises, so multicollinearity can be rejected even using the relatively strict upper limit of a
value of 10 (O’Brien 2007).
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6.4 Empirical results

From the 2010 small business survey, we were able to identify 312 micro enterprises that were
run by the interviewed households and located in their home villages. By 2013, 36% of these
micro enterprises had closed down. Using linear interpolation, these number would imply a 5-
year survival rate of 45%. This 5-year survival rate is significantly lower than the corresponding
rates estimated for enterprises in developed countries (Storey and Wynarczyk 1996, Audretsch
1995, Littunen 2000). However, finding significantly lower survival rates in the context of an
emerging market is not particularly surprising, as the economic conditions in emerging markets
tend to be more turbulent (Goreski 1995). The estimated 5-year survival rate of 45% can be
seen as reasonable in the context of emerging markets, as the rare empirical studies on micro
enterprise survival reach similar results: Mead and Liedholm (1998) estimated a 5-year survival
rate of 43% for enterprises in Zimbabwe, while Vijverberg and Haughton (2002) estimated a
corresponding rate of 39% for enterprises in Vietnam in 1998. Interestingly, our data show
significant spatial differences in the 5-year survival rates. At the provincial level, the relatively
poor province of Ha Tinh shows the lowest 5-year survival rate (28%), followed by the cash-
crop-based province of Dak Lak, with a rate of 33%. In contrast, the more well developed and
economically prospering province of Thua Thien Hue exhibits the highest 5-year survival rate
(51%).

In an emerging market context, large differences can be assumed to exist between micro
enterprises that failed financially and those that were closed voluntarily, for instance in favour
of starting another micro enterprise. Unfortunately, we have no information about the reasons
for enterprise closures. However, we can track the business heads over time and identify the
activity they pursue after closing their micro enterprise, due to the panel structure of the data.
Interestingly, our data show that only 15.3% of the business heads left their village after closing
their micro business, mainly to search for a new job or to obtain health treatment outside the
village. The majority of the business heads who remained in their home village after closing
their micro enterprise cultivated their own land (76.4%), were wage employed (27.0%) or ran
another micro enterprise (20.2%). Although we find no significant differences between the
survival rates of opportunity-driven and necessity-driven micro enterprises, we do find
significant differences between the two types of micro enterprise regarding the activity pursued
by the business heads after closing their micro enterprise. Cultivating their own land was more
common for business heads of necessity-driven micro enterprises (82.5%) than for those of
opportunity-driven micro enterprises (71.4%), as was taking up wage employment, where the
figures were 35.0% and 20.4% respectively. In contrast, running another micro business was
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more common for business heads of opportunity-driven micro enterprises (22.5%) than for their

counterparts with necessity-driven micro enterprises (17.5%).

6.4.1 Estimation and discussion of the general spatial effects

To answer the question as to whether spatial levels in general contribute significantly to
explaining the hazard ratio of micro enterprises, we calculated different intercept models (m0),
which contain no explanatory variables and decompose the variance into independent
components related to the different spatial levels (Hox 2010). After pre-calculating the effects
of different spatial levels, the results prompted us to use the village and district levels as the

spatial levels, as the commune level shows no significant impact:

log[hijk(t)] = log[hy(t)] exp(Booo + Voor + Hojk + Eijk)

In a second step, we calculated the intra-cluster correlations, which represent the random
effects and indicate “(...) the proportion of (the) group level variance compared to the total
variance” (Hox 2010:15) by using the following equations:

o’k
(6?i+06?%j+0%k)’

. . o’i L. o’ T
Micro enterprise level ool village level ETr district level
Here, o?i describes the residual variance at the micro enterprise level, while ¢?j
)

describes the residual variance at the village level and o2k that at the district level.

Using the intra-cluster correlation yields some interesting results. First, we are able to
show that 4% of the variance in the hazard ratio of both opportunity-driven and necessity-driven
micro enterprises can be explained by the spatial levels. Although its impact appears to be
relatively small, the spatial context contributes significantly towards explaining the survival
probability of micro enterprises. We see this result as evidence that the hazard ratio of micro
enterprises differs locally even in rural areas of emerging markets. The fact that the spatial
levels are found to have only a small impact can be explained by highlighting that the empirical
analyses are based on data collected solely in rural areas and it can be assumed that the hazard
ratio would show higher spatial variation if more provinces, particularly more urban ones, were
included in the analysis. Moreover, it is also possible that the week regional economic
conditions already hamper the opportunities for starting a micro enterprises. Consequently
micro enterprises only exist in more developed regions that are relatively similar to each other.

We can back this explanation by referring to earlier empirical work that is showing that 14.8%
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of the variance in the likelihood of starting an opportunity-driven micro enterprise can be
explained by the spatial levels (Sohns and Revilla Diez forthcoming). Second, we find a
significant influence of the village level (4.0%) only on the hazard ratio of opportunity-driven
micro enterprises. In contrast, we find a significant influence of the district level (4.2%) only
on the hazard ratio of necessity-driven micro enterprises. Consequently, we conclude that the
hazard ratio of opportunity-driven and necessity-driven micro enterprises is driven by different
spatial levels.

In a third step, we integrated the enterprise-specific and the linkage-related factors into
the models as explanatory variables (m1). This caused the village-level effect on the hazard
ratio of opportunity-driven micro enterprises to disappear. In contrast, the district-level effect
on the hazard ratio of necessity-driven micro enterprises continues to exist. We subsequently
added the village-specific (m2) and district-specific (m3) factors to the models. This led to the
disappearance of the district-level effect on the hazard ratio of necessity-driven micro

enterprises.

6.4.2 Discussion of the enterprise-specific, linkage-related and location-specific effects

In the following, we discuss the statistical effects of the explanatory variables included in the
final model (m3). Referring to Gelman and Stern (2006), we interpret the effect of an
explanatory variable if its margin of error is not significantly higher than 10%. We start by
discussing the enterprise-specific effects before examining the linkage-related and the location-
specific effects.

Enterprise-specific effects

With regard to the enterprise-specific factors, our results reveal that rising annual sales are
associated with a significant decrease in the hazard ratio of opportunity-driven micro
enterprises. In contrast, the hazard ratio of necessity-driven micro enterprises is not found to be
affected significantly by the level of annual sales. Rather, our results show that a larger
workforce increases the hazard ratio of necessity-driven micro enterprises significantly. This
result confirms the finding by Mead and Liedholm (1998) that smaller firms are more likely to
survive than larger firms, as they can be organized more easily and flexibly (You 1995). This
can be explained by the risk associated with having to pay wages to a large number of
employees during periods of business hardship. This is especially problematic for necessity-

driven micro enterprises, as they mainly employ family members that cannot be lay off easily.
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In such cases the micro enterprise often has to be closed completely and the business head has

to find another income source to support the whole family.

With regard to the characteristics of the business head, a negative effect on the hazard ratio
of both opportunity-driven and necessity-driven micro enterprises was estimated for the
occurrence of personal and family-related shocks, such as illness or death. Possible explanations
for this finding are the treatment costs and the time involved in caring for sick family members,
as well as the lack of adequate health and life insurance schemes. As expected, we find evidence
that with every additional year of the business head’s age the hazard ratio of both opportunity-
driven and necessity-driven micro enterprises decreases significantly. Consequently, we can
confirm the assumed positive effect of a business head’s life experience on the survival
probability of both types of micro enterprise. However, our empirical results confirm the
inverted u-curve of the effect of a business head’s age, representing a beneficial combination
of life experience and energy, only for necessity-driven micro enterprises (Storey and
Wynarczyk 1996, Vijverberg and Haughton 2002). Interestingly, the gender of the business
head has no significant effect on the hazard ratio of neither opportunity-driven nor necessity-
driven micro enterprises. Although Mead and Liedholm (1998) estimated a lower survival
probability for female-headed enterprises compared to male-headed enterprises, the absence of
a significant gender effect in our study is not so surprising, as we controlled for possible
personal and family-related failure reasons, which were mentioned by Mead and Liedholm
(1998). In the context of Vietnam, the absence of a significant gender effect can also be
explained by less systematic discrimination against women compared to other middle income
countries (Klasen et al. 2015). Contrary to our hypothesis, we do not find a significant effect of
education on the survival probability of either opportunity-driven or necessity-driven micro
enterprises. This result is quite interesting, as it leads us to reject the assumption that a more
highly educated business head will be able to run a micro enterprise more successfully (Bates
1990). In addition, it also refutes the opposite assumption that a micro enterprise run by a more
highly educated person will exhibit a lower survival probability, due to that person’s higher
likelihood of finding a more lucrative economic activity in the formal sector (Nafziger and
Terrell 1996). However, not finding a significant effect of education on the survival of
household enterprises in Vietnam is in line with the results obtained by Vijverberg and
Haughton (2002). Furthermore, we do not find membership of an ethnic minority to have a
significant effect on the hazard ratio of either opportunity-driven or necessity-driven micro

enterprises.
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Table 6-4: Three-level proportional hazards mixed effects regression results for opportunity-driven micro enterprises

Hazard ratio Hazard ratio Hazard ratio  Hazard ratio

Fixed effects mO0 ml m2 m3

Micro enterprise characteristics

number of emplovees 1.0079 1.0395 1.0436
ploy! (0.0960) (0.1057) (0.1053)
0.9998* 0.9997* 0.9997*
annual sales, USD PPP (0.0001) (0.0002) (0.0002)
ender (male=1) 0.9007 0.7583 0.7592
g = (0.2473) (0.2231) (0.2244)
age (years) 0.8799* 0.8578** 0.8577**
(0.0638) (0.0629) (0.0630)
age (years)? 1.0008 1.0009 1.0010
gely (0.0007) (0.0007) (0.0007)
. . _ 0.9899 0.7194 0.7342
lower secondary education or higher (yes=1) (0.4379) (0.3353) (0.3446)
belonging to the ethnic majority (majority=1) (()6728721) (162771536) (1638711192)
* *
per capita income per month, USD PPP (160(())0138) %608015’9) %608015’9)
** *% *
occurrence of individual shocks (yes=1) (1(')9:5225) ?(%16169) ?627251983)
*k *% *%k
competition (moderate and strong competition=1) ?(')Sllgfz) ?643258) ?bsfjg7)
Linkage characteristics
. 0.6192 0.5606 0.5529*
trusting traders (yes=1) (0.2263) (0.2079) (0.2052)
share of inputs procured from outside the district but within 0.9914* 0.9918 0.9915*
the province as % (0.0051) (0.0052) (0.0052)
. . - 1.0168 1.0225** 1.0222**
share of inputs procured from outside the province as % (0.0103) (0.0109) (0.1097)
Village characteristics
* *
number of inhabitants in the village ?693352) ?693352)
travel distance to intermediate city in minutes %6085937) %6081650)
travel distance to provincial capital in minutes %(.)0(?02338) %608()2??9)
* *
bank in the village (yes=1) ?642536376) ?(')42811725)
District characteristics
1.3693
share of formal wage workers employed by an SOE (0.9392)
growth rate of revenue in the formal sector 2010/2013 ?69542172)
constant 0.0059***  0.2595 0.5240 0.4277
(0.0030) (0.4469) (0.9782) (0.8243)
Random effects
distr var(_cons) 1.92e-34 9.87e-33 6.76e-33 2.51e-33
distr>vill var(_cons) 0.1362 4.32e-34 1.87e-32 3.49e-32
Model fit statistic
Observations 177 177 177 177
ICC district 5.61e-35 3.00e-33 2.05e-33 7.65e-36
ICC village 0.0397 1.31e-34 5.68e-33 1.06e-32
Prob>chibar2 0.2437 1.0000 1.0000 1.0000
Deviance 279.4201 233.2528 227.0209 226.5623

Notes: *** significant at 1% level (p<0.01), ** significant at 5% level (p<0.05), * significant at 10% level (p<0.1). As a constant
hazard rate over time cannot be expected, the Weibull distribution was used for estimating the models. Source: Own
calculations based on DFG-FOR 756 Household Survey 2010 and 2013, DFG-FOR 756 Village Head Survey 2010 and the
Vietnam Enterprise Survey 2010 and 2013.
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Table 6-5: Three-level proportional hazards mixed effects regression results for necessity-driven micro enterprises

Hazard ratio Hazard ratio Hazard ratio  Hazard ratio

Fixed effects m0 ml m2 m3

Micro enterprise characteristics

1.9199%*** 1.8296*** 2.0120***
number of employees

(0.3674) (0.3311) (0.4206)
0.9996 0.9997 0.9996
annual sales, USD PPP (0.0003) (0.0002) (0.0003)
ender (male=1) 1.5876 1.8448 1.8174
g = (0.5766) (0.6707) (0.6993)
age (years) 0.7292*** 0.7211*** 0.6895***
ge v (0.0541) (0.0548) (0.0611)
age (years)? 1.0030*** 1.0031*** 1.0037***
gely (0.0007) (0.0008) (0.0009)
. . _ 0.9426 0.7514 0.7940
lower secondary education or higher (yes=1) (0.4509) (0.3489) (0.3858)
. . L Lo 0.9034 1.3855 0.6927
belonging to the ethnic majority (majority=1) (0.5739) (0.8704) (0.4711)
o 0.9996 0.9995 1.0000
per capita income per month, USD PPP (0.0011) (0.0011) (0.0012)
oo _ 2.8149*** 2.5678*** 3.3367***
occurrence of individual shocks (yes=1) (1.0306) (0.9058) (1.3687)
o . 0.8575 0.81118 0.6946
competition (moderate and strong competition=1) (0.3172) (0.28867) (0.2601)
Linkage characteristics
. _ 0.5446 0.5651 0.61185
trusting traders (yes=1) (0.2560) (0.2702) (0.3072)
share of inputs procured from outside the district but within 0.9877* 0.9845 0.9868*
the province as % (0.0072) (0.0074) (0.0078)
share of inputs procured from outside the province as % 108687 1.0882%** 108567
(0.0243) (0.0239) (0.0248)
Village characteristics
. . . . 0.9998 0.9999
number of inhabitants in the village (0.0003) (0.0003)
. . . Lo 1.0010 0.9972
travel distance to intermediate city in minutes (0.0114) (0.1155)
*k *k
travel distance to provincial capital in minutes 1.0080 1.0109
(0.0040) (0.0044)
. . _ 0.7030 0.8118
bank in the village (yes=1) (0.3695) (0.4399)
District characteristics
2.2651
share of formal wage workers employed by an SOE (1.7135)
. 0.7016*
growth rate of revenue in the formal sector 2010/2013 (0.1421)
constant 0.0071*** 5.2223 2.8690 6.3497
(0.0037) (8.5347) (5.2494) (11.9680)
Random effects
distr var(_cons) 0.1454 0.1159 3.47e-35 5.39e-33
distr>vill var(_cons) 7.30e-35 1.93e-34 4.51e-33 0.0870
Model fit statistic
Observations 135 135 135 135
ICC district 0.0423 0.0340 1.05e-35 1.60e-33
ICC village 2.12e-35 5.66e-35 1.37e-33 0.0258
Prob>chibar2 0.1389 0.1951 1.0000 0.4131
deviance 208.2861 158.9701 152.3683 147.2875

Notes: *** significant at 1% level (p<0.01), ** significant at 5% level (p<0.05), * significant at 10% level (p<0.1). As a constant
hazard rate over time cannot be expected, the Weibull distribution was used for estimating the models. Source: Own
calculations based on DFG-FOR 756 Household Survey 2010 and 2013, DFG-FOR 756 Village Head Survey 2010 and the
Vietnam Enterprise Survey 2010 and 2013.
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Hence, we cannot confirm the assumption that the continuing social exclusion of ethnic
minorities in Vietnamese society lowers the survival probability of their micro enterprises (Xu
2015). However, this finding is in line with that obtained by Vijverberg and Haughton (2002).
A possible explanation for this finding is that the social exclusion of ethnic minorities in
Vietnamese society may already reduce their ability to start a micro enterprise at all (Sohns and
Revilla Diez forthcoming), which results in a very small share of 6% of the micro enterprises
being run by a member of an ethnic minority. Moreover, our empirical results do not confirm
the assumed positive effect of the per capita income (Holtz-Eakin et al. 1994) on the survival
probability of neither opportunity-driven nor necessity-driven micro enterprises. Rather, we
find evidence that the business head’s income has a negative effect on the survival probability
of opportunity-driven micro enterprises. As this effect is quite unexpected, it is necessary to
take a closer look at the activities pursued by entrepreneurs subsequent to closing a micro
enterprise. In the case of opportunity-driven micro enterprises, business heads who
subsequently founded another micro enterprise show an above-average per capita income, while

in the case of necessity-driven micro enterprises, they show a below-average per capita income.

Hence, the negative effect of the per capita income on the survival of opportunity-driven
micro enterprises can be understood as a high income enabling entrepreneurs to raise the initial
investment needed to start up a new micro enterprise flexibly when more lucrative business

opportunities arise in the local area.

Our empirical results also show that the perception of competition significantly reduces
the hazard ratio of opportunity-driven micro enterprises, but has no significant impact on the
hazard ratio of necessity-driven micro enterprises. We can therefore confirm the findings of
Barnett and McKendrick (2004), who argued that competition could be seen as a contest leading
to greater effort in continuous business adaption of opportunity-driven micro enterprises.
However, we cannot confirm that a high degree of competition can be seen as a constraint for

necessity-driven micro enterprises.
Linkage-related effects

With regard to the linkage-related factors, we find evidence that a large share of inter-regional
backward linkages to suppliers located outside the immediate rural area but within the province,
significantly reduces the hazard ratio of both necessity-driven and opportunity-driven micro
enterprises. This result can be explained by the different benefits associated with being
integrated into the wider economy, such as having the advantage of access to more diversified
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information. However, our results also show that a high share of inter-regional backward
linkages to suppliers located outside the province significantly increases the hazard ratio of both
opportunity-driven and necessity-driven micro enterprises. It seems that from a certain distance
onwards the effect reverses and the benefits are outweighed by the disadvantages of increasing

transaction costs.

Furthermore, our results confirm the assumption that with a higher degree of trust shown
to traders the hazard ratio of opportunity-driven micro enterprises decreases. This result is in
line with the findings of Kaufmann and Kaliberda (1996), who highlighted the importance of
social linkages between economic actors in transition economies. Hence, we can confirm the
thesis that in an institutional setting characterized by a lack of confidence in official actors and
institutions, enterprises strongly rely on trust-based interactions, which substitute effective

market mechanisms (Guseva and RonaTas 2001).
Location-specific effects

With regard to the location-specific factors, our results confirm the assumed positive effect of
access to customers and markets on the survival probability of micro enterprises (Vijverberg
and Haughton 2002, Sleutjes 2012). However, there are differences between opportunity-driven
and necessity-driven micro enterprises in this respect. While the hazard ratio of opportunity-
driven micro enterprises decreases significantly with a larger population, the hazard ratio of
necessity-driven micro enterprises increases significantly with the travel distance to the

provincial capital.

Contrary to our hypothesis, we cannot find a significant effect of the share of wage
workers employed by state-owned enterprises on neither opportunity-driven nor necessity-
driven micro enterprises. However, this finding does not necessarily mean that a dominance of
state-owned enterprises has no impact at all on micro enterprises. The distorting effect of a
dominance of state-owned enterprises might be cancelled out by a positive effect of state-owned
enterprises that is often disregarded: as they receive subsidies, state-owned enterprises are able
to survive in a rural economic environment in which private firms cannot operate profitably. In
such areas, state-owned enterprises are of economic importance, as they and their employees
generate local demand for services, thereby providing economic opportunities for local micro

enterprises.
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As expected, we prove that access to financial services reduces the hazard ratio of
opportunity-driven micro enterprises. Unsurprisingly, we do not find access to financial
services to have a significant effect on the hazard ratio of necessity-driven micro enterprises, as
this type of enterprise requires less operative capital than opportunity-driven micro enterprises
(Bhola et al. 2006).

In addition, our results confirm the pro-cyclical hypothesis of Fortuna and Prates (1989),
who argued that micro enterprises benefit when the formal sector prospers, by showing that a
higher growth rate of revenue in the formal sector significantly decreases the hazard ratio of
necessity-driven micro enterprises. However, we cannot find any significant effect, neither pro-
cyclical nor anti-cyclical, on the hazard ratio of opportunity-driven micro enterprises. This does
not necessarily mean that a prospering formal sector does not affect opportunity-driven micro
enterprises at all. It is possible that the pro-cyclical effect, which is linked to an increasing
general demand (Fortuna and Prates 1989), and the anti-cyclical effect, which is associated with
better job opportunities (Kaufmann and Kaliberda 1996), cancel each other out, such that the

effect ultimately disappears.

6.5 Conclusions

The aim of this paper was to contribute to the discussion surrounding the multi-scalar

phenomenon of the survival of micro enterprises in rural areas of emerging economies.

We found evidence that the survival rates of micro enterprises in rural Vietnam are
comparable to those of micro enterprises in other emerging markets and developing countries.
Moreover, we found that enterprise-specific characteristics are by far the most important factors
for explaining the survival probability of both opportunity-driven and necessity-driven micro
enterprises. Nevertheless, our empirical results indicate that spatial factors also contribute
significantly towards explaining the survival probability of rural micro enterprises, although
the impact is small. Interestingly, the survival probability of both opportunity-driven and
necessity-driven micro enterprises is driven by similar micro enterprise factors, such as the age
of the business head and the occurrence of individual and family-related shocks. Furthermore,
both types of micro enterprise benefit from being integrated into the wider economy by having
inter-regional backward linkages to suppliers located outside the immediate rural area but

within the same province.

On the basis of the results above, we can answer the main question of the paper ‘Who

survives over time?’ as follows: An opportunity-driven micro enterprise is more likely to
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survive if it is run by a person with experience of life who is not currently facing individual or
family-related hardship, if the enterprise can rely on trust-based relationships, has inter-regional
production linkages and perceives competition.

Furthermore, opportunity-driven micro enterprises located in villages that provide
access to customers and financial services have advantages with regard to their survival
probability. In contrast, necessity-driven micro enterprises are more likely to survive over time
if they do not have a large number of employees and are run by a prime-aged business head
who is not currently facing individual or family-related hardship and if they have inter-regional
production linkages. Moreover, necessity-driven micro enterprises that are close to the
provincial capital and are located in economically prospering districts have advantages with

regard to their survival probability.

From a policy point of view, strengthening the rural informal sector by promoting
entrepreneurship and fostering the survival and growth of micro enterprises can be seen as
important for reducing poverty and stimulating economic development. Since the micro
enterprise level is by far the most important level for explaining survival probabilities, policy
actions that focus on enterprise-specific and linkage-related factors can be regarded as an
efficient way to foster micro enterprise survival. Individual and family-related shocks are an
important cause of micro enterprise closures. Creating safety nets and insurance schemes that
absorb the short-term impact of these shocks could enable entrepreneurs to bridge times of
hardship without closing their micro enterprise. As the perception of competition increases the
survival probability of enterprises in the long term, policy actions could also focus on enabling
entrepreneurs to identify and handle competition. Aside of this, it would be necessary to create
economic conditions that provide economic opportunities and enable economic actors to use
them. In this respect, in particular access to customers and financial services has to be seen as
crucial. Nevertheless, it should be borne in mind that in very poor and structurally weak regions
it is unlikely that business opportunities will be enhanced substantially in the near future. There,

the role of agriculture as a safety net for failed entrepreneurs should not be neglected.

Finally, some limitations of this study have to be mentioned. First, the survey only
covers rural provinces, but no urban ones. The estimated spatial effects can therefore be
assumed to be underestimated and are solely representative of rural areas of Vietnam.
Consequently, it can be assumed that the statistical impact of the spatial levels would be more
considerable if more provinces were included, in particular more urban and economically
developed ones. Second, we have no exact information about the years in which the micro
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enterprises were closed, as it was not possible to conduct the survey annually. Hence, the time
lag between the explanatory variables and the dependent variable varies between different
observations. A further shortcoming is that we have no information about micro enterprises that
were set up and closed within the three-year period. Third, we have no information about the
reason for enterprise closures, making it impossible to distinguish between micro enterprises

that failed financially and those that were closed voluntarily.

To gain further insight into the survival of informal micro enterprises in rural areas of
transition economies and to deduce detailed policy recommendations, further research will need
to focus in more detail on the reasons for business closure, as this would make it possible to
distinguish between micro enterprises that failed for financial reasons and those that were

closed voluntarily.
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6.6 Appendix

Table 6-6: Three-level proportional hazards mixed effects regression results for any micro enterprise

Hazard ratio Hazard ratio Hazard ratio  Hazard ratio

Fixed effects mO0 ml m2 m3

Micro enterprise characteristics

number of emplovees 1.0883 1.1343** 1.1402*
ploy! (0.0807) (0.0859) (0.0853)
0.9997** 0.9997** 0.9971**
annual sales, USD PPP (0.0001) (0.0001) (0.0001)
ender (male=1) 1.0209 0.9379 0.9705
g (0.2196) (0.2049) (0.2086)
age (years) 0.82259***  0.8250*** 0.8260***
ge v (0.0404) (0.0413) (0.0403)
age (years)? 1.0016*** 1.0015*** 1.0015***
ge v (0.0005) (0.0005) (0.0005)
lower secondary education or higher (yes=1) ?(')8225;0) ?6754?{379) ?08215225 2)
belonging to the ethnic majority (majority=1) (()(')7293172) (ldozggs) (1(')0335;)51)
per capita income per month, USD PPP (160(())(?()77) (ldogggﬁ) (160(())0186)
*kk *k*k *k*k
occurrence of individual shocks (yes=1) (1(')9&9155) ?(')0551179) ?(504?(5617)
* ** **k
competition (moderate and strong competition=1) ?deffgg) ?(')615;?4) ?6613333)

Linkage characteristics

Kk *x *x
trusting traders (yes=1) 0.5229 0.5327 0.5191

(0.1501) (0.1551) (0.1439)
share of inputs procured from outside the district but within 0.9911*= 0.9916** 0.9912*=
the province as % (0.0040) (0.0041) (0.0041)
share of inputs procured from outside the province as % 10185+ 102217 1.0220

(0.0086) (0.0087) (0.0087)
Village characteristics

. . . . 0.9998 0.9998
number of inhabitants in the village (0.0002) (0.0002)
. . . Lo 1.0051 1.0053
travel distance to intermediate city in minutes (0.0068) (0.0067)
travel distance to provincial capital in minutes 1.0048* 1.0053*
(0.0027) (0.0027)
. . _ 0.6799 0.7366
bank in the village (yes=1) (0.2200) (0.2382)
District characteristics
share of formal wage workers employed by an SOE 1.5944
(0.6908)
. 0.9229
growth rate of revenue in the formal sector 2010/2013 (0.0978)
constant 0.0066***  1.3276 0.8999 0.7576
(0.0025) (1.5166) (1.1189) (0.0739)
Random effects
distr var(_cons) 0.0226 0.0488 0.01149 1.14e-34
distr>vill var(_cons) 0.1191 5.49e-33 6.06e-33 1.12e-30
Model fit statistic
Observations 312 312 312 312
ICC district 0.0066 0.0146 0.0035 3.45e-35
ICC village 0.0347 1.645e-33 1.83e-33 3.41e-31
Prob>chibar2 0.6238 0.2316 0.4400 1.0000
Deviance 489.8369 233.2528 411.9260 409.5843

Notes: *** significant at 1% level (p<0.01), ** significant at 5% level (p<0.05), * significant at 10% level (p<0.1). As a constant
hazard rate over time cannot be expected, the Weibull distribution was used for estimating the models. Source: Own
calculations based on DFG-FOR 756 Household Survey 2010 and 2013, DFG-FOR 756 Village Head Survey 2010 and the
Vietnam Enterprise Survey 2010 and 2013.
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7 Concluding discussion

Everything we hear is an opinion, not a fact. Everything we see is a perspective, not the truth.

Marcus Aurelius

The aim of this dissertation was to contribute to the broader discussion surrounding the potential
of micro entrepreneurial activities to reduce poverty in rural areas of Southeast Asian transition
economies as well as to add further insights into the potential that rural areas within Southeast
Asian transition economies possess for micro entrepreneurial activities. Particular attention was
paid to the effects that participating in different types of micro entrepreneurship has on the
vulnerability to poverty of rural households being located in different regional settings as well
as to individual and spatial factors that determine the start-up and closure of different types of

micro enterprises.

To achieve this aim, spatial factors of the Entrepreneurial Ecosystem Approach were
integrated into the Sustainable Livelihood Framework. To capture the heterogeneity of micro
entrepreneurial activities, necessity-driven micro entrepreneurship was distinguished from
opportunity-driven micro entrepreneurship by using the motivation behind the start-up decision.
The case study regions in rural Vietham were chosen because Vietnam exhibits high rates of
economic growth and success in poverty reduction, but at the same time growing regional
disparities with persistent poverty in rural areas. Moreover, as Vietnam is shaped by a
transformation process (Doi Moi), which has gradually shifted the economy from a planned
economy to a socialist market economy, this allows to analyze micro entrepreneurship in the

context of a transition economy.

In this respect, this dissertation contributes to the broader empirical, theoretical and
methodological discussion about micro entrepreneurship within rural areas of Southeast Asian

transition economies as follows:
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First, the empirical results further underline the heterogeneity of micro entrepreneurial
activities in the case study areas. From the results discussed in Chapter 6, it becomes evident
that the whole range of entrepreneurial activities is present in the case study areas. These
activities range from low-return activities, such as petty trading on the streets and small-scale
food processing, to higher-return activities, such as operating stationary retail shops, working
as mechanics, carpenters, plumbers or electricians, and running rice mills, brickyards, hotels or
restaurants. The heterogeneity of micro entrepreneurial activities in the case study areas is
further highlighted by the large disparities in initial investments and revenues. Despite the fact
that these entrepreneurial activities are predominately carried out as informal part-time own
account work, the initial investment ranges from zero to above 42,600 USD PPP, while the
annual sales vary between having no sales and 12,400 USD PPP.

Second, the empirical results presented in Chapter 6 also highlight the heterogeneity of
economic circumstances within the case study areas. The analyzed villages differ considerably
regarding the number of inhabitants and the distance to the next market, the next intermediate
town and the provincial capital. While some of the villages are small settlements with less than
500 inhabitants, other villages are relatively large with up to 5,058 inhabitants. The time
required to travel to the nearest market ranges between two minutes and 80 minutes, which
means that there are huge spatial differences in the access to customers. A similar pattern can
be found for the distance to the next intermediate town and to the provincial capital. While
some villages are located very remotely with a travel time of up to 120 minutes to the next
intermediate town and 360 minutes to the provincial capital, other villages are located in close
proximity to the next intermediate town (3 minutes) or even to the provincial capital (6
minutes). As a result, some communes are structurally weak and have no formally registered
enterprises, while other communes are economically further developed with up to 43 formally
registered enterprises. Moreover, the influence of state-owned enterprises differs considerably
between the districts examined. While in some districts the influence of state-owned enterprises
is very strong, with up to 81% of the formal wage workers being employed by this type of

enterprise, in other districts there are no state-owned enterprises at all.

Third, this dissertation adds to the theoretical discussion about the regional influence on
micro entrepreneurship by proving that the start-up and closure of micro enterprises in the case
study areas do indeed have to be seen as multi-scalar phenomena driven by explanatory factors
at different spatial levels (see Chapters 5 and 6). The results show that different spatial levels

contribute significantly towards explaining the start-up of opportunity-driven micro enterprises.
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The estimated spatial effect of 15% is even found to be comparatively large in comparison to
the findings of other empirical studies on entrepreneurship, which consistently show spatial
levels to be less relevant for start-up activities (TAMVADA 2015, HUNDT & STERNBERG 2016).
Interestingly, not only the village and its characteristics are essential, but also the wider
economic environment that serves as an extended market in which competition takes place,
demand is generated and wage-employment alternatives are offered. Interesting patterns are
revealed in the findings: opportunity-driven entrepreneurship seems to emerge predominantly
in regions that are currently experiencing a period of transition, already exhibit good
accessibility of local markets and demand, but are not yet able to provide enough opportunities
for wage employment, while showing less favorable geographical conditions for agricultural
activities. Remarkably, the existence of state-owned enterprises has a positive effect on
opportunity-driven entrepreneurship, too. As they receive subsidies, state-owned enterprises are
able to survive in a rural economic environment in which private firms cannot operate profitably
and where they seem to be of economic importance by generating local demand for services,
thereby providing economic opportunities for local micro enterprises (see Chapter 5). In
addition, the empirical findings also indicate that factors at different spatial levels contribute
significantly towards explaining the closure of micro enterprises. Nevertheless, the estimated
spatial effect is found to be smaller compared to the estimated spatial effect on the start-up of
micro enterprises. This finding can be explained by emphasizing that weak regional economic
conditions already hamper the opportunities for starting a micro enterprise. Consequently,
micro enterprises primarily exist in more advanced regions that share similar spatial
characteristics. Here, not only the locational characteristics, such as missing access to
customers, markets and financial services, are of relevance for the closure of a micro enterprise,
but also its linkages to the wider regional economy in terms of having no inter-regional
backward linkages to suppliers located outside the immediate rural area (see Chapter 6).
Overall, these findings confirm the importance of the domains policy, finance, markets, and
regional business culture derived from the Entrepreneurial Ecosystem Approach (ISENBERG
2011), as well as the domain geographical conditions derived from the Sustainable Livelihood
Framework (DFID 1999).

Fourth, this dissertation adds to the theoretical discussion by proving that identifying
the motivation behind starting a micro enterprise is a good way to split entrepreneurship into
two groups, namely opportunity-driven entrepreneurship and necessity-driven entrepreneurship
(see Chapters 5 and 6). In this respect, the start-up of opportunity-driven micro enterprises in

the case study areas seems to be shaped by micro-economic drivers that are used in the
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entrepreneurship literature to explain entrepreneurship in the Global North, such as better
education, experience of running an enterprise and being willing to take risks. In contrast, the
start-up of necessity-driven micro enterprises is influenced by factors more commonly used in
the literature on developing economies, such as being risk-averse, having a low income and
being female. Therefore, it can be concluded that theoretical aspects used for explaining
entrepreneurial activities in the Global North can be transferred to opportunity-driven micro
entrepreneurship in rural areas of transition economies within the Global South (see Chapter 5).
Interestingly, the factors that explain business closure do not differ strongly between
opportunity-driven and necessity-driven micro enterprises. Rather, the closure of both
opportunity-driven and necessity-driven micro enterprises is driven by similar micro-economic
factors, such as the occurrence of individual and family-related shocks, and the age of the
business head, as well as by having no inter-regional backward linkages to suppliers located
outside the immediate rural area. However, having no trust-based interactions with traders were
solely evidenced as being of importance for the closure of opportunity-driven micro enterprises.
In addition, the closure of opportunity-driven and necessity-driven micro enterprises is
influenced by different location-specific factors. While opportunity-driven micro enterprises
suffer from being located in villages with a small number of potential customers and without
access to financial services, necessity-driven micro enterprises suffer from being located at a
great distance from the provincial capital, and in an economically declining district (see Chapter
6). Moreover, the empirical results show that starting a micro enterprise increases the likelihood
of poor households escaping poverty, but only if they are located in a regional economic
environment characterized by proximity to markets, good infrastructural conditions, and an
advanced stage of structural change. In less well developed regions, starting a micro enterprise
is not sufficient to increase the probability of poor households leaving poverty. In such regions,
what matters more is that micro entrepreneurship is driven by opportunity and not by necessity.
However, even starting a micro enterprise out of opportunity does not guarantee a reduction of
vulnerability to poverty in all regional settings. In regions that are overspecialized in cash crop
production, starting a micro enterprise that is linked to the dominant cash crop cannot be seen
as a successful diversification strategy, because in times of declining commaodity prices this

entails a high risk of business failure (see Chapter 4).

Fifth, this dissertation shows that micro entrepreneurship, whether driven by necessity
or opportunity, is not sufficient to reduce the vulnerability to poverty of every type of household
in the case study areas, as a household’s abilities to accumulate assets play a decisive role for

the ability to set up and run a micro enterprise successfully (see Chapter 4). To begin with,
100



Concluding discussion

individuals with low formal education, belonging to an ethnic minority and with no
entrepreneurial experience will have difficulty starting a micro enterprise (see Chapter 5). In
addition, business heads who are currently facing personal or family-related shocks, such as
illness or death, and cannot rely on trust-based social linkages to other economic actors, will
have problems running their micro enterprises successfully (see Chapter 6). As a result,
disadvantaged households will find it difficult to escape from and stay out of poverty even if
they choose micro entrepreneurship as a livelihood strategy (see Chapter 4).

Sixth, in addition to its empirical and theoretical contributions, this dissertation also adds
to the methodical discussion surrounding the potential that multilevel regression approaches
exhibit for analyzing empirical questions within the field of economic geography. It proves that
multilevel approaches are useful to estimate the importance of different geographical units for
explaining the variance of a dependent variable and to estimate which regional characteristics
capture the regional effect, especially in cases in which different regional levels are to be
analyzed simultaneously. This makes multilevel approaches suitable for analyzing economic
activities, such as entrepreneurship, as context-specific, multi-scalar phenomena, which is of
considerable value for future empirical research in the field of economic geography (see
Chapters 5 and 6).

7.1 Policy implications

This dissertation found that the assumed positive effect of micro entrepreneurship cannot be
generalized. Rather, starting a micro enterprise helps poor households to escape poverty only if
they are located in an already advanced regional economic environment, as the opportunities to
set up and run a micro enterprise successfully are context-specific and do not occur in all
regional settings. Aside from this, the motivation behind micro entrepreneurship plays an
important role regarding escaping from poverty. Consequently, policy makers should not see
micro entrepreneurship as a panacea for reducing poverty in rural areas of Southeast Asian
transition economies. Instead, it is very important to take the particular regional economic

circumstances into account in order to develop adequate development strategies.

In this respect, encouraging opportunity-driven micro entrepreneurship can be seen as a
promising development strategy for regions that are currently undergoing a catching-up process
but are not yet able to provide enough opportunities for formal wage employment. Policy
makers should bear in mind that in very poor and structurally weak regions, business

opportunities are unlikely to be enhanced substantially in the near future. Under such regional
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economic circumstances, the role of agriculture as a safety net for failed entrepreneurs should
not be neglected. In addition, policy makers must also take into account that fostering micro
entrepreneurial activities that are linked to a region’s dominant cash crop sector cannot be seen
as a sustainable development strategy, particularly in times when commodity prices on the
world markets are fluctuating strongly. In the case of rural Vietnam, operating state-owned
enterprises has so far seemed to help to encourage micro entrepreneurship. However, the
sustainability of this exogenous development strategy is at least questionable, as the closure of
a state-owned enterprise, or its relocation after privatization, could have a strong negative
impact on the local economy. As access to financial services increases the survival probability
of opportunity-driven micro enterprises, providing adequate credit schemes for entrepreneurial
households could be a promising policy strategy for fostering the growth and survival of micro
enterprises. In this respect it is essential that banks provide affordable micro-loans also for poor
rural households. The work of the Vietnam Bank for Agriculture and Rural Development and
the non-profit Viet Nam Bank for Social Policies, which provide subsidized credit for the rural
poor, can be seen as a promising step in the right direction (LAURENCESON & NGHIEM 2005).

As micro-economic characteristics are of considerable importance for the ability to start and
run micro enterprises successfully, policy strategies that focus on individual, enterprise-specific
and linkage-related factors can be regarded as efficient endogenous development strategies to
foster micro entrepreneurship. In this respect, policy makers must bear in mind that not every
individual is in a position to become an entrepreneur and to run a micro enterprise successfully.
Households with insufficient assets, for example not enough remaining savings, have a high
risk of facing severe problems if their micro enterprise fails. Therefore, it should not be a
political aim to push all types of households into micro entrepreneurial activities. Rather,
providing realistic advice about how to identify, assess and implement possible opportunities
in the regional market, how to run a micro enterprise successfully and how to build up trust-
based business networks as well as about the risks involved in micro entrepreneurship in
specific sectors, could be the focus of entrepreneurial teaching programs, such as the Start and
Improve Your Business Program run by the Vietnamese government. Currently, the teaching
centers are located in the provincial capitals of Thua Thien-Hue, Ha Tinh, and Dak Lak, which
means that they are not accessible to or affordable for poor households living far from the
provincial capitals. By providing local, specialized and affordable teaching programs in
addition to those already in existence, the business skills of poor rural households could be

fostered. Moreover, creating safety nets and insurance schemes to absorb the short-term impact
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of individual shocks could enable entrepreneurs to bridge times of hardship without having to

close down their micro enterprise.

Although it can be assumed that micro entrepreneurship might help to reduce regional
inequality between urban and rural areas, at the same time regional inequality between
individual rural areas tends to increase, as micro entrepreneurship emerges particularly in more
advanced regional economic settings, leaving very poor and remote rural areas behind. The
same is true of the positive effect of micro entrepreneurship on the vulnerability to poverty of
households. Hence, inequality between privileged and unprivileged households tends to
increase, as micro enterprises are mainly set up by households that already have good asset

endowment.

7.2 Limitations and further research needs

The conceptual framework, the panel data and also the multilevel analyses used in this
dissertation clearly have huge advantages for answering questions regarding the spatial impact
on micro entrepreneurial activities of households in rural Vietnam. It became clear that linking
the Sustainable Livelihood Framework and the Entrepreneurial Ecosystem Approach provides
a great opportunity for analyzing whether micro entrepreneurial activities in rural areas of
Southeast Asian transition economies are driven by similar factors to those generally used to
explain entrepreneurship in the Global North, without neglecting the reality of the lives of
households in rural areas of transition economies within the Global South. In addition, the
strength of the panel data structure base emerged as it allows for dynamic time serial analyses
of the start-up and closure of micro enterprises as well as the effect of starting a micro enterprise
on the vulnerability to poverty of households. To date, no comparable survey has been
conducted that provides similarly detailed panel information about changes in the livelihood
strategies of households in the context of the Global South. In this respect, particularly the
duration of the observation period and the sample size can be seen as unique features.
Combining such detailed household data with the annual Enterprise Survey of the General
Statistics Office of Vietnam increases the uniqueness of the data even further. Moreover, the
value of multilevel approaches proved to be useful in order to estimate the importance of
different geographical units for explaining the variance of a dependent variable and to estimate
which regional characteristics capture the regional effect. Nevertheless, some limitations of the

data base and the multilevel approach used in this dissertation have to be mentioned:
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First, even though the questionnaires were checked meticulously, the data entry process
was supervised and the data were cleaned during a long lasting and precise cleaning process,
remaining errors in the data cannot be ruled out completely. Although all the researchers were
trained during a kick-off workshop before the field work started, and all important information
about how to interpret the survey questions was documented precisely, differences in the
interpretation cannot be ruled out entirely either. Another problem of the long project duration
is the possibility that different household members may have answered the survey questions in
the different waves. This can result in inconsistencies in the responses due to differences in the

personal knowledge about different aspects of a household’s livelihood.

Second, due to the political situation in Vietnam, it is also possible that sensitive
questions, particularly about the political situation and social problems, were not answered
honestly. This problem occurs for the responses of the households, but even more so for the
answers provided by the village heads, who often have strong links to the communist party. The
problem was solved by including only non-sensitive questions in the analyses. Moreover, it has
to be mentioned that working with official survey data provided by the governments of
countries in the Global South, such as the Vietnam Enterprise Survey of the General Statistics
Office of Vietnam, which was used for the analyses in Chapters 5 and 6, entails some risk of
incompleteness and inaccuracy. However, compared to official data from other countries in the
Global South, the Vietnamese Enterprise Survey seems to be relatively reliable according to
the Vietnamese colleagues. In fact, having access to an annual enterprise survey in a Global
South context is by no means a matter of course and can rather be seen as a huge advantage of

this dissertation.

Third, it is necessary to mention that the data used in this dissertation were collected in
three provinces of rural Vietnam. The empirical results presented are therefore only
representative of these provinces. In addition, no precise information is available about the
years in which the micro enterprises were started and closed, as it was not possible to conduct
the survey annually. Hence, the time lag between the explanatory variables and the dependent
variable varies between different observations. Moreover, it has to be mentioned that
instrumental variables were used in order to estimate the effects of opportunity-driven and
necessity-driven micro entrepreneurship on vulnerability to poverty, because direct data about

opportunity-driven self-employment were only available for the last two survey waves.

Fourth, although multilevel regression approaches do indeed exhibit great potential for

analyzing empirical questions within the field of economic geography, the interpretations of
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surprising findings remain subjective to a certain degree. In such cases, qualitative methods
should be used to identify possible explanations for unexpected findings. The resulting mixed-
method approach would allow for a more detailed discussion of the statistical effects. In this
respect, further research should take a closer look at the effect of state-owned enterprises in
order to obtain more detailed explanations of their positive effect on opportunity-driven
entrepreneurship. Moreover, a more detailed examination of access to finance is necessary.
Here, future research needs to analyze informal and co-operative credit arrangements in more
detail in order to gain in-depth knowledge about corporate finance in rural areas in the Global
South.

Fifth, no information was gathered in the survey about why enterprises closed down,
which makes it impossible to distinguish between micro enterprises that failed financially and
those that were closed voluntarily, for instance in order to adapt to changing market situations
by starting a more suitable micro enterprise. To gain in-depth knowledge about the evolution
of micro entrepreneurial activities, further research needs to integrate a dynamic perspective
into the conceptual discussion by analyzing whether entrepreneurial actors undertake such
adaption processes. In this respect, it would be even more interesting to analyze whether
entrepreneurial actors gradually up-grade their entrepreneurial activities over time. Such a
successive up-grading process could involve individuals initially starting their entrepreneurial
path as own-account workers in low-return activities in their rural home village without being
integrated into the wider economy, such as petty trading on the street. This initial step would
then be followed by a successive process of discontinuing one micro entrepreneurial activity in
order to switch to a more advanced and regionally integrated micro entrepreneurial activity,
such as operating a retail store. Such an up-grading process can also be assumed to have a
spatial dimension, as it may be accompanied by entrepreneurs relocating from their rural home
village to the nearest city or even to the provincial capital. Such a dynamic perspective would
be fruitful for discussion within the field of economic geography, as it makes it possible to
deduce individual and regional factors that explain micro entrepreneurial up-grading and

adaption processes.

Overall, the dissertation can be used as a basis for further research that concentrates on
finding similarities between entrepreneurship in the Global North and in the Global South, by
analyzing micro entrepreneurship as a multi-scalar phenomenon, as well as for studies that aim

to analyze entrepreneurship in the context of transition economies.
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Summary

Summary

Since the beginning of the economic renewal process (Doi Moi) in 1986, Vietnam has
undergone a process of economic growth, which has led to a significant reduction in poverty.
This positive development process, however, focuses mainly on the urban centers with Hanoi
in the north and Ho Chi Minh City in the south of the country. In contrast to the urban centers,
rural areas have developed less dynamically. As a result, regional disparities within the country,
particularly between rural and urban regions, have increased over time. In order to reduce the
growing disparities, the Vietnamese government is trying to initiate potential for regional
development in rural areas. In this context, micro entrepreneurship is considered to play a
significant role in the economic development of rural areas as well as in the reduction of the
vulnerability to poverty of rural households. The aim of this dissertation is to empirically
analyze the regional economic conditions under which participation in micro entrepreneurship
reduces the vulnerability to poverty of rural households. In addition, this dissertation aims to
determine the impact of spatial factors on the start-up and closure of micro enterprises. For the
empirical analyses a panel data set is used, which was collected in three provinces in rural
Vietnam (Dak Lak, Thua Thien-Hue, Ha Tinh) in the course of the DFG Research Unit FOR
756 from 2007 to 2013. The empirical findings show that micro entrepreneurship contributes
significantly to reducing the vulnerability to poverty of rural households, but only if they are
located in a regional economic environment characterized by proximity to markets, good
infrastructural conditions and an advanced stage of structural change. In economically less well
developed regions, micro entrepreneurship is not sufficient to reduce the vulnerability to
poverty of rural households. In such regions, what matters more is that micro entrepreneurship
is driven by opportunity and not by necessity. In highly agricultural and peripheral regions,
micro entrepreneurship does not reduce the vulnerability to poverty of rural households,
irrespective of the motivation. In addition, the empirical results show that both the start-up and
the closure of micro enterprises are influenced by spatial factors to a significant degree. In this
respect, local market potentials, the presence of state-owned enterprises, access to regional

markets and credit institutions, as well as a prospering regional economy are important factors.
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Zusammenfassung

Seit Beginn des wirtschaftlichen Erneuerungsprozesses (Doi Moi) im Jahre 1986 durchlauft
Vietnam einen wirtschaftlichen Wachstumsprozess, welcher bereits zu einer signifikanten
Verringerung der Armut gefiihrt hat. Dieser positive Entwicklungsprozess konzentriert sich
allerdings hauptséchlich auf die urbanen Zentren rund um Hanoi im Norden und Ho Chi Minh
City im Suden des Landes. Die landlich gepragten Regionen abseits der urbanen Zentren
entwickeln sich hingegen weniger dynamisch. Folglich vergroRern sich die regionalen
Disparitaten innerhalb des Landes, insbesondere zwischen landlichen und urbanen Regionen.
Um den steigenden Disparitidten entgegenzuwirken, werden von Seiten der vietnamesischen
Regierung Versuche unternommen, Entwicklungspotenziale im landlichen Raum zu initiieren.
In diesem Zusammenhang wird Kleinstunternehmertum in der Literatur eine bedeutende Rolle
fur die wirtschaftliche Entwicklung l&ndlicher Raume sowie fir die Reduktion des
Armutsrisikos landlicher Haushalte zugeschrieben. Das Ziel dieser Dissertation ist es empirisch
zu Uberpriifen, unter welchen Rahmenbedingungen Kleinstunternehmertum dazu betragen kann
das Armutsrisiko landlicher Haushalte zu reduzieren. Ein weiteres Ziel dieser Dissertation ist
es réumliche Einflussfaktoren zu ermitteln welche die Unternehmensgriindung und
Unternehmensaufgabe beeinflussen. Fur die empirischen Auswertungen findet ein
Paneldatensatz VVerwendung, welcher von 2007 bis 2013 im Zuge der DFG Research Unit FOR
756 in drei Provinzen im landlichen Vietnam (Dak Lak, Thua Thien-Hue, Ha Tinh) erhoben
und unter Zuhilfenahme von multivariaten Verfahren der Mehrebenenanalyse ausgewertet
wurde. Die Auswertungsergebnisse zeigen, dass Grindungen von Kleinstunternehmen zur
Reduktion des Armutsrisikos landlicher Haushalte beitragen konnen, wenn die
regionalwirtschaftlichen Rahmenbedingungen Potenziale fiir erfolgreiches Unternehmertum
aufweisen. In wirtschaftlich weniger entwickelten Regionen hingegen spielt die
Grindungsmotivation eine bedeutende Rolle. In solch einem regionalokonomischen Umfeld ist
es Haushalten, die ein Kleinstunternehmen aus der Not heraus griinden, nicht moglich ihr
Armutsrisiko durch Grinden von Kleinstunternehmen zu reduzieren.
Unternehmensgrundungen hingegen, die getatigt werden um Marktpotenzial zu nutzen, tragen
signifikant zur Reduktion des Armutsrisikos landlicher Haushalte bei. In sehr landwirtschaftlich

geprégten und peripher gelegenen Regionen hingegen, kdnnen Unternehmensgriindungen
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unabhéngig von der Griindungsmotivation nicht dabei helfen das Armutsrisiko l&andlicher
Haushalte zu senken. Des Weiteren zeigen die Auswertungsergebnisse, dass sowohl die
Grindung als auch die Aufgabe von Kleinstunternehmen zu einem signifikanten Anteil von
raumlichen Faktoren abhangig ist. Hierbei spielen das lokale Marktpotenzial, das
Vorhandensein von Staatsunternehmen, der Zugang zu regionalen Mérkten und Kreditinstituten

sowie die regionalwirtschaftliche Entwicklung eine bedeutende Rolle.
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All article included in this dissertation were co-authored by Javier Revilla Diez. The data
analyzed are based on empirical material that was collected within the DFG Research Unit FOR
756, entitled “Impact of shocks on the vulnerability to poverty: consequences for development
of emerging Southeast Asian economies” which was funded by the German Research
Foundation (Deutsche Forschungsgesellschaft). | have contributed to these three articles, in the

following ways:

* Reuvision of the standardized questionnaire for the survey conducted in 2013 by adding
supplementary questions.

«  Supervision of 648 household interviews and 72 village head interviews in the
Vietnamese province of Thue Thien Hue in 2013 together with two other doctoral
students.

«  Supervision of the data entry process, using STATA.

« Data cleaning of the section about non-farm self-employment and wage-employment.

« ldentification and review of literature relevant to the respective foci of the articles.

»  Evaluation of possible theoretical approaches and conceptualization of the theoretical
framework.

* Independent estimation of multivariate regression, using STATA.

*  Solely responsibility of writing the paper’s manuscripts.

» Reuvision of the manuscripts under the guidance of Javier Revilla Diez for publication

in the journals mentioned.
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