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Social Capital and Rural Economic Development in Vietnam

Do Ngoc Kien, Vietnam'

Abstract
Rural economic development has been playing an essential role in Vietnam since many decades.
After the Doi-Moi 1986 reform, while the country sought to a foundation of the development
from industrialization and modernization strategies, the issue of promoting the rural area has
always been a focus of debate. This paper discusses how social capital contributes to economic
development in rural Vietnam. The paper shows that social capital is abundant in rural
Vietnam and it is a source of economic development. However, social capital is not an
independent input of production but closely related to other elements of production and market
development. As a result, this study criticizes the traditional approach in analyzing impacts of
social capital on economic development using conventional neoclassical production function
and introduces a more comprehensive conceptual framework of analyzing economic impacts of

social capital.
Keywords: Social Capital, Rural Economic Development

INTRODUCTION

Rural economic development has been playing an essential role in Vietnam since many decades. After
the Doi-Moi 1986 reform, while the country sought a foundation of the development from
industrialization and modernization strategies, the issue of promoting the rural area has always been a
focus of debate. On the one hand, the rural Vietnam is currently a place of subsistence for about 70%
population so improving economic conditions in this area has direct impacts on development strategy.
On the other hand, industrialization and modernization are exploiting and orienting resources and inputs

of production such as labor, physical capital from rural areas to industrial clusters near mega-cities such
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as Hanoi, Ho Chi Minh City and so on. This stylized fact makes the economic development process in
rural areas suffers from many obstacles.

In this setting, some studies proposed that the rural Vietnam is abundant of “social resource” that could
be used for economic development in this area (Nguyen 2012; Vu et al. 2009; Nguyen et al. 2000).
Firstly, trust and creditability are relatively high in the production process in the rural. For example,
contractual relations in villages rarely exists in the form of written documents but oral ones. Thus,
transaction costs including costs associated with negotiating, enforcement, imperfect information and
unnecessary bureaucracy will be minimal. Secondly, mutual and reciprocal support activities based on
code of conduct in terms of village convention or village regulation work as a type of “credit access”.
For example, when a firm receive a large order beyond their production capacity, it can lend products
from other producers to fulfill the contract and repay in terms of products later. Similarly, the idea of
“microcredit” also exists in the rural Vietnam for long time in the form of mutual loan club (or Hui in
Vietnamese). To have a large enough amount of money for investment, a small contribution from all
members of a certain association to a certain member will be applied, one by one, periodically. Thirdly,
there are a lot of social networks within community of farmers under various form both formal and
informal, ranging from ancestry, geography to religious and spiritual associations. These formal and
informal networks will generate positive externalities in the form of information and knowledge sharing.
The advantages mentioned above are some dimensions of “social capital” which has been becoming an
important aspect of policy discussion during the last three decades even though some scholars also raised
the question of negative effects of social capital (Nguyen 2011; Vu 2013).

This study discusses the linkages between social capital and economic development in rural Vietnam.
The paper deals with three research questions as follows:

(1) To what extent social capital exists in rural Vietnam?

(2) Is social capital a source of economic development in rural Vietnam?

(3) Is social capital independent of other factors of production in transformation process to production
output and income?

The paper contributes to the literature of social capital by criticizing the traditional approach in
analyzing impacts of social capital on economic development using conventional neoclassical production
function, (namely output is a function of traditional exogenous variables of factors of production
including capital, labor, human capital and so on in the neoclassical growth theory). It also bridges the

concept of social capital with rural economic development in a concrete conceptual framework.



RESEARCH METHODS

This study observes and evaluates the resource of social capital in rural Vietnam by taking advantage of
the “Vietnam Access to Resources: Household Survey” (VARHS) data in 2006, 2008, 2010, 2012, 2014.
The scope of these surveys covers the rural area of Vietnam in 12 provinces from the North to the South
including Lao Cai, Lai Chau, Dac Lac, Dien Bien, Dac Nong, Ha Tay (ex-), Phu Tho, Nghe An, Quang
Nam, Khanh Hoa, Lam Dong and Long An. VARHS is implemented by the University of Copenhagen,
the Central Institute for Economic Management (CIEM), the Institute of Labor Science and Social
Affairs (ILSSA), and the Centre for Agricultural Policy Consulting at Institute of Policy and Strategy for
Agriculture and Rural Development (CAP-IPSARD) since 2002. After the first wave in 2002, since 2006
the survey is implemented biyearly in 12 provinces with an increasing sample from 2,324 in 2006 to
3,648 in 2014. The survey produces detailed information about rural households for understanding their
behavior, their opportunities and constraints. VARHS is the most concrete data available for rural
studies in Vietnam. It’s data collection process, sampling distribution and its relationship with the
flagship data Vietnam Household Living Standard Survey (VHLSS) by General Statistics Office of
Vietnam (GSO) and so on can be referred to CIEM (2015).

The paper does a review of literature for examining theoretical and empirical evidence for discussing
research questions. To provide an in-depth understanding of the relationship of social capital and other
elements, case study method is also applied. This paper is structured as follows. After the introduction
and research methods, the paper introduces an economic framework for analyzing social capital. Using
this framework, the paper deals with the above research questions. From that perspective, the paper
criticizes the traditional neoclassical production function approach by discussing the relationship
between social capital and other elements both in theory and in practice. We conclude the paper by
suggesting a more comprehensive framework for understanding the role of social capital in rural

economy.

ECONOMIC FRAMEWORK FOR ANALYZING SOCIAL CAPITAL

Before discussing the role of social capital to economic development, it is fundamental to understand the
mechanism from that social capital can be translated into economic outcomes. We start this section by
introducing a definition of social capital from economic perspective. We then suggest the mechanism for

social capital to be translated into economic outcomes.

Definition of social capital
There is no universally accepted definition in the social science literature. Indeed, each branch of social

science, such as sociology, applied economics, political science and community psychology views social



capital from different perspectives. OECD (2001:41) regarded social capital as “networks together with
shared norms, values and understandings that facilitate cooperation within or among group”. According
to Coleman (1990: 320), social capital is “a variety of different entities having two characteristics in
common: they all consist of some aspect of social structure, and they facilitate certain actions of
individuals who are within the structure”. While these definitions are meaningful for understanding the
content of social capital, they do not directly view social capital from the economic perspective, namely,
viewing social capital as an economic resource for enhancing efficiency.

In this paper, we take advantage of Putnam’s approach in defining social capital as “features [...] such as
trust, norms, and networks that can improve the efficiency of society” (Putnam 1993:167). This
definition describes both sides of social capital: it is “social” and is “capital” with economic
consequence. Social capital is “social” because it involves people behaving sociably, arising from a
nonmarket interaction that has economic effect but this effect is not internalized by the prices faced in
markets. In economics, this effect is named “externality”. Collier (2002: 8) pointed out features of
externality that are usually characterized by social capital: “First, the initiation of social interaction
always involves an externality. Second, the social interaction has an economic effect that is not mediated
through the market. Third, this effect is usually not the primary purpose of the social interaction but is
incidental or even unintended”. To be “capital”, economic effects of social capital must persist due to the

persistence of social interaction or due to persistence of its effects even though it is not itself persistent.

Mechanism for translating social capital into economic outcomes

The economic rationale for economic impacts of social capital can be traced its origin from the
transaction cost theory pioneered by new institutional economists such as Coase (1937). This school
argues that transaction costs are determined by limited rationality, uncertainty, frequency and
opportunistic behavior, and so on. Given these characteristics, transactions in the market become costly.
As a result, the need for cooperation among small firms to minimize transaction cost increases. The
growing literature of economics of innovation also set ground for the impacts of social capital to
economic performance. Innovation is increasingly based on the social dimension such as collaboration,
networking and knowledge sharing. The ability to connect beyond formal channels is increasing
important to the increase of productivity (OECD, 2001). Many studies find out that social capital is an
important element to foster the diffusion of knowledge and reduce transaction costs by enhancing trust
and reducing opportunistic behaviors (Coleman 1988; Putnam 1993; Bowles and Gintis 2002).

Collier (2002) provides a framework for more a sophisticated explanation. First, social interaction can
improve the ability to make allocative decisions through two mechanisms: Copying (reducing transaction

costs) and Pooling (putting all knowledge together). Second, social interaction can raise output though



the knowledge about whether other agents are reliable (trust and reputation) basing on transaction cost
theory. Third, social interaction produces coordinated action in various ways. Spontaneous coordination
occurs because of norms so the stock of social capital is represented by the norms although it is
produced by the flow of social interaction. Beside spontaneous coordination, social interactions might

produce coordination because of conscious decisions.

SOCIAL CAPITAL IN RURAL VIETNAM

To what extent social capital exists in rural Vietnam?

Unlike physical capital and human capital, social capital is intangible, hence observing its current “stock”
is difficult. In the literature, some studies provide several methods for measuring some dimensions of
social capital such as trust, social networks, knowledge sharing and so on. In this section, the data from
“Vietnam Access to Resources: Household Survey” (VARHS) 2006, 2008, 2010, 2012, 2014 is used to
present the current stock of social capital in rural Vietnam. VARHS surveys follow the World Bank’s
World Values Survey question on measuring trust. Besides, VARHS also explores other dimensions of
social capital such as social network and information sharing. For the comparison purpose, we use World
Bank’s World Values Survey for measurement of trust as an element of social capital in community. In
the World Values Survey, trust typically is calculated using the responses to the survey question:
“Generally speaking, would you say that most people can be trusted or that you need to be very careful in
dealing with people?”. Table 1A provides the percentage of “Yes” answer in several countries including
China, Japan, United States and Vietnam in the most recent year that the survey was carried out. The result

shows that in general, 50.9% Vietnamese people think most people can be trusted.

Table 1A: Measurement of “Trust” in some countries

China (2012)* | Japan (2010)* | USA (2011)* | Vietnam (2006)*

Most people can be trusted 60.3% 35.9% 34.8% 50.9%

»

Note: “Trust” is measured by calculating the percentage of the “Yes” answer for the question
“Generally speaking, would you say that most people can be trusted or that you need to be very careful
in dealing with people?” in the sample of respective country.

* The year in the bracket is the latest year when World Values Survey was carried out in the country

Source: World Values Survey

The same survey question on trust is also used in all wave of VARHS surveys. Table 1B provides results
from VARHS data from 2006 to 2014. In all survey year, more than 81% of Vietnamese people in the rural
area think that most people can be trusted. This implies a high “trust level” in rural Vietnam compared to

the whole Vietnam as well as in China, Japan and the United States. This result is consistent with the



conventional wisdom that people in rural Vietnam own a bonding characteristic to its own small

community where trust is easy to be built up.

Table 1B: Measurement of “Trust” in rural Vietnam
2006 2008 2010 2012 2014

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

Note: “Trust” is measured by calculating the percentage of the “Yes” answer for the question
“Generally speaking, would you say that most people can be trusted or that you need to be very careful
in dealing with people?” in the sample of survey areas.

Source: VARHS 2006, 2008, 2010, 2012, 2014

Another reason for the high trust level in the rural areas of Vietnam is the fact that the people in rural
areas have to bear various external shocks. Van (2015) using the survey in 3 years 2007, 2008 and 2010
in the project “Vulnerability in Southeast Asia” in the rural areas in 3 provinces (Ha Tinh, Thua Thien
Hue, Dac Lac) shows that on average agriculture shock and health shock are dominant with 46.6% and
23.2% shock types in their samples. Under this condition, in the choice of coping-strategy from game
theory, credit is dominant, especially for the case of the poor who involve mainly in informal insurance
associations. So, they are supposed to participate in a repeated interaction leading to the fact that they
“care enough about the future, then their concern for the future can help sustain their cooperation in
present” (Schaffner 2014: 323). Credits, repeated interaction and cooperation with future perspective
built trust.

As discussed previously, the stock of social capital could also be seen from social interactions in terms
of clubs and social networks. Clubs are traditionally measured by the number of groups (unions,
associations) that people involve. Table 2 presents that more than 85% of households in rural Vietnam

have at least one member of a type of “club”.

Table 2: Percentage of household that has at least one respective group member (Unit: %)

2006 | 2008 | 2010
Any Group 88.2 85.2 87.4
Communist Party 8.3 11.6 9.0
Youth Union 21.5 30.2 17.3
Women’s Union 70.1 58.8 57.7
Farmer’s Union 51 38 39.4
Veteran’s Union 16.7 15.1 15.0
Farmer Interest Group - 1.0 0.5
Business Association - 0.2 0.1
Credit/Microfinance Group 5.0 0.1 0.2
Cooperative - 0.8 0.6
Religious Group 4.7 1.6 1.5




Sport/Culture Group 0.5 0.1 0.1
The Red Cross - 0.8 1.1
Old Age Group - 22.8 21.7
Other Group - 3.1 3.7

Source: VARHS 2006, 2008, 2010

While social networks are difficult to measure, VARHS tried to proxy them in several ways. The results
are shown in Table 3. More than 90% of households have at least one person to turn to for money in case
of emergency. About over 70% are relatives with close ties. Almost households participate at least one
wedding while the median of the number of wedding attended is about 15. These figures imply a high

level of social capital in terms of clubs and social networks in rural Vietnam.

Table 3: Informal network (Unit: %)

2008 | 2010 | 2012 | 2014
Share of household with at least one person to turn to for money in | 92.5 94.3 91 93.8
case of emergency
Share of helpers who are relatives 63.5 73.0 73.7 75.6
Share of household who attended at least one wedding last year 96.6 98.3 98.7 98.1
Number of wedding attended (median) 15 13 15 16
Share of household hosting wedding party 6.3 9.4 6.4 6.4
Share of household hosting birthday party 4.2 4.9 6.4 4.5

Source: VARHS 2008, 2010, 2012 and 2014.

In our framework, one important dimension of social capital is knowledge sharing, that can affect to
output through copying and pooling mechanism. To understand knowledge sharing in rural Vietnam,
VARHS surveys asked about the source of information that could be used in economic activities
including agricultural production and extension, credit and insurance, government policy changes and
market information. In these pieces of information, relatives, friends and neighbors play a crucial role.
Another important source of information is television and community loud speakers. The detail results

are presented in Table 4A and Table 4B.

Table 4A: Source of information on agricultural production & extension and credit and insurance

(Unit: %)
) On A.gr1cultura1 production & On credit and insurance

Source of Information extension

2008 2010 2012 2014 2008 2010 2012 2014
Relatives, friends & neighbors 58.4 56.1 46.5 60.0 55.4 52.6 53.7 57.4
Community bulletin board 22.8 14.5 28.3 19.5 17.6 18.1 30.6 28.4
Community loud speakers 34.6 40.9 49.2 40.5 31.5 34.7 37.9 33.7
Local market 7.4 8.5 8.4 8.8 6.2 6.9 7.1 7.9
Newspapers 1.1 1.7 3.5 3.4 2.4 2.2 7.8 5.2
Radio 2.2 2.1 5.4 3.8 4.5 4.0 8.6 5.0
Television 49.3 41.8 36.7 41.2 51.7 41.9 42.5 48.0
Extension agents 31.2 34.8 40.2 39.3 3.1 10.7 6.6 10.0




Other groups or mass 27.9 13.6 18.3 29.3 46.7 32.1 41.8 49.6
organization

Business or Work Associates 0.1 0.1 0.4 0.3 1.3 1.3 1.3 1.6
Mobile phone - - 0.4 0.0 - - 0.7 0.1
Internet - - 0.3 0.7 - - 1.0 1.3
Other 8.0 8.6 3.1 1.1 13 10.6 5.3 1.2

Source: VARHS 2008, 2010, 2012, 2014

Table 4B: Source of information on Government policy changes and Market (Unit: %)

On Government policy changes QT b Gl (G E 05 R
Source of Information of goods and crops)

2008 | 2010 | 2012 2014 2008 | 2010 | 2012 2014
Relatives, friends & neighbors 47.9 40.0 43.4 48.1 67.3 65.5 65.2 70.2
Community bulletin board 16.4 16.2 22.1 20.6 5.9 4.8 12.6 10.7
Community loud speakers 30.7 34.2 42.2 40.1 10.7 17,9 22.6 17.4
Local market 4.8 7.9 9.4 8.1 59.6 54.7 50.1 59.1
Newspapers 4.0 3.8 13.8 9.1 2.5 2.6 8.9 4.5
Radio 7.6 7.8 17.0 6.7 5.1 4.1 11.8 6.2
Television 75.8 74.9 76.6 77.4 66.6 58.4 63.9 60.0
Extension agents 1.6 4.5 4.6 7.0 2.4 4.2 5.1 8.3
Other groups or mass 32.0 20.0 21.4 36.8 8.0 5.7 7.2 14.0
organization
Business or Work Associates 0.3 0.4 0.5 0.6 0.9 0.5 1.4 1.5
Mobile phone - - 0.3 0.3 - - 0.8 0.5
Internet - - 1.4 2.3 - - 1.9 2.1
Other 10.8 10.3 2.5 1.0 6.1 8.8 4.1 1.9

Source: VARHS 2008, 2010, 2012, 2014

From the data of “trust” level, clubs and social networks, and source of information, we conclude that

VARHS surveys provide strong evidences for the abundance of social capital in rural Vietnam.

Is social capital a source of economic development in rural Vietnam?

To deal with this research question, we firstly argue that the mechanism for translating social capital into
economic outcomes presented a strong theoretical foundation for the impact of social capital on
economic development. We then do survey of literature whether there is evidence that social capital has
significant economic impacts to rural Vietnam.

In terms of empirical evidence, there are some studies using the neoclassical production function
approach to estimate the impact of social capital on economic outcomes in rural Vietnam. For example,
in their study, Vu et al (2009) did a survey at Da Hoi iron and steel production village to recognize the
determinants of the improvement in product lines, product quality, material procurement, product
marketing, labor management and overall economic performance of enterprises. Regarding social capital,
Vu et al. (2009) postulate the hypothesis that having siblings, who had established their businesses

earlier, engaged in steel production improves the proprietor’s production and management efficiency.




They found an evidence supporting the hypothesis that the family ties have statistically significant and
positive impacts on the production of more modern products. In terms of value-added, these ties
basically have positive impacts with marginal effect of about 0.1 but in terms of labor productivity
(value-added/number of workers) the effect is small and mainly insignificant, except for the case of
square and round bar production. They also proceeded a two-limit Tobit model to capture the effects on
the direct transactions of enterprises and the important role of the family ties was reported to be
confirmed. As a whole, Vu et al. (2009) revealed that the personal ties with parents and siblings
contributed to the improvements and performance of village enterprises and these ties are the important
determinants of the successful transformation of the village industry in northern Vietnam.

In another study, Nguyen et al. (2006) estimated the relative shadow prices of social capital for
household-level paper recycling units in Vietnam using data from 71 paper recycling units at Duong O
village, Bac Ninh province. The one-output production function included six inputs (capital, labor,
energy, raw material (waste paper), other materials and social capital). They captured 4 dimensions of
social capital including associational activity (number of memberships per capita), information sharing
(number of times the owner of the paper recycling unit joined with other paper factories), trust and norm
of reciprocity (number of times the paper-recycling household had helped a paper buyer in the past two
years). Empirical estimation was implemented by a trans-log functional form for the input distance
function. They pointed out that social capital had a positive contribution to the production efficiency and
the marginal effect of social capital was larger than of physical capital. Of all dimensions of social
capital, trust and number of membership were the most important factors.

From these results, it is possible to conclude that there are evidences to support the idea that social

capital is a source of economic development in rural Vietnam.

Is social capital independent of other inputs in transformation process to production output and
income?

In order to deal with this research question, we develop critics on the procedure and the approach that
many papers follow in estimating the impacts of social capital. We shall call this approach by the name
“traditional approach”. Indeed, when looking for empirical evidence of impacts of social capital on rural
economic development, many researchers, including Vu et al (2009), Nguyen et al (2006) and so on tend
to assume that social capital (SC) contribute to a production function of output (Y) independently as
other types of capital such as physical capital (K), human capital (H) or labor (L): Y=F(K, L, H, SC).
This traditional approach is modeled in Figure 1 by tracing the flow of value from inputs to income.
From economic framework for analyzing social capital we discussed previously, the traditional approach

is very bias because when defined as externality of social interaction, the impact of social capital cannot



happen independently. While social capital can enter the neoclassical production function as an
independent variable (for example, when things are held constant, more trust might lead to more output

due to, says, reducing transaction cost), social capital has close relationship with other factors.

Figure 1: Traditional approach for linkage between social capital and rural economic development
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Source: Author’s

First, social capital - because of social interactions - has its root from institutions, both formal and
informal, and has potential impacts on the institutions that decide how output is produced. This means
when the production process is not frictionless, institutions play an important role in creating the so-
called “quality of inputs”. As a result, social capital can affect quality of inputs. Second, social capital
could have impacts on other inputs of production, including elements in investment and financial
markets (physical and financial capital), schooling and education (human capital) and labor markets. For
example, if social capital can affect the migration from rural to urban, it will definitely affect the number
of available labor for production in rural area. In this sense, social capital can affect quantity of inputs.
We also note that the process of transferring value from production to income (or well-being) depends
upon the market friction. In turn, market friction is often proxied by the transaction cost, which is
directly linked to social capital of the traders. The next section will develop a further view by discussing
the relationship between social capital and these elements, including institutions, labor, human capital

and commodity market.



Social Capital and Institutions

Social capital has a closed relationship with institution, which is mentioned as “any set of formal rules,
informal norms and related enforcement mechanisms that constrain people’s choices regarding a
particular set of action” (Schaffner 2014: 314). Indeed, healthy institutions encourage mutually
beneficial cooperation and trust, that are important elements of social capital as discussed. There are
many examples that healthy institutions help to improve outcome through trust and cooperation that help
to overcome the free-rider issues (harvest fish from local pond) or make collective action (respect
contractual promise for market development). The negative impacts of institutions could be regarded as
damaging social capital for many cases such as traditional notions of beauty in Ethiopian that increase
the risk of HIV infection, or social norms of requiring families to sacrifice livestock in bereaved families.
The other case includes “extractive” institutions like Mafia.

One theoretical framework for the importance of cooperation and institution as well as for the working
of social capital is contributed to the game theory in studying choice under strategic setting. Game
theory provides a suggestion that people cooperating because of coordinating expectation if they believe
that others will also cooperate, especially in the assurance game setting. This provides a lot of
implications for the development process. If coordinating a collective change in expectation through
leadership, a community can get a better outcome without large resources from outsiders or central
governments. What’s more, in the rural area when people in villages live together for decades or their
whole life, they are supposed to play a repeated game that the concern about future can help to
cooperation in the present. However, social changes might have great effects on the strategy of each
member in the community. For examples, the migration and urbanization process might affect the
expectations of many players that, in turn, need more communication, leadership, rewards and
punishment mechanisms.

In the case of Vietnam, many implications can be mentioned follows. For thousands of years, community
citizenship is considered one of the most important characteristics in the rural areas of Vietnam. The
most important unit of social-economic system is a village with its own “hwong woc” (Village’s code of
conduct) that is far more important than rules of law (As said in old proverb: “Phép vua thua 1¢é lang”
that can be translated as “The rule by the King is less powerful than the code of conduct of the village”).
It is the code of conduct of each village that assured the better outcomes in strategy choice thanks to
maintaining a strong trust among people.

In order to maintain the level of trust, a system of punishments and awards in “hwong woc” also exists,
both complement and substitution for government regulation, in terms of monetary and non-monetary
ones. Some villages even transfer this kind of commitment into festivals, such as the case of Hoa Lieu

Village, Hai Phong (“Minh Thé” or Transparency Swear festival) or Trang Liet Village, Bac Ninh. These



are the festivals for commitment of cooperation among people in the community in using common
property resources to overcome the tragedy of the commons, for commitment of respecting customary
land rights and using them in the most efficient way, as well as for commitment of enacting the code of
conduct of the village. This kind of commitment goes beyond the noncooperation in the future but
includes an enforcement mechanism and community monitoring compliance. However, the issues do still
exist when a household intends not to live in the village in the future due to the economic process and
urbanization because the punishment in “hwong udc” presently cannot be above the law in terms of
monetary punishment and the non-monetary punishment such as those related to honor might be
ineffective if the migration decision is made, especially when the household have no blood-relation in
the village/ community.

Government intervention, as an institutional issue, might be helpful in activating the positive
relationship between social capital and healthy institutions. However, the government may suffer from
government failure, both in policy design, policy reform and policy implementation. The collective
ownership of land in Vietnam is an imperfect policy design. However, the privatization policy reform on
a large scale without a good governance practice and accountability mechanisms might be a worse policy
reform. The bad policy implementation can be observed typically in the salary mechanisms that
encourage public servants to involve themselves in corruption practice on small or large scale and to
provide poor service quality. In this sense, the government performance might be regarded as a

negatively institutional factor to social capital.

Social Capital and labor

The neoclassical approach implicitly assumes that there is no relationship between social capital and
labor, otherwise, social capital cannot get into the traditional production function as an independent
variable. However, we criticize this point by arguing that social capital can affect significantly both
quality and quantity of labor.

Social capital in the form of norms might define a response of a person due to its effects. From another
perspective, it is social capital in terms of trust that might facilitate the gap in marginal utility of work
and leisure. For example, in a community with high level of trust, people find it easier to increase
working time in response to a small increase in wages. In another way, social capital can make use of
time in a more efficient way when trust exists. In this case, people in a community can exchange the
volume of work with another in order to reduce transaction time. In Vietnam, especially under the
command economy before 1986 Doi Moi, and currently in some communities, this idea exists in the form

of “Té6 déi cong” (Work Volume Exchange Group). While the tragedy of the commons with 76i déi cong



existed before Doi Moi on a large scale nationalwide, this current formation of working cooperation
works well based on more trust in the small community.

Another important labor issues in rural development is schooling and child labor. Child labor prohibition
will be only effective if employers face a significant threat of detection for non-compliance. For poor
farmers who involve in export value chain in Vietnam, indeed, they expose to significant risks which are
not from the employers because these poor farmers are almost self-employed. The fact that farmer does
not directly engage in international regulation, the risk is indirect, from domestic traders, and the
domestic traders, in turn, suffer the importers from developed countries bring a need for a huge bridge in
terms of knowledge and detection issues (say, how to see a child engaging in collecting farming products
as housework or working time?). Social capital might be in need for this bridging function. What’s more,
this prohibition is also very indirect for the purpose of increasing the schooling of child workers. Other
policies in the community through social interactions might be more direct and have more impacts, such
as introducing a norm to the community of farmers that investing in human capital of children would
bring higher rates of return in the future. In Vietnam, this approach is much more popular when villages
and blood related families try to encourage members to send their children to school or university and
see them as a pride. The belief that a family will have respect and help from the community when it is
successful in sending their children to a good university brings a lot of children to school.

Finally, social capital in terms of trust and social networks might affect to the rural — urban migration
decision. Social ties to someone with migration experience increased the probability of migration. It
happened because social networks linked migrants and non-migrants into a system of mutual assistance.
Migration itself generated network connections in terms of new friends and relations, so network brought
about the cumulative causation of migration: every new migrant contributed to the reduction of the cost
of migration for a set of non-migrants, that helped some of them to migrate. This new one, in turn,
created new network ties for another set of people and further reduction of the cost of migration and so
on. VARHS 2012 and VARHS 2014 report that about 31%-33% people in rural Vietnam use their social

network as a job search channel.

Social capital and human capital

Human capital is often regarded as knowledge and skills of labor in the production process. Human
capital often get into the neoclassical production function as an independent variable in order to make
the so-called “effective labor”. Social capital can affect human capital in various ways. First, copying
and pooling mechanism of social capital is the method of spreading skill and knowledge. In the rural
Vietnam, where knowledge sharing through social relations plays an important role, the impact of

magnifying human capital become more crucial. Vu et at. (2009) found some evidence to support the



view that sharing knowledge in the small community in rural Vietnam played some role in enhancing
productivity. From another perspective, social norms in Vietnam tends to appreciate schooling and
education (some communities organize ceremony in recognition of educational achievements of children/
people within community, some write down the successful people’s name in stone and keep in the
village’s temple and so on) that can affect the optimal choice in traditional neoclassical model of
working and schooling, that help to increase the educational level in rural Vietnam, generate more
human capital for the area. Informal job-training in migration people with a certain social relation also

helps to increase skills for the production process.

Social capital and commodity markets

When analyzing social capital in the economic framework, transaction cost play an important role: Doing
business is costly or market friction does matter. Trust among potential trading partners has negative
relation with transfer/transaction costs. This fact emphasizes the important role of social capital in
market development. However, the scale of transaction plays an important role. For the cash-and-carry
economy, trust can be built easily compared to the large scale of transaction. Unfortunately, we observe
a high trust among small transactions in a small scale of community in Vietnam, but for a larger scale,
such as between a factory and local farmers, the trust is lack and monitoring is not effective. Thus, the
risk of transaction is high. It is viewed that social capital in Vietnam is limited in the scope of small
community, such as a village. This fact provides some implications for building trust on a larger scale
and some advantages of the one product one village policy. Besides, enhancing the enforcement of civil
laws is important in the rural Vietnam for building trust. We argue that if a model of enhancing social
capital (by focusing on building trust using a formal institution) can be applied in a small scale, it will be
copied by others. For example, farmers tend to break the contract with an export factory but it might be
very costly to impose any punishments on that farm. This behavior is copied by other farmers and makes
social capital a damaging social capital. So, if the government provides “institutionalized social capital”
in a positive way, this policy might work to overcome this obstacle.

Schaffner (2014) provides a framework for discussion of the effect of improved market connection
between remote communities and larger markets, between rural communities and another as well as the
issues of connecting markets through time and connecting small farmers to higher value markets. These
issues involve in some mechanism of social capital, such as copying and pooling in order to identify the
connection, trust and reputation of others and so on. It also relates to the issues of overcoming free-
riding for transportation and infrastructure improvement. For example, improving connections among
communities can help smooth out variation in food consumption overtime but if a community pursues

the self-fish behavior, this might induce a negative outcome. Similarly, storage through time might



induce problem might not help to stabilize food prices but might be used for other negative purposes
harmful to society as a whole.

From these discussions, we argue that a more comprehensive framework of social capital and other
elements of economic development should be built-up rather than the traditional neoclassical production
function approach. Using the same logical approach with the neoclassical ones (Figure 1) that traces the
flow of value from input to output (through production) and ends at income and well-being, we introduce
a conceptual framework in Figure 2 for understanding the potential impacts of social capital on

economic development.

Figure 2: Conceptual framework for linkage between social capital and rural economic

development
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In our framework, factors such as physical capital, labor, human capital and social capital can be used
for production for producing output. Output is then exchanged in the market for generating income or
well-being. All stages of this process are affected by institutions, the production process and commodity
markets. However, while social capital enters the production process as an element of inputs, it also has

impact on other factors, commodity market as well as institutions.



FINDINGS AND DISCUSSION

This study deals with the question of the linkages between social capital and economic development in
rural Vietnam. Our analysis showed that social capital is abundant in rural Vietnam and social capital is
a source of economic development in rural Vietnam. Our analysis rejected the idea that social capital is
independent of other inputs such as physical capital, labor in transformation process to final output and
argued that the role of social capital is much more sophisticated. We discuss some issues that were
ignored by neoclassical approach and argue that a more comprehensive framework for understanding the
relations of social capital and other elements of development is a must because even when considering
economic development from income perspective only, a more sophisticated framework should be
developed for guiding better policy discussions. This framework should include such elements as other
inputs, institutions and commodity markets. We introduce in this paper such framework. While this
framework can be used in sectoral analysis, it would be more meaningful when applying to the rural
economic development where the “stock™ of social capital is significant. Our framework can facilitate
the analysis of this relationship in empirical research. However, our framework still suffers from some
limitations, such as we ignore the invert relationship between the components of rural economic
development to social capital. We also keep our framework simple enough by restricting the economic
development concept to income approach. Depending on the thesis of study, researchers can extend this
framework into a more appropriate one. Another limitation is that we do not include any primary data
analysis. In the future, a questionnaire survey could be developed based on the framework in our

suggestion and such analysis would be possible.
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