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Abstract

This�study�empirically�examines�how�social�capital�a󯿿ects�household�income�in�rural�Vietnam�
using the VARHS 2012-2014 surveys. We operationalized four forms of social capital, which 
are formal social networks, informal social networks, government connection, and general trust. 
We illustrate that social capital is abundant and has positive impacts on household income in 
rural Vietnam. Among many dimensions of social capital, political and governmental connectivity 
is fundamentally essential for improving household income. Approaching governmental 
organizations� through� the� friend�network� is�much�more�e󯿿ective� than� the� relative�network� or�
family member network. This study provides evidence that informal network is also important. 
Connecting to the community through the participation of wedding ceremonies increases spiritual 
well-being and works as a type of social capital to increase household income. Surprisingly, we 
¿nd�no�positive�impact�of�general�trust�and�other�massive�organizations,�which�are�often�claimed�
to be necessary, such as the Farmer Association or the Women Association.
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1. Introduction

Rural marginalization has been a globally widespread phenomenon. In every country, the 
economic well-being of the rural population is dramatically lower than that of the urban. 
Nonetheless, the rural area has a superior position. Coping with rural marginalization is an 
essential economic and political objective in Vietnam, where the rural is currently a subsistence 
place for about 64% of the population. The biggest challenge of improving economic well-
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being in the rural is that the marginal product of resources in this area is essentially lower 
than�in�the�urban�because�of�geographical�remoteness.�This�restricts�the�inÀow�of�resources,�
increases accessing and transaction costs, and reduces job opportunities. Financial capital and 
labor do not move from the urban to the rural to combine with the cheap land. In contrast, 
resources leave the rural to the urban to increase its marginal returns, which are originated 
from� the� agglomeration� e󯿿ect� of� being� located� proximately� (Lewis,� 1954;� Lucas,� 1988;�
Krugman, 1991; Fujita and Thisse, 1996; Duranton and Kerr, 2018).

Rural�economic�development�closely�relates�to� increasing�the�e󯿿ective�use�of�resources�
in the rural production’s current structure by harnessing intrinsic aspects of the rural society 
as intangible assets. As Moyes et al. (2012) argue, “the key issue in rural development is no 
longer�the�region’s�capacity�to�attract�enterprises�from�outside�the�region�but�the�exploitation�
of its local resources to generate sustainable transformation”. Wiessinger (2007) emphasizes 
that�“rural�marginalization�can�be�largely�explained�by�unfavorable�conditions�and�missing�
resources, but not entirely and not in all regions”. Some sparsely populated regions with a 
lack of policy measures, poor economic, and unfavorable climatic conditions prove to be even 
more�viable�than�the�regions�that�are�much�better�o󯿿.�Some�kind�of�an�intangible�asset�seems�to�
be involved in the marginalization dynamism”. He believes that such intangible assets linking 
to “intrinsic aspects” are embedded in the social structure of local communities. “Relational 
remoteness” does matter much more than geographical remoteness. It implies a response 
to rural marginalization. While geographical remoteness constitutes some challenges, it is 
possible to overcome through improving social connectivity, which is further crucial than 
proximity.� These� ideas� represent� some� dimensions� of� social� capital,� which� is� a� “missing�
link” and an “endogenous potential” of development. Natural, physical, and produced capital 
“determine only partially the process of economic growth because they overlook how the 
economic actors interact and organize themselves to generate growth and development. The 
missing link is social capital” (Grootaert, 1998).

In the case of Vietnam, while social capital is a prospective candidate for harnessing the 
endogenous potential in the rural, its impact is not always empirically evident. While the 
number of social capital studies is increasing, connecting social capital with the economic 
outcome is essentially rare, especially in rural studies. Most social capital research in Vietnam 
is�in�the�¿eld�of�sociology�with�general�studies,�which�are�concentrating�on�describing�its�nature�
and�form�without�bonding�to�a�speci¿c�economic�issue.�Some�studies�trying�to�connect�social�
capital with rural development are often limited in general results, such as in Tuyet (2012), 
Quan�(2014),�and�Ngan�(2014).�In�the�¿eld�of�economics,�empirical�evidence�is�signi¿cantly�
weak, and usually, it is not systematic and not a focus of the research. There have been only 
two large-scale studies that use Vietnam Access to Resources Household Surveys (VARHS) 
with a focus on the impact of social capital on household savings (Newman et al., 2014) and 
household per capita income (Markussen, 2017). The forms of social capital were, however, 
limited to women’s associations and some other types of organizations.
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This�study�is�among�the�¿rst�ones�to�examine�how�di󯿿erent�forms�of�social�capital�a󯿿ect�
household income in rural Vietnam. It contributes to rural development literature by showing 
that it is possible to harness the endogenous potential in social capital for coping with rural 
marginalization.�The� study� empirically� shows�what� type� and� to�what� extent� social� capital�
impacts the household’s income in rural Vietnam. It then provides empirical evidence that 
social capital with the political aspect is more related to economic outcomes than other aspects.

The remainder of this paper is structured in four sections. Section 2 reviews the related 
literature. Section 3 follows with analytical settings and hypothesis development. In section 
4, empirical results and discussions are presented. Finally, section 5 concludes the paper.

2. Literature review

2.1 The concept of social capital

Social�capital�is�viewed�di󯿿erently�among�branches�of�social�science,�and�even�a�universally�
accepted� de¿nition�of� social� capital� is� not� available� in� the� economic� literature.�While� the�
term “social capital” has been used for a century, social capital in its contemporary form 
is�¿rst� identi¿ed�by�Bourdieu�(1986)�as�“the�aggregate�of�the�actual�or�potential�resources�
which are linked to the possession of a durable network of more or less institutionalized 
relationships of mutual acquaintance or recognition - or in other words, to membership in a 
group”.�In�his�approach,�Bourdieu�examines�social�capital�from�the�individual�level�and�treats�
social� capital� as�a� private�good,�which� is� a� resource� that� individuals� bene¿t�directly� from�
their social relations. According to Bourdieu (1986), social capital is resources embedded 
in�networks,�but�networks� themselves�are�not� in� the� form�of�social� capital.�Di󯿿erent� from�
Bourdieu, Putnam et al. (1993) focus on collective social capital in which “social capital 
refers to features of social organizations, such as trust, norms, and networks, that can improve 
the�e൶ciency�of�society�by�facilitating�coordinated�action”.�In�this�de¿nition,�social�networks,�
trust, and norms of civic engagement are viewed as essential forms of social capital. Dense 
networks�of�horizontal�exchange�tend�to�be�associated�with�healthy�norms�of�reciprocity,�high�
levels of trust, more available “stock” of social capital, and easier to cooperate voluntarily and 
higher�bene¿t.

Portes�(1998)�points�out�that�despite�many�di󯿿erences,�“the�consensus�is�growing�in�the�
literature� that� social� capital� stands� for� the� ability� of� actors� to� secure� bene¿ts�by� virtue� of�
membership�in�social�networks�or�other�social�structures”.�However,�in�another�inÀuent�study,�
Portes (2000) argues that when scholars mention the word social capital, they might regard 
one of two distinct meanings depending upon levels of analysis. First, social capital takes 
individuals or small groups such as family as the units of analysis in Bourdieu’s tradition, for 
what he named “individual social capital”. Second, social capital can be the Putnam-inspired 
de¿nition�that�includes�features�of�networks,�norms,�and�trust�of�a�larger�social�unit�such�as�
community, for what he named “collective social capital”. Portes (1998) also criticizes the 
logical circularity of Putnam’s approach in the discussion of collective social capital that 
social�capital�is�simultaneously�a�cause�and�an�e󯿿ect�if�it�is�seen�as�a�feature�of�communities.�
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Even there is nothing wrong with collective social capital, Portes (1998) believes that the 
“greatest theoretical promise of social capital lies at individual level”.

Partly agreeing with Bourdieu, Coleman (1988) describes social capital as a resource 
embodied�in�inter-persons�relations,�and�social�capital�in�a�variety�of�di󯿿erent�entities�with�two�
characteristics, which are consisting of some aspect of social structure, and facilitating actions 
of�individuals�in�such�social�structure.�Di󯿿erent�from�Bourdieu,�Coleman�(1988)�rejects�the�
extreme�opportunistic�premises�of�social�capital.�Coleman�(1990)�argues�that�while�“authority�
relations, relations of trust, and consensual allocations of rights which establish norms” can be 
viewed as resources for individuals, social capital should be viewed as reciprocal obligations, 
expectations,�and�trustworthiness�together�with�the�norms�ensuring�relations.�In�other�words,�
Coleman (1990) takes Putnam’s view that social capital is a type of public good, and the dense 
network and closure attribute of social capital are essential features.

Employing Bourdieu’s individual approach, Burt (1997) develops the famous structural 
holes argument. In this argument, social capital is regarded as an advantageous position in 
social networks. Disconnections between individuals or holes in the structure of a network 
leave� some�people�unaware�of� the�bene¿ts� they�could�o󯿿er�one�another.�Because�“certain�
people are connected to certain others, trusting certain others, obligated to support certain 
others,�dependent�on�exchange�with�certain�others”,�certain�network�positions�in�the�social�
structure have advantages of being the broker (information, control) in relations among 
people�disconnected.�Those�information�and�control�advantages�are�de¿ned�as�social�capital.�
Burt (1997) argues that the relative absence of ties facilitates individual mobility. While dense 
networks or strong ties tend to include redundant information, weak ties can be sources of 
new�knowledge�and�resources.�This�argument�is�a�di󯿿erent�version�of�Granovetter�(1973)’s�
hypothesis of “the strength of weak ties”.

For�better�policy�guidance,�Woolcock�(1998)�suggests�that�the�de¿nition�of�social�capital�
should focus on the source rather than the consequence. To him, social capital is “a broad 
term�encompassing�the�norms�and�networks�facilitating�collective�action�for�mutual�bene¿t”.�
This�de¿nition�permits�the�incorporation�of�di󯿿erent�dimensions�of�social�capital.�Using�this�
de¿nition,�Woolcock�and�Narayan�(2000)�categorize�studies�on�social�capital�and�economic�
development into four perspectives, which are the communitarian view, the networks view, 
the institutional view, and the synergy view.

In� summary,� social� capital� can� be� viewed� in� two� di󯿿erent� forms,� which� are� either�
collective or individual social capital. Social capital is maintained and reproduced through 
social interaction and can be mobilized either within-group, which is bonding social capital, 
or between-groups, which is bridging social capital, for a certain purpose and can facilitate 
collective�action�for�mutual�bene¿t.

2.2 The impact mechanisms of social capital

While� di󯿿erent� types� of� social� capital� should� have� di󯿿erent�mechanisms� to� translate� into�
economic outcomes, Collier (2002) argues that the concept of social capital describes both 
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sides. It is “social” and “capital” with economic consequence. According to Collier (2002), 
social capital is “social” because it involves individuals behaving sociably, arising from a 
nonmarket�interaction�that�has�an�economic�e󯿿ect.�This�e󯿿ect�is�not�internalized�by�the�prices�
in�markets.�In�economics,�this�e󯿿ect�is�named�“externality”,�which�is�“First,�the�initiation�of�
social�interaction�always�involves�an�externality.�Second,�social�interaction�has�an�economic�
e󯿿ect�that� is�not�mediated�through�the�market.�Third,�this�e󯿿ect�is�usually�not� the�primary�
purpose of the social interaction but is incidental or even unintended” (Collier, 2002). To be 
“capital,”�the�economic�e󯿿ect�of�social�capital�must�persist�due�to�the�persistence�of�either�
social�interactions�or�the�social�interactions’�e󯿿ects�even�the�social�interactions�themselves�do�
not remain persistent.

To Bourdieu (1986), social capital is an unequal distribution of a particular “social power” 
reÀecting� an� individual’s� access� to� networks.� Social� capital� enables� individuals� to� acquire�
bene¿ts� through�opportunistic� actions�depending�upon� the� nature�of� social� obligations� and�
available�networks.�Many�studies�¿nd�that�social�capital�is�an�important�element�to�foster�the�
di󯿿usion�of�knowledge�and�reduce�transaction�costs�by�enhancing�trust�and�reduce�opportunistic�
behaviors (Bowles and Gintis, 2002). According to Putnam et al. (1993), collective social 
capital in the form of networks, norms, and trust constitute a composite asset of a community, 
which represents its capacity for cooperating and taking collective action. When discussing 
two�meanings�of�social�capital,�Portes�(2000)�argues�that�di󯿿erent�de¿nitions�of�social�capital�
are sometimes “at odds in others” when opportunistic behaviors due to individual social capital 
undermine community norms constituting collective social capital.

Coleman (1988) points out three components of social organization that contribute to 
economic� impacts� of� social� capital:� (1)� obligations� and� expectations,� which� depends� on�
the�trustworthiness�of�structures,�(2)�potential�for�information�Àow,�which�inheres�in�social�
relation,�and�(3)�social�norms,�which�are�accompanied�by�e󯿿ective�sanctions.�Social�norms�
result�in�a�socially�e൶cient�outcome�by�allowing�actors�to�gain�an�appropriate�level�of�partial�
control of the action. As a result, the economic impact of social capital is originated from 
social� control.� It�means� that� social� ties�bring� individual� bene¿t.�Hence,� the� closure�of� the�
social� structure� is� essential� for� the�existence�of�e󯿿ective�norms�and� the� trustworthiness�of�
social�structures,�which�allow�for�the�increase�in�obligations�and�expectations.

Collier�(2002)�explains� the�sophisticated�economic�impacts�of�social�capital� through�its�
nature of social interaction. First, social interaction can improve the ability to make allocative 
decisions through two mechanisms, which are copying or reducing transaction cost and 
pooling or putting all knowledge together. Second, social interaction can raise output through 
the knowledge about whether other agents are reliable, i.e. trust and reputation. Third, social 
interaction produces coordinated action in several ways, such as spontaneous coordination 
because of norms or conscious coordination because of conscious decisions.

Social capital does not always yield positive impacts. Many studies illustrate various 
channels that social capital yields a negative economic impact. Social capital is multi-
dimensional.�As�an�intrinsic�aspect�of�rural�society,�social�capital�might�be�reÀected�in�the�
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“trust level” among local community members, which help to reduce the transaction costs. 
However, trust, which is a type of collective resource of a community, could be used for 
sel¿sh�interest�at�the�expense�of�other�members�in�the�rural�community.�Such�activity�could�
reduce the economic well-being of the community as a whole and destroy the “stock” of 
general trust. In such a case, social capital as an intrinsic aspect of the rural society cannot 
help to deal with rural marginalization.

As�social�connectivity,�social�capital�reÀects�the�social�networks�and�connections�available�
in rural communities. However, social connectivity might induce the costs of participating 
and maintaining. Maintaining bonding groups might include restriction in resource mobility 
as a type of social obligation that induces the opportunity cost of resources for the best 
use.�When�its�bene¿ts�are�not�large�enough,�such�type�of�social�capital�is�the�damaging�one�
and reduces the household’s economic well-being. Levien (2015) presents evidence from 
rural India that social capital in the form of social connectivity is harmful and undermines 
inclusive development when better-connected farmers take the position of a broker and 
capture�all�pro¿ts�at�the�expense�of�other�villagers.�Sabatini�(2008)�reports�that�social�capital�
in the form of family ties and strong social networks have a negative impact on per capita 
income�and�life�expectancy.

2.3 Empirical evidence of the impact

Due to the multi-dimensional nature of social capital and economic well-being, there is a lack 
of systematic evidence of the impact of social capital on economic well-being, especially in 
developing countries. Estimating the impacts of social capital is often restricted by the fact 
that�social�capital�is�di൶cult�to�be�operationalized�and�measured.�Usually,�empirical�evidence�
is focused only on a particular dimension of social capital.

Putnam et al. (1993) provide evidence that social capital in the form of social networks in 
northern�Italy�attributes�signi¿cantly�to�economic�success.�FAO�(2014)�reports�that�e󯿿ective�
producers’ organizations “can provide producers with a wide range of services: enhancing their 
access to natural resources, as well as input and output markets, information and knowledge 
and facilitating their participation in policymaking”. However, such pieces of evidence were 
mainly�discovered�through�a�¿eld�study�instead�of�carrying�out�an�extensive�household�survey.�
The�unavailability�of�large-scale�household�surveys�poses�a�signi¿cant�challenge�to�any�e󯿿ort�
to�examine�empirically�the�economic�impacts�of�social�capital,�especially�in�the�rural,�around�
the world.

Narayan and Pritchett (1999) illustrate that in rural Tanzania, social capital in the form 
of� o൶cial�networks� improves� the� income�of�households.� In� rural�America,�Hoyman�et al. 
(2016) present that bridging social capital, which is a social organization with heterogeneous 
members, has a positive impact on per capita income. In rural Indonesia, Jumirah and Wahyuni 
(2018) estimate the impact of social capital in terms of trust, cooperativeness, and social 
network�on�household�expenditure�using�the� IV�method.�Their�empirical�results�show�that�
while social capital indicators in the form of social participation level and cooperativeness 
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index�yield�a�positive�impact�on�household�expenditure,�social�capital�indicator�in�the�form�of�
trust�index�yields�a�negative�impact�on�household’s�expenditure.

In Vietnam, when surveying in Da Hoi iron and steel production village in rural Vietnam, 
Nam et al.� (2009)�examine�the�determinants�of� the� improvement� in�product� lines,�product�
quality, material procurement, product marketing, labor management, and overall economic 
performance of the rural enterprises. They use the binary variable of having siblings who 
established� their� businesses� earlier� and� engaged� in� steel� production� as� a� proxy� for� social�
capital.�They�¿nd�that�family� ties�have�statistically�signi¿cant�and�positive� impacts�on�the�
production of more modern products. In terms of value-added, these ties have positive 
impacts�with�a�marginal�e󯿿ect�of�about�0.1.�They�reveal�that�the�personal�ties�with�parents�
and siblings contributed to the improvements and performance of village enterprises. These 
ties are important determinants of the successful transformation of the village industry. While 
more research attention has been paid to Vietnamese enterprises (Cuong et al., 2018; Nam, 
2014; Nam et al., 2009), studies about impact of social capital on the economic well-being 
of�rural�households�are�minimal.�For�example,�Tuong-Anh�and�Quynh-Anh�(2015)�examine�
the impact of social capital on subjective well-being, which is coded from 1 to 4 for life 
satisfaction,�in�rural�Vietnam�using�an�OLS�regression�model.�Such�type�of�research�su󯿿ers�
from a variety of problems: (1) It wrongly considers subjective well-being as a dimension of 
economic well-being that can be empirically modeled, (2) It provides no theoretical foundation 
but�implicitly�relaxes�the�functional�form,�(3)�It�su󯿿ers�from�spurious�relationships/correlation�
when interpreting association as causality.

With more rigorous studies, there is limitation of research scopes in Vietnam. Ha et al. 
(2004) develop a reduced-form production function of rural households in a paper-recycling 
craft�village�to�examine�the� impact�of�several�types�of�social�capital�on�household�income�
and� expenditure.� They� ¿nd� that� association� membership� does� not� have� an� impact� on�
household�income�and�social�capital�in�terms�of�trust�and�reciprocity�has�a�signi¿cant�impact�
on� household’s� income� and� expenditure.�A� limitation� of� this� study� is� that� it� focuses� on� a�
small population of a village. Their sample is small with 67 observations of paper-recycling 
households and 105 general households, making any policy implication impossible. While 
not considering the case of income, Newman et al. (2014) report that social capital in the 
form of women association facilitates and helps to increase savings in formal and informal 
¿nancial�institutions.�Markussen�(2017)�presents�a�signi¿cant�impact�of�social�capital�in�the�
form of political organizations and connection to government on per capita income in rural 
Vietnam.�The� limitation�of�Markussen� (2017)� is� the� lack�of� ¿eld� study� to� understand� the�
impact mechanism.

3. Analytical settings

3.1 Operationalizing social capital in rural Vietnam

Social� capital� is� a� multi-dimensional� concept� reÀecting� a� type� of� resources,� which� are�
originated from social interaction, embedded in either relational connections or social structure, 
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maintained through social connectivity, and mobilized for facilitating coordinated actions. In 
this paper, social capital is operationalized in four types: (1) Formal social network, which 
is the number of membership connections of the whole family in the social organizations; 
(2) Informal network, which is the number of connections to social community; (3) General 
trust;� and� (4)� Governmental� connections,� which� reÀect� linking� capacity� or� network� of� a�
household to governmental bodies. This is only one among many ways to conceptualize the 
multi-dimension of social capital. Although social capital is intangible, its current “stock” is 
abundant in rural Vietnam, according to summaries from the VARHS.

Table 1. Percentage of the household having at least one membership
2008 2010 2012 2014

Any group 85.2 87.4 88.9 89.3
Communist Party 11.6 9.0 8.2 11.6
Communist Youth Union 30.2 17.3 18.6 12.0
Women Association 58.8 57.7 63.4 59.9
Farmers Association 38.0 39.4 32.0 40.9
Veteran Association 15.1 15.0 16.2 15.9
Elderly Association 22.8 21.7 25.6 26.2

Source: Calculated by the authors

Traditionally, the formal social network is measured by the number of memberships in 
formal organizations. In Table 1, more than 85% of households in rural Vietnam have at least 
one�member�of�a�type�of�formal�social�network.�Among�the�six�main�associations,�Communist�
Party membership has the lowest rate, which is about 10%. The rate of having memberships 
in Women Association is about 60%. The rate of having memberships in Farmer Association 
is about 40%.

The informal network illustrates how well a household connects to the local society besides 
o൶cial�organizations.�The�VARHS�operationalizes�this�concept�in�several�ways,�as�shown�in�
Table 2. More than 90% of the household has at least one person to turn to for money in 
case of an emergency. Almost 98% of households participate in at least one wedding in the 
previous year while the median number of weddings attended is about 15.

Table 2. Informal network in rural Vietnam

2008 2010 2012 2014
Share of household with at least one person to 
turn to for money in case of emergency (%) 92.5 94.3 91.0 93.8

Share of household who attended at least one 
wedding last year (%) 96.6 98.3 98.7 98.0

Number of wedding attended (median) 15 13 15 16
Source: Calculated by the authors
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Following the World Bank’s World Values survey, a question about general trust “Generally 
speaking, would you say that most people can be trusted?” was asked in all waves of the 
VARHS surveys from 2006 to 2016. Table 3 presents a high trust level, which more than 81%, 
in rural Vietnam. This number is higher than that in the whole of Vietnam in 2006, which was 
50.9%, in China in 2012, which was 60.3%, in Japan in 2010, which was 35.9%, and in the 
United States in 2011, which was 34.8%.

Table 3. General trust in rural Vietnam
2006 2008 2010 2012 2014

Most people can be trusted (%) 84 86.9 82.5 87.2 81.7

Source: Calculated by the authors

Regarding governmental connections, the balanced sample of 2,600 rural households 
presents�a�signi¿cantly�high�rate.�About�30%�of� the� rural�households� in�2012�and�25%�of�
the�rural�households�in�2014�had�at�least�one�linkage�to�a�government�o൶cial�through�family�
members, relatives, or friends.

3.2 Hypotheses and analytical framework

This study employs operationalized types of social capital to construct the following 
hypotheses:

Hypothesis� 1:� The� formal� networks�have�a� statistically� signi񯿿cantly�positive� impact� on�
rural households’ income.

Hypothesis�2:�Informal�networks�have�a�statistically�signi񯿿cantly�positive�impact�on�rural�
households’ income.

Hypothesis� 3:� General� trust� has� a� statistically� signi񯿿cantly� positive� impact� on� rural�
households’ income.

Hypothesis�4:�Governmental�connections�have�a�statistically�signi񯿿cantly�positive�impact�
on rural households’ income.

Figure 1 presents an analytical framework for capturing the impact of social capital. Using 
a conventional production function approach, the rural resources in terms of capital, labor, 
land, and human capital together with social capital (SC), are assumed to transform through a 
“black-box”�of�the�production�process�to�generate�the�output�of�production.�Such�output�then�
is converted into economic well-being, which is measured by direct consumption or market 
exchange�for�income.�Formally,�Y�is�a�function�of�K,�L,�H,�and�SC.

While Y is the output of production, which should be measured by the amount of goods 
and services produced by the household, such aggregate data is conceptually not available. 
The straight use of quantity of output is impossible. Aggregate output needs to be converted 
into monetary terms using market prices. In this case, aggregate output is close to income plus 
the value of self-consuming output. As an empirical practice, the data of income are often 
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used�as�a�proxy2.�It�is�consistent�with�the�fact�that�income�is�a�traditional�proxy�for�economic�
well-being. This study follows Narayan and Pritchett (1999), Grootaert et al. (2002), Ha et 
al. (2004), Jumirah and Wahyuni (2018) to estimate an aggregate production function of the 
rural household.

Figure 1. The analytical framework of the impact of social capital

Source: Authors’ proposal

3.3 Empirical settings

In empirical settings, several regression models are employed, including pooled OLS, 
random-e󯿿ects,�and�¿xed-e󯿿ects�(with�and�without�time�e󯿿ects):

lnYit�=�β0�+�β1.Characit�+�β2.Kit�+�β3.Landit�+�β4.Lit�+�β5.HCit�+�β6.SCit�+�εit

where t = 0 if the year is 2012 and t = 1 if the year is 2014; Yit is the income of the household; 
ln is a natural logarithm form; Capital endowment Kit of household i in year t is the total value 
of�durable�assets�in�logarithm�form�as�a�proxy.

Labor endowment Lit of household i in year t is the total number of working days of all 
household members in inverse hyperbolic sine form in the previous year.

Land endowment Landit of household i in year t is operationalized in three types, which are 
owning and using land, renting and borrowing land, and lending and leasing land. Because 
there are many zero-values, the inverse hyperbolic sine transformation3 is used instead of the 
traditional logarithm transformation. The living area in the logarithm form (m2) is used as a 
proxy�for�the�endowment�of�land�for�living.

2� Assuming� that� the� rate� of� value� of� self-consuming� output� is� α,� then� it� is� possible� to� rewrite:� 
ln[Income]�=�ln[(1�-�α).Output]�=�ln(1�-�α)�+�ln[Output].�The�di󯿿erence�between�estimation�in�terms�of�income�
and�in�terms�of�output�then�is�presented�in�the�vector�of�slope�β0,�not�in�vectors�of�coe൶cients�of�interest�from�
β1�to�β6. 

3 .�See�Appendix�1.
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Human capital endowment HCit of the household i in year t is operationalized in (1) the age 
of the head, (2) the military experience - equal to one of the head used to serve in the army, 
and�(3)�the�certi¿cate�of�education�of�the�head.

Characit is for household i’s characteristics in year t, which include gender of the household 
head, two dummy variables for whether the household has migrants and whether the household 
engages in non-farm business. The interaction terms between these two types are also included 
to capture the fact that rural resources need to be shared between migration and non-farm 
business. We interact migration with non-farm entrepreneurship.

Social capital SCit of household i in year t has four types: (1) Formal social network is 
measured as the number of membership of the whole family in either Communist Party, Youth 
Union, Women Union, Farmer Union, Veteran Union, or Elderly Group;4 (2) Informal network 
is the number of wedding ceremonies that a household participated in the previous year;  
(3) General trust is a dummy variable, which equals 1 if a household agrees that almost 
everyone in the commune is honest and trustworthy, and 0 otherwise; and (4) Governmental 
connections include three dummy variables, which are equal to 1 if a household’s members, 
relatives, or friends work in the government, and 0 otherwise.

Table 4 presents a summary of social capital data.

Table 4. Summary of social capital data

Variables/Covariates
2012 2014

Mean Standard deviation Mean Standard deviation
The Communist Party 0.13 0.40 0.17 0.46
The Communist Youth Union 0.26 0.62 0.19 0.53
The Women Association 0.76 0.50 0.72 0.51
The Farmers Association 0.57 0.59 0.55 0.59
The Veteran Association 0.14 0.36 0.18 0.40
The Elderly Association 0.28 0.59 0.34 0.65
Number of Weddings 16.36 14.29 14.70 13.31
General trust 0.86 0.34 0.83 0.38
Political link: Household members 0.07 0.25 0.06 0.24
Political link: Relatives 0.17 0.37 0.21 0.41
Political link: Friends 0.17 0.37 0.14 0.35

Source: Calculation by the authors

The�impact�of�social�capital�on�a�household’s�income�is�reÀected�in�the�vector�of�coe൶cients�
β6.� For� estimating� the� impact� β6,� this� study� employs� the�OLS,� the� random�e󯿿ect,� and� the�
¿xed-e󯿿ect�models.�The�di󯿿erence�among�these�models�is�the�assumption�about�εit.�In�the�
OLS�model,�error�term�εit� is�assumed�to�be�uncorrelated�with�explanatory�variables.�In�the�

4 These organizations are the main ones as the proportion of households having memberships in all samples is 
not less than 10%.
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other�models,�εit = ci + uit, in which ci�is�individual-speci¿c�and�uit is an idiosyncratic error 
term,�which� is� assumed� to�be� uncorrelated�with� the� explanatory� variables.� In� the� random�
e󯿿ect�model,�ci�is�a�random�variable,�which�is�uncorrelated�with�the�explanatory�variables.�
In�the�¿xed-e󯿿ect�model,�ci is a random variable, which is allowed to be correlated with the 
explanatory�variables.

The path from social capital to the income

Social capital and income might have a reverse relationship. Higher income generates higher 
social�capital.�For�example,�wealthier�households�are�more�likely�to�be�invited�to�wedding�
ceremonies than the poor. However, the path from income to social capital is limited due to 
low�¿nancial�barriers�because�of�social�organization�memberships,�governmental�connections,�
and general trust. For the informal network, wedding ceremonies are more related to tradition 
than�¿nancial�status�and�are�mutual�obligations.�For�example,�if� I� invite�you,�I�expect�that�
you will invite me in the future. The value of a wedding present/gift is even recorded for 
future equal return. In this sense, it is argued that the impact, if any, is not from income to 
social capital, but from social capital to income. In the long run, the accumulation of some 
type�of�economic�well-being�(such�as�income)�constructs�¿nancial�capital�or�human�capital.�
Similarly, this accumulation might construct social capital in the long run. However, this 
long-run relationship is not the focus of this study.

3.4 Model diagnostics and selection

Table�5�provides�the�regression�results�of�the�pooled�OLS,�the�¿xed-e󯿿ect,�the�random�e󯿿ect,�
and�the�2-way�(individual�and�time)�¿xed-e󯿿ect�model.

The Breusch-Pagan Lagrange multiplier test is employed to choose between the pooled 
OLS� model� and� the� random� e󯿿ect� model.� The� null� hypothesis� H0 in the Breusch-Pagan 
Lagrange�multiplier�test�is�that�variance�across�households�is�zero.�The�statistics�χ�̅(1)�=�188.16�
with p-value = 0.0000 implies that the null hypothesis H0 is rejected, thus the simple OLS 
is�less�preferred�to�the�random�e󯿿ect�model.�Secondly,�the�Hausman�test�is�employed�to�test�
Hypothesis H0:�the�di󯿿erence�in�coe൶cients�between�the�¿xed�e󯿿ect�model�and�the�random�
e󯿿ect�model�is�not�systematic.�The�statistics�χ2(24)�=�172.61�with�p-value�=�0.0000�implies�
that H0�is�rejected,�thus�the�¿xed�e󯿿ect�model�is�preferred.�Thirdly,�the�time�dummy�variable�
in� the�2-way�¿xed�e󯿿ect�model� is�statistically� signi¿cant,� implying�that� the� time�dummy�
variable�should�be�included�in�the�model�or�the�2-way�¿xed�e󯿿ect�model�is�preferred�to�the�
one-way� (individual)�¿xed-e󯿿ect�model.�Finally,� the�null� hypothesis�of�homoskedasticity�
is� rejected� using� the� modi¿ed� Wald� test� for� GroupWise� heteroskedasticity.� The� 2-way� 
¿xed-e󯿿ect�model� in�Table�5� is� reported�with� the� p-value� from�heteroskedasticity-robust�
(Huber-White) standard errors.
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4. Empirical results and discussion

Among social capital indicators including in the model, four of them have a statistically 
signi¿cant�coe൶cient,�which�are�the�number�of�Communist�Party�members,�the�number�of�
Communist Youth Union members, the governmental connections in terms of having a friend 
in government, and the informal network in terms of the number of wedding ceremonies 
participated.� The� coe൶cients� of� other� social� capital� indicators� including� general� trust� are�
statistically�insigni¿cantly�di󯿿erent�from�zero.

4.1 The Communist Party and the Communist Youth Union

In�the�two-way�¿xed�e󯿿ect�model,�for�one�more�Communist�Party�membership�or�one�more�
Communist Youth Union membership in the household, the total income of the household 
increases by 100×(e0.1153�-�1)�≈�12.22%�and�100×(e0.0503�-�1)�≈�5.2%�on�average,�respectively.�
All� other� o൶cial� social� networks� in� this� study� including� membership� of� professional�
organizations such as the Farmer Association or non-professional organizations such as 
Women Association, Veteran Association, and the Elderly Association do not have such 
impact. These results imply the vital role of political and governmental linkage in rural 
Vietnam. Engaging in a general political party itself cannot directly improve the household 
income. However, in Vietnam, important local development policies and strategies are 
typically have close involvement of local party organizations. In this sense, the more 
connections with the Communist Party, the more available information a household has. 
The role of these connections is more important in case collective action needs to be taken.

Information�advantage:�the�case�of�Dinh�Van�Thuan

Box�1�presents� the� case�of�Dinh�Van�Thuan,�who�had� an� information� advantage� from�his�
Communist Party membership and successfully transformed this advantage into economic 
success. 

Another�explanation�for�this�result�is�recognized�through�an�interview�in�rural�Hai�Phong5 
with� a� retired� high-ranking� government�o൶cial� and� two� farmers� (one� is� a�member� of� the�
Communist Party, and one is not). All of them argued that while the information advantage 
was not clear, the Communist Party membership related to a strict discipline and, hence, 
required rural households to have a more responsible living style and behaviors. As a result, a 
family with the Communist Party membership had fewer problems with alcohol, gambling, or 
violation than their counterparts without such membership. This implied higher productivity. 
This argument relates to Coleman’s (1988) hypothesis that social capital in the form of social 
obligation�results�in�a�socially�e൶cient�outcome�because�it�allows�actors�to�gain�an�appropriate�
level of partial control of the action.

5� Interview�with�Mr.�K�(a�retired�high-ranking�governmental�o൶cial),�Mr.�N�(a�member�of�the�Communist�Party),�and�
Mr. T (a non-member of the Communist Party) in Thuy Nguyen province, Hai Phong city on January 30, 2019.
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Decreasing�impact�of�connection

A weakness of the models presented in Table 5 is the implicit assumption that an additional 
connection yields the same impact on the percentage increase of total income. However, 
if� sharing� knowledge� and� information� is� one� of� the� main� channels� that� a󯿿ect� outcomes,�
the� impact� of� the� membership� is� much�more� signi¿cant� than� of� the� second� one� because�
a� household� as� a� unitary� unit� has� its� e󯿿ective� information-sharing�mechanism.�The� strict�
discipline and requirements of responsible living style for Communist Party members also 
have certain impacts on other family members. It supports the view that the impact of later 
connection to the Communist Party should have less impact on the whole household. To 
capture this observation, instead of using the number of memberships, the inverse hyperbolic 
sine�transformations�(IHS)�of�the�total�membership�of�o൶cial�social�networks�are�used�to�re-
run�the�2-way�¿xed-e󯿿ect�model.�The�coe൶cients�are�re-estimated�for�two�cases,�which�are�
using IHS transformation for the Communist Party membership variable only and using IHS 
transformation for all variables of social organization groups.

Box 1. The case of Dinh Van Thuan

Dinh Van Thuan (born in 1985) is a Communist Party member of Hai Dong commune, 
Hai Hau ward, Nam Dinh province. Most production land of the commune used to 
be cat clays, which are generally acid soils and located in high geographical positions 
and�not� suitable� for� irrigational�works.�As� a� result,� it�was� signi¿cantly� ine൶cient�and�
unproductive for rice production. When the Communist Party organization and the 
local government of Hai Hau ward had as a policy of regrouping land, planning for 
specialized and concentrated regions, transferring unproductive rice and salt production 
land to agriculture and medicinal plant production, Thuan asked the support from his 
family and friends and decided to bid for 30,000 m2 of production land for the medicinal 
plant decided polyscias fruticose (đinh�lăng), white shrimp (litopenaeus vannamei - tôm 
thẻ�chân�trắng),�and�oriental�weather¿sh� (pond� loach�or�dojo,�chạch�sụn). This initial 
investment�brought�Thuan�a�high�annual�pro¿t,�which�was�some�hundred�million�Vietnam�
Dong. Thuan’s successful business model was brought to study in his Communist Party 
cell and became a base for the Party cell’s resolution on transforming business model and 
improving economic activities in Hai Dong commune. Through various meetings, Thuan 
found out that there were many young people without knowledge, capital, or employment 
in his commune. With his reputation as a Communist Party member and a successful 
entrepreneur, Thuan made friends and connected them with the Communist Youth Union 
of Hai Dong commune in which they could collaborate, share their knowledge, implement 
teamwork, involve in community activities, and support each other in economic activities. 

Source: Lam and Khanh (2019)
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Table 6. Model comparison: inverse hyperbolic sine transformations

2-way�¿xed�e񿿿ect IHS with Communist 
Party membership only

IHS with all 
groups

Coeff. %Δ Coe񿿿. %Δ Coe񿿿. %Δ
Number of Communist 
Party membership 0.1153 12.22 0.1571 15.71 0.1567 15.67

1 0.1153 12.22 0.1111 11.75 0.1108 11.08
2 0.1153 12.22 0.0703 7.28 0.0700 7.01
3 0.1153 12.22 0.0497 5.09 0.0495 4.95
4 0.1153 12.22 0.0381 3.88 0.0380 3.80
Number of Communist 
Youth Union membership 0.0503 5.16 0.0502 5.15 0.0596 5.96

1 0.0503 5.16 0.0502 5.15 0.0421 4.30
2 0.0503 5.16 0.0502 5.15 0.0266 2.70
3 0.0503 5.16 0.0502 5.15 0.0188 1.90
4 0.0503 5.16 0.0502 5.15 0.0144 1.45
5 0.0503 5.16 0.0502 5.15 0.0117 1.17
6 0.0503 5.16 0.0502 5.15 0.0099 0.98
7 0.0503 5.16 0.0502 5.15 0.00849 0.85

Source: Authors’ estimation from VARHS 2012-2014

Comparing�with�the�two-way�¿xed�model�in�Table�5,�the�signi¿cance�of�all�coe൶cients�in�the�
new�estimations�does�not�change�in�Table�6.�Except�for�the�case�of�transformed�variables,�the�
coe൶cients�of�other�variables�are�also�consistent�in�terms�of�magnitudes.�In�the�new�models�with�
IHS transformation, the impact of additional connection to the communist party is not constant 
but depends on the total number of connections that a household has in the Communist Party6.

Table�6�reports�that�the�marginal�impact�of�the�¿rst�Communist�Party�membership�on�total�
income� is� signi¿cant,�about�15%,�but� the�fourth�connection� to� the�Communist�Party�yields�
only a 3.8% increase in total income. Similarly, if the marginal impact of Communist Youth 
Union membership is not constant but decreasing to the number of connections, the inverse 
hyperbolic sine transformations could be used to estimate the magnitude of the impact for 
each�connection.�The�two-way�¿xed�e󯿿ect�model�is�re-run�with�IHS�transformation�of�social�
organizations� memberships� report� that� the� marginal� impact� of� the� ¿rst� connection� to� the�
Communist�Youth�Union�is�about�6%,�but�from�the�sixth�connection�has�only�an�impact�of�1%.

4.2 The Women Association and the Farmers Association

Table 5 illustrates that both the Women Association and the Farmers Association membership do 
not�yield�a�statistically�signi¿cant�impact�on�the�household’s�total�income�in�both�the�one-way�

6 If ln(y) is linearly dependent on �when�x�change�1�unit,�

ln(y) change
  

or y increase
 

�time,�depending�on�the�value�of�x.
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and�two-way�¿xed�model.�However,�in�the�OLS�model�without�time�e󯿿ect,�the�OLS�model�with�
time�e󯿿ect,�and�the�random�e󯿿ect�model,�the�impact�of�the�Farmers�Association�membership�
is� consistently� reported� to� be� statistically� signi¿cantly� negative,� implying� damaging� social�
capital.�These�mixed� results� could�be�explained�by�a�hypothesis� that� the� impact�of�Farmers�
Association�on�the�household’s�total�income�is�a�group�e󯿿ect.�For�example,�being�a�member�
of an organization has its own utility cost since the member must follow the organization of 
discipline�or�regulation�together�with�the�¿nancial�responsibility�of�fee�contribution.�When�the�
negative�group�e󯿿ect�is�greater�than�the�positive�e󯿿ect�of�collectively�embedded�resources�within�
the group, the net impact of engaging in the social organization might be negative. Namely, 
the�number�of�memberships� itself�does�not�signi¿cantly�a󯿿ect� the�household’s� total� income,�
but�having�a�connection�with� the�group�generates�an�impact.�Appendix�2�provides�evidence�
to support this hypothesis. Engaging in Farmers Association has negative impact on the total 
income of the household. In the 2012 sample, 1351 or 52% of the households has membership 
in the Farmers Association. Among them, 217 or 16.1% left the Farmers Association in 2014.

4.3 Informal network

Table 7. Impact of number of connection
Connections Impact (%)

0 3.717
1 2.615
2 1.646
3 1.161
4 0.889
5 0.718
6 0.602
7 0.518
8 0.454
9 0.404
10 0.364

Source: Estimated by the authors

The informal network in the form of the number of wedding ceremonies is reported in all 
models.�While� the�estimated�coe൶cient�is�minimal,�which�is�about�0.0365�in� the� two-way�
¿xed�model,�the�impact�is�statistically�signi¿cant.�In�rural�Vietnam,�the�household�that�has�
more connection with the community life will enjoy not only higher spiritual well-being but 
also higher economic well-being. The empirical results show that when other things hold 
constantly and the number of wedding ceremonies participated by a household is large enough, 
which is more than 10, a 10% increase in the number of wedding ceremonies that a household 
participates�is�correspondent�to�a�total�income�increase�of�about�0.365%�in�the�two-way�¿xed�
model�and�1.11%�in�the�OLS�with�time�e󯿿ect�model.�When�the�number�of�wedding�ceremony�
participation is less than 10, the impact on income depends upon the current number of 
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connections. Table 7 reports the estimation, which is re-converted from IHS transformation, 
in�terms�of�percentage�increase�in�total�income.�While�the�¿rst�connection�increases�household�
total income by 3.72%, the eleventh connection helps increase household total income by only 
0.364%. After the eleventh connection, the impact is stable at the elasticity level of 0.365%.
4.4 Governmental connections and general trust

The importance of connectivity is also suggested by the impact of governmental connection. 
All� models� demonstrate� the� statistically� signi¿cantly� positive� impact� of� connecting� to� the�
government�through�the�friend�network.�The�evidence�from�the�two-way�¿xed�e󯿿ect�model�
illustrates that having a friend working in the government yields 100×(e0.0739�-�1)�≈�7.7%�higher�
total income for a household. The positive impact of governmental connections is not observed 
for relatives and family members, which are supposed to be closer networks. Having a relative 
or a family member working in the government does not yield a positive impact on household 
income.�The�coe൶cients� in�all�models�are�not�statistically�signi¿cantly�di󯿿erent� from�zero.�
These empirical results are in line with Granovetter’s (1973) hypothesis about “the strength of 
weak ties” of which weak ties could be sources of new information and knowledge.

General�trust�is�a�type�of�collective�social�capital�that�is�often�di൶cult�to�be�measured.�Using�
a�binary�variable�of�agreeing�that�“most�people�in�the�commune�are�trustworthy”�as�a�proxy,�all�
the models in Table 5 do not support the view that general trust helps to improve the household’s 
total income7.�In�the�two-way�¿xed�e󯿿ect�model�and�two�OLS�models,�the�coe൶cient�of�general�
trust�is�statistically�insigni¿cantly�di󯿿erent�from�zero.�In�the�one-way�¿xed-e󯿿ect�model�and�
random�e󯿿ect�model,�this�coe൶cient�is�statistically�signi¿cantly�negative,�which�are�-0.058�and�
-0.04,�respectively.�This�¿nding�suggests�that�the�household�of�whom�the�head�believes�that�
almost�all�people�in�the�commune�were�trustworthy�would�su󯿿er�from�a�loss�in�total�income�
of�about�4-6%.�This�result�is�consistent�with�the�¿nding�in�Jumirah�and�Wahyuni�(2018),�of�
which�the�trust�index�yields�a�0.3%�decrease�in�household�expenditure.�However,�the�damaging�
impact�of�social�capital�in�the�form�of�general�trust�disappears�when�the�time�e󯿿ect�is�included�
in�the�model.�This�¿nding�suggests�that�the�negative�impact�of�general�trust�is�a�time-speci¿c�
impact.�We�test�this�hypothesis�by�re-running�the�OLS�model�without�time-speci¿c�for�each�
year. The results show that the negative impact of general trust is found in 2012 but disappears 
in 2014. Indeed, macroeconomic data from World Bank Development Indicators8 show that the 
year 2012 is one of the most challenging years for Vietnam since the 1990s when the country 
has�su󯿿ered�from�many�external�shocks�after�the�2008�global�¿nancial�crisis.�The�country’s�
growth rate has reduced from the peak level of 7.5% in the period of 1999-2019 to the lowest 
level of 5.2% in 2012. It is even lower than the level of 5.4% in 2009. From this side, our 
results shed new light on the relation of general trust as the collective social capital. While in 
the�regular�time�trust�might�facilitate�opportunistic�behaviors,�in�the�di൶cult�time,�it�can�be�
exploited�for�self-interest�at�the�expense�of�people�who�trust�others.
7 Using the binary variable of not agreeing that “In this commune, people should be careful because there are 
some�people�who�are�untrustworthy”�as�a�proxy�for�general�trust,�this�study�also�¿nds�no�impact�of�such�col-
lective social capital.

8 https://data.worldbank.org/indicator
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5. Conclusion

This study illustrates that social capital is abundant and has positive impacts on household 
income in rural Vietnam. Among many dimensions of social capital, political and governmental 
connectivity is fundamentally important for improving household income. Having a family 
member in the Communist Party, the Communist Youth Union, or having a friend working in 
a�governmental�organization�signi¿cantly�improves�the�economic�position�of�the�household,�
which is 12.2%, 5.2%, and 7.7% on average, respectively. This study also presents that 
approaching governmental organizations through the friend network is much more important 
than�the�relative�network�or�family�member�network.�This�¿nding�could�be�seen�as�evidence�for�
Granovetter�(1973)’s�“the�strength�of�weak�ties”�argument.�This�study�¿nds�no�positive�impact�
of other massive organizations, which are often claimed to be important in rural Vietnam9, such 
as�the�Farmers�Association�or�the�Women�Association.�If�it�exists,�the�impact�of�the�Farmers�
Association�might�be�negative� due� to� the�bonding�group� e󯿿ect.� In� this� sense,� it� represents�
damaging�social�capital,�of�which�the�utility�cost�is�larger�than�the�group’s�bene¿t.�This�¿nding�
helps�to�explain�the�high�rate�of�leaving�the�Farmers�Association�between�2012�and�2014.

This study provides evidence that informal network is important in rural Vietnam. 
Connecting to the community through the participation of wedding ceremonies does not only 
increase the spiritual well-being but also works as a type of social capital to increase the 
household�income.�A�household�involving�in�the�community�through�participating�in�the�¿rst�
wedding�ceremony�enjoys�a�3.72%�increase�in�total�income,�and�the�marginal�e󯿿ect�decreases�
with the number of wedding participating.

While collective social capital in terms of the general trust is believed to generate a 
positive�impact�on�economic�well-being,�this�study�¿nds�no�such�impact�on�the� income�of�
rural�households�in�Vietnam.�More�seriously,�in�a�di൶cult�time,�general�trust�has�a�negative�
e󯿿ect�when�households�with�opportunistic�behaviors�pursuit� sel¿sh-interest�bene¿ts�at� the�
expense�of�one�who�trusts�others.

 The main conclusion of this study is that rural marginalization is not destiny. Rural areas 
have the endogenous potential social capital that can be translated into sustainable development. 
This study contributes empirical evidence from the case of Vietnam to the academic literature 
of�social�capital.�This�study�illustrates�how�each�dimension�of�social�capital�a󯿿ects�household�
income in rural Vietnam. These empirical results stimulate theoretical discussion on the 
channels that a certain form of social capital can be translated into economic outcomes. For 
example,�the�Communist�Party�membership’s�impact�implies�Coleman’s�(1988)�channel�that�
social�obligation�can�facilitate�socially�e൶cient�outcomes�through�partial�control.�The�channel�
through information advantage or Granovetter’s (1973) “the strength of weak ties” is also 
found in the case of governmental connections. 

9� For�example,�responding�to�a�VARHS�question�of�bene¿t�when�joining�an�organization,�17.3%�of�interviewees�
referred�to�Farmers�Association�as�bringing�economic�bene¿t�while�only�1.4%�said�the�same�thing�about�the�
Communist Party.
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Appendices

Appendix 1

Logarithm and Inverse hyperbolic sine transformation

(1)�Logarithm�transformation�of�x:�ln(x).

Consider�the�model�ln(y)�=�β0 +�β1.ln(x)�+�β2X�+�ε

⇒ 

⇒�The�elasticity�of�y�in�respect�with�x:
 

(2)�Inverse�hyperbolic�sine�transformation�of�x:�

⇒ 

Consider�the�model�ln(y)�=�β0 +�β1.IHS(x)�+�β2X�+�ε

⇒ 

⇒�The�elasticity�of�y�in�respect�with�x:
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Appendix 2

This�appendix�tests�the�hypothesis�that�the�impact�of�Farmers�association�to�household’s�total�
income�is�group�e󯿿ect.�For�example,�being�a�member�of�an�organization�have�its�own�utility�
cost since the member must follow the organization of discipline or regulation besides the 
¿nancial� responsibility�of�contributing� fee.�When� the�negative�group�e󯿿ect� is�greater� than�
the�positive�e󯿿ect�of�collectively�embedded� resources�within� the�group,� the�net� impact�of�
engaging in the social organization might be negative. Namely, the number of memberships 
itself�does�not�signi¿cantly�a󯿿ect�the�household’s�total�income,�but�having�a�connection�with�
the group generates an impact.

Table A. 1. Models with “in-group” dummy variables

Number connections Dummy ingroup 
variable

Households with 
membership only

2012 2014 2012 2014 2012 2014
Farmers Association -0.0538* -0.0788*** 0.00146 0.00693
Ingroup 2012 -0.0685**

Ingroup 2014 -0.0891***

Observation 2600 2600 2600 2600 1351 1322
Adjusted R2 0.453 0.452 0.453 0.452 0.422 0.412

Source: Authors’ estimation from VARHS 2012-2014

To test this hypothesis, instead of the number of connections, the OLS models are re-run 
with the dummy variable ingroup, which equals to 1 if the household has a family member in 
the Farmer Association in the year 2012 and 2014, respectively. Then, the OLS models are re-
run to estimate the impact of the number of connections to the Farmers association within the 
household�membership.�With�the�full�sample,�the�OLS�results�present�a�statistically�signi¿cantly�
negative�impact�of�having�membership�in�the�Farmers�association.�The�coe൶cients�of�having�
membership�(-0.0685�and�-0.0891)�are�a�little�bit�greater�than�the�coe൶cients�of�the�number�
of connections (-0.0538 and -0.0788). Within the members of the Farmer association, the 
number�of�connections�has�no�impact�on�total�income:�the�coe൶cients�are�very�close�and�not�
statistically�signi¿cantly�di󯿿erent�from�zero.

This� evidence� supports� the� hypothesis� that� the� Famer� association� has� a� group� e󯿿ect.�
Engaging in the Farmer association has a negative impact on household income. More 
connections�might�help�to�facilitate�this�negative�impact,�but�it�is�not�statistically�signi¿cant.�
In the 2012 sample, 1351 or 52% of the household has membership in the farmer association. 
Among them, 217 or 16.1% will leave the farmer association in 2014.


