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Overview

In fact, ethnic minorities lag behind the Lao-Tai ethnic majority
at all levels of welfare, with the poor among ethnic minorities being worse off than the poor among the Lao-Tai,
and the better-off among ethnic minorities still being poorer than the non-poor Lao-Tai. What accounts for this
difference - the so called welfare gap? Is it observable factors that policy can influence, or unobserved factors
that could signal discrimination in the marketplace, whereby ethnic minorities earn or are paid less for the
same assets or type of work? Evidence presented in this poverty brief, based on a well-established statistical
methodology, shows that much of the welfare gap is explained by differences in household human and
physical assets, and economic opportunities. Up to 93 percent of the gap in average consumption per capita is
accounted for by differences in observable factors, such as demographic composition, educational attainment,

land owned, income sources, access to electricity, roads and markets, and other locational characteristics.

The lower likelihood of owning a household business, together with
differences in access to markets and electricity, also explains the welfare difference between ethnic minorities
and the Lao-Tai, but to a lesser extent. Based on this analysis, we conclude that policies that address the
deeper causes of high fertility and low school progression among ethnic minorities offer the highest potential for
reducing the welfare gap. Of the highest priority are measures aimed at keeping girls in school, which serve to
both reduce fertility rates and raise educational attainment. In this regard, social protection instruments such
as conditional cash transfers can be used to both motivate and ease the financial burden of sending children
to school. But it is also important to address service delivery constraints to improve access to high quality
health and education services for ethnic minorities. Making schools more accessible, for instance by including
affordable boarding facilities or by putting in place reliable transportation arrangements for communities in
areas without schools offering higher levels of education, would also be necessary. Also important is expanding

the supply of contraceptives to address the unmet demand for family planning in Lao PDR.

Lao Poverty Policy Brief: Why Are Ethnic Minorities Poor?
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Introduction

Figure 1: Ethnic minorities have lower per-capita
consumption than the Lao-Tai across the board,
although the gap has narrowed
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than 16 percent among the Lao-Tai majority. That
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ethnic minorities are generally poorer is evident from

the comparison of consumption per capita of ethnic 60

minorities to that of the Lao-Tai at different points of 55

Ethnicminorities consumption relative to

the welfare distribution. This comparison shows that
50

consumption per capita of ethnic minorities ranged 12 3 4 5 & 7 8 9

. Consumption per capita decile
between 74 and 79 percent of the Lao-Tai across
the entire distribution in 2012, although the gap has Source: World Bank staff estimates from LECS 3, 4 and 5.
narrowed marginally since 2003 (Figure 1). Not only
are the poorest among the ethnic minorities worse off than the poorest of the Lao-Tai, but even the better-off
among ethnic minorities fare worse than the better-off among the Lao-Tai. In fact, the welfare gap is even wider

at the top of the distribution.

Most ethnic minorities
have low levels of education, are concentrated in remote mountainous regions, and tend to be predominantly
engaged in subsistence agriculture (Figure 2 and Figure 3). Various analyses of the determinants of poverty and
welfare in Lao PDR (World Bank, 2015) and in the region (World Bank, 2014; Tuyen, 2015; and Trung et al., 2014
for Vietnam; and Janvry et al., 2005 for China) find a negative correlation between these traits and household

welfare.

Household welfare is determined not only by household
endowments (assets) and economic opportunities, but also by the returns to household assets. Extensive
literature finds that disadvantaged groups tend to earn less from the same assets or jobs in many countries.
For example, analysis of the determinants of earnings in Vietnam finds that ethnic minorities earn less for the
same type of work compared to the majority (Dang, 2010), implying that even if they had the same assets,
education or qualifications, minorities would still generate less income than the majority and they will continue
to lag behind. Decompositions of welfare differences in Vietnam using the Oaxaca-Blinder method also find
that only a small share of the welfare gap can be explained by differences in observable factors such as human
capital, livelihoods, and connectivity, with a large gap remaining unexplained: 65 percent in 2004 and 53

percent in 2006 (Baulch et al., 2010). This large unexplained gap is often attributed to discrimination or social

Lao Poverty Policy Brief: Why Are Ethnic Minorities Poor?



Figure 2: Most ethnic minorities are concentrated in Figure 3: Ethnic minorities are less likely to have a
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exclusion.

If endowments account for a significant share of the welfare differences, then inequality
between ethnic minorities and the Lao-Tai could be addressed by ramping up investments and/or restructuring
the delivery of services in order to build up such endowments. However, if discrimination in the marketplace—
meaning less reward for the same assets, work or effort—explains a greater part of the welfare differences,
then different policies would be required. In this case, the development agenda should focus on providing equal

opportunities and equal pay for all.

The decomposition is based on a commonly used standard Oaxaca-Blinder
decomposition and validates the findings using its extensions applied to Re-centered Influence Response
Functions (RIFs), both the linear and weighted forms (Firpo, S., Fortin, N.M., and Lemieux, T.,2009; Longhi,
S., Nicoletti, C., and Platt, L., 2013). Box 1 provides further details on the methodology. The decomposition
quantifies the magnitude of the welfare gap into the portion explained by average differences in observable
characteristics (i.e., the endowment gap) and how much of the gap cannot be explained. Observable factors are
grouped into two types: endowments (both human and physical capital), and opportunities defined in terms
of livelihoods and access to economic infrastructure. Thus we are able to estimate how much of the welfare
differences can be explained by differences in human and physical assets of ethnic minorities and the Lao-Tai,
and which among these factors explain the largest amount of the differences in welfare. We can also estimate
how much of the welfare gap is explained by differences in livelihoods and access to economic infrastructure
(connectivity). The unexplained gap could reflect differences in returns to household endowments and returns
to the same opportunities, meaning that this sort of inequalities cannot be closed by simply equalizing
endowments between the groups. Hence, in this case a different set of policy measures would be required. The

main findings from this analysis are summarizged in the next section.
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Box 1: A decomposition approach to account for the welfare gap
between ethnic minorities and the Lao-Tai

The Oaxaca-Blinder decomposition (Blinder, 1973; Oaxaca, 1973) is a popular method employed
to study differences in an outcome variable among groups, often a labor-market outcome such as
wages or income. The method divides the mean outcome differential between two groups into a
part that is “explained” by group differences in endowment characteristics, such as education or
work experience, and a residual part that cannot be accounted for by such differences in outcome
determinants. The “unexplained” part is often used as a measure for discrimination, as well as of

the effects of group differential in unobserved variables.

This technique is used to analyge gaps in consumption per capita (outcome variable, Y) between the
Lao-Tai (group A) and ethnic minorities (group B). The determinants used in the analysis includes
demographic (household head age and gender, age composition of household members), human
capital (share of household members at various level of education attainment); physical assets
(sige of land subdivided by slope type), livelihoods (whether a household has each of the following
income sources—household business, non-farm wages, farming and remittances); and community
correlates such as access to economic infrastructure (access to roads, electricity, markets) and
geographic attributes such as altitude (lowland, mid-land, highland). The mean outcome difference
R=E(Y,) - E(Y,) where E(Y)denotes the expected value of the outcome variable is accounted for by

group differences in the predictors

Based on the linear model Y,=X'g + €,;E(€, )=0, where Xis a vector containing the predictors and a
constant, fcontains the slope parameters and the intercept, and ¢, is the error, the mean outcome
difference can be expressed as the difference in the linear prediction at the group-specific means

of the regressors.

R=E(Y,)-E(Y,)=EX,)'B-EX,)" B (1)

To identify the contribution of group differences in predictors to the overall outcome difference, (1)
can be rearranged. This is called a “threefold” decomposition i.e., the outcome difference is divided

into three components:

R=[E(X,) - EX,)] By + ECX, )" [B,-By ] + [E(X,) - ECX I’ [B,- By ] (2)

Or R =E + C +I,inwhich the first component, E =/E(X, ) - E(X, )]’ B called the “endowments effect”
reflecting the differential that is due to group differences in the correlates. The second component,
C=E(X,)" [B,-B,] measures the contribution of differences in the coefficients. Finally, the third
component, I = [E(X, ) - E(X, )]’ [B, - B, ] is an interaction term reflecting the co-existence of
differences in both endowments and coefficients. An alternative decomposition is the “twofold”

decomposition of (1) in which the outcome difference can be written as:

R=[E(X,) - E(X,)]' B*+ E(X,)" [B,- B*] + E(X,)" [By-B*] (3)

Lao Poverty Policy Brief: Why Are Ethnic Minorities Poor?



We now have a “twofold” decomposition, R = Q + U where the first component, Q =
[ECX, ) - E(X, )]’ B* is the part of the outcome differential that is explained by group

differences in the predictors (the “explained part”), and the second component,
U={EX,) [B,-B*]+EX,) [B,-B*]} is the unexplained part.

While the Oaxaca-Blinder method is widely used, it has its limits. In particular, because this method
relies on a linear regression assumption and on out-of-sample predictions, it can be applied only to
explain mean differences. Therefore, the results can be misleading if there are notable differences
along the distribution between majority and minority groups. Firpo et al. (2009) present a method
to generalige the Oaxaca decomposition of the mean gap to quantiles, variance and other summary
statistics by using the re-centered influence function (RIF approach. The RIF for a statistic (for
example, a quantile) is a transformation of the outcome variable—in our case the log per-capita
consumption—such that its mean equals the actual statistic. Assuming a linear relationship
between the RIF and the explanatory variables, we can use the Oaxaca decomposition to explain
differences in consumption per-capita across quantiles. This decomposition is still based on a
linearity assumption that may not be always valid. Longhi et al. (2013) argue this can be overcome
by using weighted RIF. This involves the estimating a model for the probability of belonging to the
minority rather than the majority, and the use of its predictions to compute the weights, given

by the ratio between the probabilities of belonging to the majority and belonging to the minority.

Another limit of the traditional Oaxaca-Blinder decomposition is the dependence of the share
attributable to the model’s dummy variables on the choice of the reference group. In this note, we
use the correction method proposed by Yun (2005) in which the author estimated “normaliged”
equations, imposing the restriction that the sum of the dummies’ coefficients has to be zero. In

particular, we used “normaliged” equations for the dummies of region and altitude of the village.
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Key Findings

The welfare gap is accounted for by observable characteristics
between ethnic minorities and the majority

Up to 93 percent of the difference in average
consumption per capita is accounted for by differences in observable factors, such as demographic composition,
educational attainment, land owned, income sources, access to electricity, roads, markets and other locational
characteristics. A similar share is observed for differences in income at the 40th percentile (which corresponds
to the share of the ethnic minorities that is poor) using RIF decompositions (Table 1). This result extends to the
entire distribution from the poor to the rich (Figure 4). Observable characteristics account for about 69 percent
of the welfare differences among the poorest 10 percent of the ethnic minorities and the poorest 10 percent
of the Lao-Tai, and as much as 97 percent of the welfare gap around the 4th quintile of the respective welfare
distributions of ethnic minorities and the Lao-Tai. Analysis for individual ethnic groups (not presented here)

shows similar results.

Figure 4: Welfare gap between ethnic minorities and
Lao-Tai is mostly explained by gaps in endowments
and opportunities

Differences in § 100
. S 90
such factors account for 99 percent of the difference | S o /\
Q
between average per-capita consumption of ethnic % 70
minorities and the Lao-Tai (Table 1). In rural areas, | & &0
1 2 3 4 5 6 7 8
average consumption per capita of ethnic minorities Consumption per capita decile
is about 26 percent lower than that of the Lao-Tai, National Rural

and about 25 percent lower at the 4th decile. Either Source: World Bank staff estimates from LECS 5 data.
way, differences in endowments and opportunities account for at least 87 percent of the welfare gap in rural
areas. This means that welfare differences are largely traced to factors within the potential control or influence

of policy. We consider these factors in detail in below.

Table 1: Demographic and education gaps explain the largest part of welfare difference between ethnic
minorities and the Lao-Tai

Rural Urban All Rural All

Welfare gap (%) 0.261 0171 0.27 0.246 0.260
Explained gap 87.0 991 92.8 88.3 93.4
Demographic composition 42.4 81.3 43.2 475 46.7
Education attainment 285 20.6 31.0 25.3 24.9
Land 12.0 10.7 13.3 9.0 9.0
Income sources 14.5 231 16.2 131 14.2
Connectivity 41 -11.7 2.0 8.6 5.3
Residual location attributes -14.5 -24.8 -12.9 -15.2 -6.7

Source: Word Bank staff estimates from LECS 5.

Lao Poverty Policy Brief: Why Are Ethnic Minorities Poor?



Differences in asset endowments—labor and education—explain
the largest part of the gap

The demographic composition of households accounts for between
43 and 47 percent of the welfare gap nationally, but in urban areas it explains more than 88 percent of the gap
between ethnic minorities and the Lao-Tai. Ethnic-minority households have more children and fewer working-
age household members. Consequently, they have fewer working members relative to the mouths they have
to feed, thereby reducing their consumption per capita. Ethnic-minority households have 6 people on average,
compared with about 5 people per household among the Lao-Tai. Both groups likely have about 3 people of
productive age (i.e., between 15 and 64 years of age), so what makes the largest difference is that 3 out of the
6 members in ethnic-minority households are children aged 14 years or younger, compared with just 2 out of
5 members in a typical Lao-Tai household. Between them, having more babies under the age of 5 and children
aged between 6 and 14 account for 10.6 out of the 11.7 percentage points of the gap in per-capita consumption
attributed to differences in household composition. This is consistent with results from panel-data analysis
showing a negative relationship between a high dependency ratio and household per-capita consumption in
Lao PDR (World Bank, 2015).

Figure 5: A higher share of working age members Figure 6: Differences in the share of working age
among ethnic minorities have primary educationat  household members with at least secondary
most education contribute most to the welfare gap
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Source World Bank staff estimates from LECS 5.

The human capital of
households is in large part determined by the share of household members with different levels of educational
attainment. Ethnic minorities have a higher share of working-age household members with either no education
(34 percent) or at most primary education (51 percent), and thus only 15 percent of working-age household
members who have at least completed secondary school. In contrast, only 11 percent of working-age members
in Lao-Tai households have no formal education. More Lao-Tai (60 percent) have completed lower-secondary
education (Figure 5). Results presented in Table 1 show that these differences account for 31 percent of the
difference in average consumption per capita and 25 percent of the difference in consumption at the 4th decile.
Nearly all of this is driven by ethnic minorities lagging behind in attainment in lower- and upper-secondary

education (Figure 6).

Lao Poverty Policy Brief: Why Are Ethnic Minorities Poor?
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In most cases, secondary schools are located far from remote
villages where ethnic minorities are generally concentrated. Just 16 and 5 percent of ethnic minorities live
in a village with a lower- or upper-secondary school, respectively, compared with 31 and 16 percent among
the Lao-Tai. Children of ethnic minorities are thus far more likely to have to travel longer distances or require
boarding arrangements to attend secondary school, raising the financial cost of secondary education. A study
focusing on the root causes of early grade drop-outs in Lao PDR (World Bank, 2016) finds that 40 percent of
children who dropped out by grade 4 live in villages where schools did not offer higher grades and that high cost
was one of the most cited reasons for dropping out. It concludes that a combination of supply constraints and
their interaction with financial constraints explain a significant share, but not all, of school drop-outs in Lao
PDR. Similarly, the Lao Social Indicators Survey (LSIS) of 2012 finds that only 67 percent and 51 percent of the
demand for contraception by Mon-Rhmer and Hmong-Mien, respectively, was actually met, compared with
75 percent met demand among the Lao-Tai. This signals gaps in access to reproductive health services among

ethnic minorities, also reflected in lower utiligation of child and maternal care.

Figure 7: The high fertility and low education nexus
creates a vicious cycle of poverty

Estimates ":,-ar[y

f the LSIS 2012 show the total fertility rat Low maiagesang
rom the show the total Tertiiity rate education high teenage
among the Lao-Tai in 2012 was around 2.6, pregrenacy
compared with 4.2 and 5.5 among the Mon-Khmer
and Hmong-Mien, respectively, whose demand for
contraception is also lower—at 65 and 62 percent of
Mon-Khmer and Hmong-Mien women, respectively. «

. Miianhinat High
Mon-Khmer and Hmong-Mien women are also less f;g SC go Fertility
educated. Evidence from across the world and Lao Fopouts rate
PDR (LSIS 2012) shows that the fertility rate is
highest among less educated women, who are far High
more likely to marry and/or get pregnant in their dependacy
teenage years once they left school. In Lao PDR, 72 ratio

percent of women who got pregnant in their teens Source: World Bank Staff calculations from LECS 2002/3 and

had primary education or less, compared with 38 20712/13

percent among those who had not got pregnant as

a teenager (LSIS, 2012). There is evidence that early drop-out of girls, which is high among ethnic minorities in
Lao PDR, is a key determinant of high fertility. A randomiged control trial in Kenya (Evans et al., 2009) found
that reducing the cost of school uniforms also reduced drop-out rates and teenage childbearing. A study of
education and fertility in Ethiopia (Pradhan and Canning, 2013) estimates that one additional year of schooling
leads to a 7-percentage-point reduction in the probability of teenage birth. This supports the conclusion that

low education is partly responsible for the high dependency ratio among ethnic minorities.

In focus group discussions conducted as part of a qualitative study on extreme poverty in Lao

Lao Poverty Policy Brief: Why Are Ethnic Minorities Poor?



PDR (World Bank, 2017), poor households reported Figure 8: Different crop cultivation choices between
lowland and highland areas reduce the influence of

that they usually required the labor of their children
land slope on output

to generate sufficient income to cover household

consumption needs. Thus, they are likely to pull their
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in early marriages and teenage pregnancies, thus a0

creating a vicious circle of poverty. 70
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than the majority, accounting for between 9 and -
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capita. The amount of land owned by households in
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rural areas is similar for both groups, although ethnic
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land owned by the Lao-Tai is in lowland areas, while
more than half of the land owned by ethnic minorities  source: World Bank staff estimates from LECS 5.

is in mountainous areas. The decomposition results

show that it is the difference in the slope of land, rather than the total amount owned, that explains between 9
and 14 percent of the welfare gap. However, this only explains a small part of the welfare gap, given that land-

use patterns are different in lowland and highland areas, and between ethnic groups in these areas (Figure 8),

which may reduce output differentials in lowland and mountainous areas.
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In terms of differences in opportunities, ownership of non-farm
enterprises in rural areas is more important in explaining welfare

gaps

14. Overall, differences in livelihoods explain about 13 percent of the welfare gap in rural areas, and 25
percent in urban areas. However, much of this difference comes down to ethnic minorities being less likely to
earn income from a household business than the Lao-Tai, especially in rural areas. The contribution of gaps in
other sources of income varies across the distribution. At the bottom end of the distribution, ethnic-minority
households are less likely to have a non-farm wage than households at the bottom of the welfare distribution
among the Lao-Tai. However, from the 3rd decile, remittances explain a larger share of the welfare gap between

ethnic minorities and the majority.

Figure 9: The main gaps in livelihoods explaining welfare differences are in
ownership of household businesses and receipt of remittances
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Source: World Bank staff estimates.

15. Once household-level characteristics regarding endowments and livelihood are taken into account,
community-level characteristics explain a much smaller part of the welfare gap. Being connected to the
electricity grid and having a market (daily or periodic) in the village have a statistically significant contribution
to the explained welfare gap, but this varies at different points of the distribution and from rural to urban
areas. For example, that ethnic minorities are less likely to have access to electricity, markets and roads
account for between 4 and 9 percent of the differencein average consumption per capita in rural areas, but
in urban areas these factors have an off-setting effect, actually equalizing welfare between groups. Detailed
estimates of the decomposition (not shown) demonstrate that access to electricity helps to explain the welfare
gap between the 10th and 40th percentile, but not among the poorest 10 percent where access is equally poor
for both ethnic minorities and the majority, or at the top half of the welfare distribution where access is equally
good for both groups. In contrast, access to markets helps to explain the welfare gap at the bottom and top
ends of the welfare distribution, but not in the middle of the distribution. In both cases, however, their relative
contributions in explaining the welfare gap are much smaller than the contribution of endowments and income

sources.
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The relative importance of factors differs across the distribution

Figure 10: Different factors have varying importance in
explaining the welfare gap across the welfare distribution

120

10

100

: B B
80

70

-
6 -
30

20
10

Connectivity and access
explain to some extent the gap among the
bottom 4 deciles, but less so the top of
distribution, where they seemto be equalizing
factors. As explained above, differentials

in access to markets seem to matter more

Share of welfare gap explained (%)

among the poorest, and access to electricity
-10
-20

deciles. However, having different income 1 2 3 4 5 6 7 8
Consumption per capita decile

matters more between the 2nd and 4th

sources play a greater role in explaining the

. Demoghraphic Composition m Education
welfare gap in the top half of the welfare Land u Income sources
CL . . .. . Connectivity Residual location attribues
distribution, explaining about one-fifth of
the welfare gap between the richest half of Source: World Bank staff estimates from LECS 5.
the of ethnic minorities and the richest half
of the Lao-Tai, compared with about 14 percent or less of the gap it explains for the bottom half of the welfare
distribution of ethnic minorities and the Lao-Tai. This appears to be the case with gaps in education too, which
explain less than 17 percent of the welfare gap in the bottom 2 deciles (bottom quintile) and explain about 24
to 33 percent of the welfare gap between the 3th and the 8th deciles. The gap explained by differences in the
demographic composition remains high throughout the distribution, but is highest between those in the middle

of the welfare distribution of ethnic minorities compared with the middle of the distribution of the Lao-Tai.

Given the incidence of poverty of
close to 40 percent, gaps for the bottom 4 deciles highlight areas where poor ethnic minorities are much more
disadvantaged than the Lao-Tai. From Figure 9, these gaps are due to ethnic minorities having more children
and being poorly educated, and to a lesser extent having lower access to electricity and markets, followed by
differences in livelihoods. These gaps are the most important in terms of reducing poverty among the ethnic

minorities.
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Conclusions

The consumption per capita of
ethnic minorities is between 21 and 26 percent lower than that of the Lao-Tai majority at similar points of the
distribution. This means the poor among ethnic minorities are generally worse off than the poor among the Lao-
Tai, while the better-off among the ethnic minorities fare worse than the better-off Lao-Tai. Using sophisticated
statistical analysis, we find that three-quarters or more (up to 93 percent) of this gap is explained by differences

in household endowments and opportunities between the Lao-Tai and ethnic minorities.

Having
larger household siges as a result of having more children under the age of 14 explains about 43 to 47 percent of
the welfare gap at the national level, while having fewer working-age household members with at least lower-
secondary education explains another 24 to 30 percent of the gap. Thus, between them, these two factors
explain more than two-thirds of the observed welfare gap between ethnic minorities and the Lao-Tai. These
two factors are also interrelated, with a high dependency ratio driving school drops-outs, which in turn leads
to early marriages and higher fertility rates among ethnic-minority families, thereby creating a vicious circle
of poverty. In part, these differences in endowments are caused by deficiencies in the structure of service
delivery that constrain access and utiligation by ethnic minorities. This could be in a form of discrimination
against them, but there is also an element of choice that ethnic-minority households make to adapt to their

circumstances.

Measures to reduce fertility and increase progression to secondary
school have the highest potential for success. Keeping girls in school longer, in particular, could help to reduce
inequalities, both by helping to reduce fertility rates and increasing educational attainment simultaneously.
This can be achieved by addressing constraints or bottlenecks in the supply of services to make them more
accessible to ethnic minorities. Equally important is addressing demand-side constraints to incentivige
ethnic minorities to utilize the services. Various studies in Lao PDR show that financial constraints, coupled
with fewer schools offering higher grades closer to where many communities of ethnic minorities reside, are
among the root causes of lower levels of secondary education. Sociocultural factors that reduce interest in
education are another factor. All these factors suggest an important role for social protection instruments
such as conditional cash transfers to both motivate and ease the financial burden of sending children to school.
Making schools more accessible, for instance by including affordable boarding facilities or putting in place
reliable transportation arrangements for communities in areas without schools offering higher grades, would
be necessary. With high demand for family planning unmet, improving the supply of contraceptives would also

help to reduce fertility.

In this regard, equaliging access to markets in the poorest communities and to
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electricity could also help to reduce the welfare gap. The gap in terms of economic opportunities is most glaring

in terms of having a household business. Livelihood support initiatives in ethnic-minority communities could

help to address the welfare gap, but mostly among the near-poor and at the top half of the welfare distribution.
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= This map was produced by the Map Design Unit of The World Bank.
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