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Abstract 
There are few studies on the implementation and effects of a minimum wage increase on low-
wage workers in Vietnam. A few studies have investigated whether or not the minimum wage 
has had a negative effect on low-wage employment status, but, to date, no work has explicitly 
considered the impact of an increase in the minimum wage on working hours and allowances. 
The main contribution of this study is to provide empirical evidence of the effects of the 
minimum wage increases on wages, working hours, and allowances of low-wage workers in 
the formal sector of Vietnam by using the different-in-different method to analyze Vietnam 
Household Living Standard Surveys from 2014 to 2016. The estimator results show that most 
low-wage workers had received higher wages through a minimum wage, while the monthly 
wages of low-wage workers in the rural region remain unchanged. In addition, there is a 
significantly positive effect on working hours across all regions. Furthermore, the author also 
finds no evidence of the allowance effect on low-wage workers after the intervention. The 
main policy implications from these findings are that monitoring should be promoted in rural 
areas to ensure that the benefits from the implementation of the minimum wage reach low-
wage workers. Next, the government should reduce the number of maximum working hours 
per week. At the same time, it is necessary to adopt hourly minimum wages for both full-time 
and part-time workers. Finally, the law remains ambiguous about the payment of allowances 
to workers and needs to be clarified.  
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Introduction 
 
The International Labor Organization defines minimum wages as "the minimum amount of 
remuneration that an employer is required to pay wage earners for the work performed during 
a given period, which cannot be reduced by collective agreement or an individual contract." 
(Minimum Wage Systems, 2014). 
 
The minimum wage is considered as a popular tool used by politicians to intervene in the 
economy as well as with regard to social welfare, especially for low-wage workers. About 
171 countries around the world have minimum wage regulations, which comprise about 92% 
of the total member countries of the International Labor Organization (ILO, 2015). A trend 
that emerged in recent years is that more and more countries have enacted minimum wage 
laws, and governments have decided on this issue to protect workers. However, different 
countries implement different minimum wage policies. In general, the main purpose of the 
minimum wage in most of those countries is to increase the living standard of workers, 
especially low-educated workers (Carpio & Pabon, 2014).  
 
Vietnam is a member of the ILO and is also among the majority of members that regulate 
minimum wages. Recently, the objectives, criteria, and mechanisms for determining 
minimum wages in Vietnam follow the provisions, conventions, and recommendations of 
ILO. In addition, Vietnam is also known for its abundant labor supply at low wages. 
Therefore, an increase in the minimum wage is a sensitive issue for firms and workers. In 
2015, the government adjusted monthly minimum wages for four different levels throughout 
Vietnam. 
 
In the case of Vietnam, there are few studies that estimate the effect of minimum wage 
increases; those studies just investigated its effects on employment and wages (Carpio et al., 
2013). In addition, the evidence was from a time when the minimum wage regulation was 
different from today. Moreover, there seems to have been no research about the impact of an 
increase in the minimum wage on working hours and allowances in Vietnam. Therefore, 
more research on the effect of minimum wage increases in Vietnam is needed.  
 
Methodology 
 
From the literature review, there are several models used to measure the impact of minimum 
wage; however, the most common approach to estimating minimum wage effects is the 
estimates of panel data models (Dale Belman & Paul Wolfson, 2015).  This study will 
measure the impact of an increase in the minimum wage on wages, working hours, and 
allowances of low-wage workers by applying the Difference in Differences (DiD) estimator 
and Fixed effect estimator methods. Those methods will analyse subjects into two groups; 
and the first group is called the treatment group which includes workers treated by the 
minimum wage policy, and the second group is the control group including workers who are 
not affected by the minimum wage policy. Workers in both groups work in the formal sector. 
An important assumption of the method is that those two groups have similar characteristics 
at the time before the policy implementation. Thus, the distinction of outcome variables 
between the control group and the treatment group is caused by the impact of the minimum 
wage increases. 
 
In addition, in order to keep the assumption of the DiD method, the research uses a fixed 
effected estimator model to add more control variables which allow the research to measure 



other factors that might affect workers’ outcomes. Commonly, the set of control variables is 
limited, so this study includes most of the factors affecting the outcome variables such as 
gender, age, education, and marital status. After controlling the difference between the two 
groups, the model gets the estimation results of the effects of the minimum wage increases on 
low-wage workers in formal sector. 
 
The research uses panel data from two surveys of Vietnam Household Living Standard 
Surveys (VHLSS) in 2014 and 2016. Based on the minimum wage increase in 2015, the 
author selected certain individuals in the treatment group and the control group. This 
included basic demographics, wages, working hours, working days, and allowances. 
 
These estimation results, such as changes in wages, working hours, and allowances of low-
wage workers in the treatment group, the research suggests how the minimum wage can be 
adjusted to make it more effective. 
 
Results and Discussion 
	
By using two different models to estimate the impact of an increase in the minimum wage on 
workers’ outcomes in the formal sector of Vietnam, the estimator results from the two models 
are quite similar. The analysis discovered that raising the minimum wage increased monthly 
workers' wages in most regions, with the exception of workers in level 4, where small and 
micro small firms perform poorly to comply with the minimum wage policy. In addition, 
while there is no evidence of an increase in working hours per day in the treatment group, 
one issue to consider is that employers increased total worker working hours per year by 
increasing the number of working days in response to higher minimum wages. Furthermore, 
employers did not reduce allowances of low-wage workers after the government adjusted 
new minimum wage levels in 2015. 
 
§ The Impact of the Minimum Wage Increases on Wages 
 
The intervention to raise the minimum wage levels was implemented to improve the living 
standard of workers, through which the government expected low-wage workers to receive 
higher wages. Using the different-in-different technique, the estimator result suggests that, in 
general, an increase in the minimum wage has a positive effect on the wages of workers who 
are covered by the minimum wage policy. Since the minimum wage level is fundamental in 
calculating the total wages of workers, so an increase in the minimum wage leads to an 
increase in the total wages. The result of this study is in line with a recent study in Vietnam 
(Carpio et al., 2013) and Gindling and Terrell (2004) in Costa Rica.  
 
In contrast, in this study, there is no significant difference in monthly wages between workers 
in the treatment group who were covered by the policy and workers in the control group who 
were uncovered by the policy in the rural region of Vietnam by increasing the minimum 
wage. One possible reason to explain this result is that firms in region 4 are almost all 
medium, small and micro firms, of which medium firms account for only 1.6% of the total 
number of firms located in the region (Chu, 2020). In addition, according to the latest ILO 
Wage Report, the case study in Thailand shows that micro and small firms are the most non-
compliant with the minimum wage law. Similarly, Nguyen (2013), using the kernel destiny 
method, also found that employers in Vietnam have low compliance with the minimum wage 
regulation. As a result, this issue of firm size is likely to explain why workers' wages in the 
rural region did not affect after the minimum wage increase in Vietnam. 



§ The Impact of the Minimum Wage Increases on Working Hours 
 
Working hours of low-wage workers in treatment group across all regions of Vietnam 
increased significantly after the government implemented the new minimum wage levels in 
2015. Although the number of working hours per day of workers was unchanged, total 
working hours per week increased due to an increase in total working days. Through raising 
minimum wage intervention, the government expects employers to pay a higher wage to low-
wage workers in the formal sector, but places pressure on the employer to deal with 
increasing labor costs. As a result, they might find some way to avoid an increase in 
production costs caused by higher minimum wages. In such cases, employers increase 
working hours to offset the amount of raising wages causing by higher minimum wage levels. 
That result is similar to a case study in China where the government applied a monthly 
minimum wage like Vietnam (Jia, 2014). In contrast, a negative impact on working hours 
was found in countries where the government set hourly minimum wages (Zavodny, 2000; 
Burauel et al., 2018).  
 
There are possible explanations for these effects of the minimum wage. First, it comes from 
the wage law of Vietnam. Although the government has not applied an hourly minimum 
wage for workers, they introduced a regulation for paying for working extra hours. 
Particularly, working one extra hour is calculated by multiplying the employee's actual wage 
for one hour of work by the lowest factor of 150 percent. The actual wage for one hour of 
labor is calculated by dividing the total monthly wage by the number of working days in a 
month and then by the number of working hours in one day (usually 8 hours). Therefore, the 
cost of one hour of overtime is higher than the cost of one hour of work at the minimum wage. 
As a result, employers will not increase workers' working hours beyond the specified number 
of hours (usually 8 hours per day) in response to a minimum wage increase.  
 
In response, employers will instead increase the number of workers' working days to offset 
the costs incurred by the minimum wage increase. Thus, the average total number of working 
hours in a day does not change, but the total number of working hours in a year increases as 
working days increase. With this response, the employer will not increase the labor costs as a 
result of the increased number of working days. The reason is that according to labor law, an 
employee's standard working time cannot exceed 8 hours per day and 48 hours per week. In 
fact, according to the 2014 analysis results of workers in the treatment group, the average 
number of working hours per day is about 7.9 hours, and the average number of working 
days in a week is only 4.5 days. Therefore, the employer can increase the employee's working 
days without breaking the law with the current wage.  
 
Another possible explanation comes from a practical issue. Carpio et al. (2013) claim that 
raising the minimum wage reduced Vietnam's formal sector employment. Thus, employers 
tend to demand more work from employees who remain on the job. As a result, they increase 
total workers' working hours to respond to changes in minimum wage levels. 
 
§ The Impact of the Minimum Wage Increases on Allowances 
 
An increase in minimum wage levels in 2015 did not have a significant effect on the monthly 
allowances of low-wage workers who were covered by the minimum wage policy. However, 
some workers have claimed that as a result of raising minimum wage levels, there are 
employers who somehow find ways to cut down labor costs by reducing workers’ allowances. 



In fact, monthly allowances of workers were unchanged after the government implemented 
the new minimum wage levels. 
 
The possible explanation for that result comes from a practical issue. One could argue that 
minimum wage levels in Vietnam remain relatively low, meeting only around 80% of 
workers' basic living needs (Labor Newspaper, 2018). As a result, if employers reduce 
allowances, they may face potential risks regarding future labor supply. Furthermore, because 
minimum wage levels are deemed insufficient to meet a basic living standard, the low-wage 
workers may be enticed to seek out a new job market with higher wages. According to the 
Ministry of Labor-Invalids and Social Affairs statistics, from 2010 to 2016, the total number 
of workers exported to Northeast Asian markets such as Japan, Korea, and Taiwan were 
9,8776 per year, a 69 percent increase from 2000 to 2009, of which unskilled labor accounts 
for half of total employment. Therefore, it may be a risk of a labor supply shortage in the 
domestic market in the future. 
 
Recommendation 
 
(i) The main policy implication deriving from these findings is that in order to protect the 
benefit for low-wage workers in terms of wages across all regions of Vietnam, policymakers 
should determine labor market profiles and consider employer subsidies if it is necessary. 
This is because firms in rural areas tend to have low productivity and would not be able to 
afford higher minimum wage. Additionally, in order to adjust minimum wage levels, it is 
important to have a clear formula that takes into account many factors.  
 
(ii) To ensure employers’ compliance with the minimum wage policy, policymakers should 
increase the allocation of resources for labor inspectors. At the same time, penalties of non-
compliance should be strong enough and described clearly in the minimum wage regulations 
and be reviewed and be adjusted more often. In addition, both employers and employees 
should have wage and employment records which labor inspectors are able to monitor and 
determine compliance more easily.  
 
(iii) The result found that an increase in minimum wage levels leads to dramatically 
increasing the number of working hours across all regions of Vietnam. However, the increase 
in working hours may be associated with the risk of workers’ health. According to the World 
Health Organization, working long hours per week is associated with risks from diseases that 
kill hundreds of thousands of workers each year. Especially, Southeast Asia and the Western 
Pacific were the most affected regions. Furthermore, the Vietnamese government only 
adopted a monthly minimum wage; at the same time, maximum working hours per week is 
much higher compared to other countries. Therefore, the author supposes that policymakers 
should reduce the maximum working hours and also adopting an hourly minimum wage for 
low-wage workers in order to avoid the negative impact of the minimum wage increase on 
low-wage workers. At the same time, it is necessary to increase the monitoring of employers 
about enforcement and compliance with the minimum wage policy. 
 
(iv) Looking at the characteristics of workers who were covered by the minimum wage 
policy, it is clear that they are less-educated, and most of them are married. Therefore, to 
alleviate the negative effects of minimum wage increases, the Vietnamese government should 
support them by other policies such as investing in education, training, and medical services 
that will contribute to improving their productivity to avoid the negative effect. 
 



Conclusion 
 
The main purpose of raising the minimum wages of Vietnam is to improve the living 
standard of low-wage workers so that they can meet their basic needs (Minimum wage 
regulation, 2013). However, this positive effect can be negated if the higher minimum wage 
levels lead employers to exploit labor. Based on the minimum wage literature, although many 
studies suggested that raising minimum wages brought benefits to low-wage workers, others 
showed a negative effect on labor outcomes after implementing the minimum wage increases 
due to employers’ response to reduce production costs. In Vietnam, the debate about the 
impact of an increase in minimum wage levels still continues even with the lack of empirical 
evidence. 
 
The purpose of this quantitative study was to estimate the impact of raising minimum wage 
levels on different aspects, both financial benefits and labor exploitation. Based on the 
empirical evidence of the analysis, the study was able to make some recommendations to 
adjust the minimum wage regulation for more effectiveness. Three conclusions can be made 
from this study.  
 
The first conclusion is that raising the minimum wage levels have increased the monthly 
wages of most low-wage workers in the formal sector in general but did not affect workers’ 
wages in the rural region. Although this result is in line with previous empirical evidence, this 
study also indicates that minimum wage did not have a significant impact on low-wage 
workers in the rural region. This means those workers have not benefitted from higher 
minimum wage. However, in this study, by measuring the wage effect in different regions, 
the impact of the new minimum wage regulation can be seen.  
 
The second conclusion is that the effect of the minimum wage increases on working hours 
was significant across all regions of Vietnam. Although there have been some studies on the 
impact of minimum wage increases in Vietnam, there is no empirical evidence on the 
working hour effect of raising minimum wages. Therefore, this study contributes to the 
research on the impact of an increase in minimum wage levels on the working hours of low-
wage workers in the formal sector. The result shows that there was a dramatic increase in the 
number of hours worked in the formal sector following a minimum wage increase. The 
author argues that based on the minimum wage regulations, employers might have different 
responses to a higher minimum wage. For example, because the government of Vietnam set 
only a monthly minimum wage, in order to reduce production costs caused by raising the 
minimum wage, an employer might increase hours of work. This contrasts with some 
countries where governments adopted an hourly minimum wage, and the evidence mentioned 
in the discussion part of this study shows that there was a decrease in working hours after 
implementing a new minimum wage.  
 
The third conclusion is that there is no evidence to justify the often-made argument that 
employers reduced allowances of low-wage workers after implementing higher minimum 
wage levels. However, it is necessary to have a clear list of allowances to protect the benefit 
for low-wage workers.  
 
The main implication from these findings indicates that, first and foremost, the government 
should promote monitoring in rural areas to protect low-wage workers. Second, the 
government should reduce the maximum number of working hours per week. At the same 
time, hourly minimum wages for both full-time and part-time workers are required. Finally, 



allowances should be addressed clearly to mitigate the negative impact of minimum wage 
increases. Thus, the findings of this research may also have implications for contexts similar 
to Vietnam.  
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