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Machado-Mata and Melly (2005) decomposition 

CQR is applied to decompose the expenditure gap between urban and rural area into different 

components. Following Machado and Mata (2005) and Melly (2005), the welfare disparity is 

decomposed using rural household heads as a reference group.  

     As shown in Figure 4, in 2008 the total difference in living standards between rural and urban 

areas displays a concave shape with a sharply increase at the top 20% of the expenditure distribution. 

This gap was mainly due to the structural effects or difference in returns to characteristics (or 

covariates), especially around the median of the distribution (0.4-0.6). However, towards the top 

quantile of the distribution, the expenditure gap tends to be explained more by the difference in 

characteristics between two groups.  

Figure 4. Conditional quantile decomposition results of urban-rural gap in 2008 (Melly, 

2005) 

 
 

  



Figure 5. Conditional quantile decomposition results of urban-rural gap in 2010 (Melly, 

2005) 

 

Figure 6. Conditional quantile decomposition results of urban-rural gap in 2012 (Melly, 

2005) 

 

     On the contrary, Figure 5 shows a different pattern of the expenditure gap across different 

quantiles in 2010. The welfare gap is lowest at the median and highest at the tails of distribution. The 

decomposition results show that the difference in expenditure between two groups is again mostly 

explained by the difference in returns to covariates (the structural effect or ‘the discrimination effect’ 

in the literature of O-B decomposition). Interestingly, the structural effects also follow a U-shape 

pattern parallel to the overall expenditure gap, which means that the differences at the bottom and at 

the top end of the distribution are primarily due to the difference in characteristics between the two 

groups. This phenomenon at the end of distributions could be considered as glass-ceiling and sticky 

floor phenomenon (e.g. Chi and Li, 2008) .
1
 In practice, there exists discrimination in employment in 

                                                           
1
 Glass-ceiling refers to situation where one group was preventing from getting high-paid jobs, and so they 

cannot enjoy higher living standards at the top of the distribution. In contrast, sticky floor refers to an opposite 

scenario, where the poorest household head belonging to one group makes it harder for them to get out of their 

situation to have better living standards. 



Vietnam through a household registration system called ho khau
2
. Since the 1980s, although 

economic growth brought about more and more employment opportunities, ho khau still limits labour 

mobility of people from rural areas to come and work in big cities such as Hanoi or Ho Chi Minh 

City. This explains, to some extent, why rural residents were unable to take certain jobs in the urban 

area, which may help enhance their living standards. 

     In 2012, Figure 6 shows the overall expenditure gap between two groups is lower and remains at 

less than 0.24 log point. In contrast to 2008 and 2010, effects of characteristics contribute mainly 

explain the rural-urban expenditure gap at 10
th
 and 25

th
 quantiles, while at the higher quantile of the 

distribution, the difference in returns to covariates mainly contributes to the urban-rural gap.  

 

                                                           
2
 Household registration (ho khau) system was first implemented in urban Vietnam during the 1950s and then 

extended over the country in the 1960s. This is a compulsory documents required in any basic administrative 

formalities involving marriage, birth, employment. Its main purpose was to control the population movement in 

order to avoid population concentration in particular regions  (Labbe, 2014). 


