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���,QWURGXFWLRQ

6LQFH� WKH� 5HQRYDWLRQ� LQ� ������ 9LHWQDP�
has� achieved� substantial� progress� in�
PDFURHFRQRPLF�PDQDJHPHQW�DQG�LQWHUQDWLRQDO�
LQWHJUDWLRQ�� 9LHWQDP¶V� UHFHQW� DFFHVVLRQ� WR�
$6($1�� $3(&�� DQG� WKH� DFFHVVLRQ� SURFHVV�
to� WTO� offer� substantial� opportunities� to�
liberalize� further� its� economic� system.� �As� a�
rapidly�developing�and�fast�growing��economy,�
Vietnam� holds� substantial� potential� for� EU�
businesses.�The�Partnership�and�Cooperation�
Agreement� between� the� EU� and� Vietnam� -�
signed�in�June�2012�-�offers�a�solid�foundation�
to�intensify�relations�between�the�two�part�ies,�
Vietnam�enjoys�trade�preferences�with�the�EU�
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towards�further�intensifying�bilateral�relations.�
Both�sides�seek�a�comprehensive�agreement.�
Negotiations�cover�tariffs�as�well�as�non-tariff�
barriers�to�trade�and�other�trade�related�aspects�
such�as�public�procurement,�regulatory�issues,�
FRPSHWLWLRQ�� VHUYLFHV�� LQWHOOHFWXDO� SURSHUW\�
rights,�and�sustainable�development.

(YHQ�WKRXJK�WKH�LQWHJUDWLRQ�LQWR�LQWHUQDWLRQDO�
trading� system� increased� trade� with� the� rest�
of� the�world,� the� effects� of� liberalization� on�
welfare� of� Vietnam� remain� a� critical� issue�
among� Vietnamese� policy� makers.� A� Free�
Trade� Agreement� (FTA)� between� Vietnam�
and� the� EU� is� expected� to� offer� many� new�
opportunities,� but� also� pose� challenges� for�
9LHWQDP¶V� HFRQRP\�� � ,QIRUPDWLRQ� RQ� WKH�
consequences�of�future�FTA�between�Vietnam�
and� the� EU� is� clearly� needed� as� a� basis� for�
decisions�of�policy�makers.�

,Q� WKLV� FRQWH[W�� WKLV� SDSHU� DLPV� WR� DQDO\]H�
WKH�LPSDFW�RI�IXWXUH�9LHWQDP�(8�)7$�RQ�WKH�
welfare�of�country.�The�¿rst�part�analyses�the�
trade�betweenVietnam�and�EU�and�Vietnam-
(8�)7$�QHJRWLDWLRQV�SURFHVV��7KH� QH[W� SDUW�
presents� the� theoretical� framework� of� trade�
FUHDWLRQ� DQG� WUDGH� GLYHUVLRQ� HIIHFWV� RI� DQ�

FTA.�After�that,�a�gravity�model�will�be�used�
WR� DQDO\]H� LPSDFWV� RI� WDULII� UHGXFWLRQ� LQ� WKH�
framework�of�Vietnam-EU�FTA�on�Vietnam’s�
bilateral�trade�with�EU.�The�last�part�analyzes�
possible�effects�of�Vietnam-EU�FTA�on�some�
key�industries�of�Vietnam.�

���2YHUYLHZ�RI�WKH�9LHWQDP�(8�)UHH�7UDGH�

$JUHHPHQW

�����9LHWQDP��(8�WUDGH�SLFWXUH

In�2013,�the�EU�outstripped�the�United�States�
to�become�Viet�Nam’s�biggest�export�market�
with�its�turnover�¿gure�of�US$28.11�billion,�up�
38.45%�compared�to�2012�(Figure�1).�Vietnam�
is� an� export-driven� economy,� with� 69%� of�
GDP�exported�in�2008�(64%�in�2009�and�61%�
in�2005);�16%�of�the�GDP�value�is�exported�to�
the�EU,�for�a�value�of�14.9�bn.�USD�(14%�in�
2009�for�12.6�bn.)�and�it�represents�the�17%�of�
all�Vietnamese�exports�(constant�from�2005).

&KDUDFWHULVWLFV� LQ� LPSRUW� ±� H[SRUW� VWUXFWXUH�
between� Vietnam� and� EU� is� the� high� level�
RI� PXWXDO� FRPSOHPHQW� DQG� OHVV� GLUHFW�
competition.�In�2013,�two-way�trade�turnover�
between�Vietnam�and�EU�reached�33.8�billion�
USD,� increasing� by� 16.11%� over� the� ¿gure�

)LJXUH����9LHWQDP¶V�WUDGH�ZLWK�(8

6RXUFH��*62�������
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of�2012,�in�which�export�to�and�import�from�
EU�were� respectively� 24.4� billion�USD� and�
9.4�billion�USD.�Main�exports�to�EU�include�
garments,� footwear,� coffee,� wooden� items,�
aqua-products.�

9LHWQDP¶V� LPSRUWV� IURP� (8� DUH� GRPLQDWHG�
by� high� tech� products� including� electrical�
machinery� and� equipment,� aircraft,� vehicles,�
DQG� SKDUPDFHXWLFDO� SURGXFWV�� 7KH� (8� KDV�
a� negative� balance� of� trade� in� goods� with�
Vietnam.�In�2012,�EU-Vietnam�trade�in�goods�
was� worth� over� €23.8� billion,� with� €18.5�
billion�in�imports�from�Vietnam�into�the�EU,�
€5.3�billion�in�exports�from�the�EU�to�Vietnam�

(8� LV�RQH�RI� WKH� ODUJHVW� IRUHLJQ� LQYHVWRUV� LQ�
Vietnam.� In� 2012,� EU� investors� committed�
a� total� US$� 1.061� billion� in� Foreign� Direct�
,QYHVWPHQW�DQG�WKXV�UHPDLQ�9LHWQDP¶V�IRXUWK�
ODUJHVW� IRUHLJQ� LQYHVWRU¶V� SDUWQHU� �*62��
2012).� In�2013� registered�capital� invested� in�
Vietnam�by�EU�businesses�was�over�17�billion�
USD�with�nearly�1400�projects.�EU�investors�
DUH�SUHVHQW�LQ�PRVW�SLYRWDO�HFRQRPLF�VHFWRUV��
PDLQO\�LQ�LQGXVWULHV��FRQVWUXFWLRQ�DQG�VHUYLFH�
sub-sector.

�����9LHWQDP���(8�)7$�QHJRWLDWLRQV

The�EU�and�Vietnam,�one�of�the�10�members�
of�ASEAN,� announced� the� start� of� bilateral�
FTA� negotiations� in� Brussels� in� June� 2012.�
7KH�(8�DQG�9LHWQDP� KDYH�VWURQJ� WUDGH� WLHV��
Vietnam� is� the� EU’s� ¿fth� largest� trading�
partner� within�ASEAN� (and� 35th� out� of� the�
EU’s� total� trade).� In� 2012,� two-way� trade�
amounted� to� almost� €24� billion.� The� EU� is�
RQH� RI� WKH� ODUJHVW� IRUHLJQ� GLUHFW� LQYHVWRUV��
committing� €1.37� billion� in� total.� Vietnam�
LV� WKH� WKLUG� $6($1� FRXQWU\� WR� KROG� )7$�
negotiations� with� the� EU� after� Singapore�

and� Malaysia,� and� followed� by� Thailand.�
While� pursuing�a�bilateral� approach,� the�EU�
LV� QRW� ORVLQJ� VLJKW� RI� WKH� XOWLPDWH� JRDO� RI�
achieving� an� agreement� with� ASEAN� as� a�
whole,�one�of�the�most�dynamic�regions�in�the�
world.�The�EU� is� therefore� looking� to� reach�
an� ambitious� agreement� with� Vietnam� that�
is� coherent�with� other� individual� FTAs�with�
ASEAN�member�states.

EU�–�the�huge�market�with�27�members-�is�one�
RI�WKH�PRVW�LPSRUWDQW�WUDGH�SDUWQHUV�RI�9LHWQDP���
In� 1995,� the� two� sides� signed� a� Framework�
&RRSHUDWLRQ� $JUHHPHQW�� 9LHWQDP� DQG� (8�
UHODWLRQ� DUH� IXUWKHU� VWUHQJWKHQHG� WKURXJK�
VLJQLQJ� RII� 3DUWQHUVKLS� DQG� &RRSHUDWLRQ�
$JUHHPHQW��3&$���9LHWQDP�DQG�(8�LQWHQG�WR�
launch�a�free�trade�negotiation�with�large�and�
deep�market�access�commitments.

From� 2012� to� 2014,�Vietnam� and�EU� passed�
�� QHJRWLDWLRQV� URXQGV�� 7KH� �WK� QHJRWLDWLRQ�
URXQG�RI�9LHWQDP�±�(8�)UHH�7UDGH�$JUHHPHQW�
(EVFTA)� was� held� from� March� 17� to� 26,�
2014�in�Hanoi.�Two�sides�have�been�active�in�
DFFHOHUDWLQJ�QHJRWLDWLRQ�LQ�DOO�DVSHFWV��HVSHFLDOO\�
is�the�¿elds�both�sides�have�bene¿ts�in.

9LHWQDPHVH� 'HOHJDWLRQ� RI� UHSUHVHQWDWLYHV�
from�Ministries�and�branches� led�by�Deputy�
Minister� of� Industry� and� Trade,� Head� of�
*RYHUQPHQW¶V� 1HJRWLDWLRQ� 'HOHJDWLRQ� RQ�
LQWHUQDWLRQDO� HFRQRPLF� DQG� FRPPHUFLDO�
LQWHJUDWLRQ�� SDUWLFLSDWHG� LQ� WKH� QHJRWLDWLRQ�
round.� Negotiation� was� conducted� at� Head�
Delegation� level,� Deputy� Head� Delegation�
level� and� at� 10� Working� Groups� including�
7UDGH�LQ�*RRGV��7UDGH�LQ�6HUYLFH��,QYHVWPHQW��
5XOH� RI� 2ULJLQ�� 636�� 7UDGH� 3URWHFWLRQLVP��
Sustainable� development,� Legislation� –�
,QVWLWXWLRQV���
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2Q�RFFDVLRQ�RI�QHJRWLDWLRQ� URXQG��(8�7UDGH�
&RPPLVVLRQHU� KDG� YLVLW� WR� 9LHWQDP� IRU�
QHJRWLDWLRQ�DFFHOHUDWLQJ�DQG�SURPRWLQJ�WUDGH��
investment�between�Vietnam�and�EU.� In� the�
talk�between�Vietnam’s�Minister� of� Industry�
DQG� 7UDGH� DQG� (8� 7UDGH� &RPPLVVLRQHU��
Vietnam� and� EU� af¿rmed� determination� on�
soon� ¿nalizing� the� comprehensive� and� high�
quality� agreement.� In� spirit� of� negotiation�
accelerating� as� af¿rmed� by� EU� Trade�
&RPPLVVLRQHU�� 7HFKQLFDO� *URXSV� KDG� RSHQ�
PLQGHG�DQG�FRQVWUXFWLYH�QHJRWLDWLRQ�

'XULQJ�QHJRWLDWLRQ�VHVVLRQ��JURXSV�FRQWLQXHG�
having�discussion�on�consolidated�text�based�
on�in-depth�and�detail�exchange�on�view�and�
approach� to� speci¿c� issues,� having� further�
LQWURGXFWLRQ� RQ� OHJDO� V\VWHP� IRU� FODULI\LQJ�
proposals� and� requests.� Groups� on� Trade� in�
*RRGV�� 7UDGH� LQ� 6HUYLFH� DQG� *RYHUQPHQW¶V�
SURFXUHPHQW�KDG�IXUWKHU�QHJRWLDWLRQ�RQ�RIIHUV�
and�request�in�respective�aspects.

:UDSSLQJ� QHJRWLDWLRQ� URXQG�� 7HFKQLFDO�
*URXSV� VXFK� DV� WUDQVSDUHQF\�� GLVSXWH�
settlement�have�basically�agreed�on� the� text.�
Remaining�Groups� had� narrowed� the� gap� in�
many�questions.�Black-bone�and�complicated�
LVVXHV�GLUHFWO\�LPSDFWLQJ�QHJRWLDWLRQ�VFKHGXOH�
have�been�exchanged�by�Heads�of�Negotiation�
Delegations� on� solving� roadmap� for� ¿nding�
RXW� DSSURSULDWH� VROXWLRQV� VDWLVIDFWRU\� WR�
expectation�of�both�sides,�targeting�on�bene¿t-
balancing�based�positive�progresses.

���,PSDFW�RI�)7$�RQ�WKH�ZHOIDUH�RI�LPSRUW�

FRXQWU\

�����7KH�WKHRUHWLFDO�EDFNJURXQG

From� an� analytical� viewpoint,� before� 1950,�
DQDO\VWV� RIWHQ� DVVXPHG� WKDW� FXVWRPV� XQLRQ�
would� be� welfare� improving,� since� some�
tariffs�would�fall..�

Jacob�Viner�(1950)�shows�that�a�customs�union�
will� not� necessarily� improve� welfare� since�
WKH� WDULII� UHGXFWLRQV� RFFXU�� WKH� IRUPDWLRQ� RI�
a�customs�union�would�be�welfare�improving�
GHSHQGLQJ� RQ� WKH� VRXUFH� RI� WKH� LQFUHDVHG�
trade.�Viner�mentions�two�important�notions:�
WUDGH� FUHDWLRQ� DQG� WUDGH� GLYHUVLRQ�7UDGH�
creation� takes� place� when� Trade� creation�
takes�place�when�economic�integration�results�
in�a�movement� in�product�origin� to�a�lower-
cost� member� country.� Trade� diversion,� on�
the� other� hand,� occurs�when� the� removal� of�
tariffs�causes�trade�to�be�diverted�from�a�third�
FRXQWU\�WR�WKH�SDUWQHU�FRXQWU\�GHVSLWH�WKH�IDFW�
that,� were� the� countries� treated� equally,� the�
third�country�would�be�the�low�cost�source�of�
imports.� In� the�Vinerian� framework,�welfare�
WKHUHIRUH� GHSHQGV� RQ� WKH� H[WHQW� RI� WUDGH�
FUHDWLRQ�UHODWLYH�WR�WUDGH�GLYHUVLRQ��

After� the� original�Vinerian� study� (l950),� the�
magnitude� of� these� effects� would� still� be�
of� interest.� Kimberly� A.� Clausing� (2001)�
H[DPLQHV� WKH� FKDQJHV� LQ� WUDGH� SDWWHUQV�
introduced�by�the�Canada-United�States�Free�
7UDGH� $JUHHPHQW�� 9DULDWLRQ� LQ� WKH� H[WHQW�
of� tariff� liberalization� under� the� agreement�
LV� XVHG� WR� LGHQWLI\� WKH� LPSDFW� RI� WDULII�
liberalization�on�the�growth�of�trade�both�with�
member�countries�and�non-member�countries.�
'DWD�DW�WKH�FRPPRGLW\�OHYHO�DUH�XVHG��DQG�WKH�
UHVXOWV�LQGLFDWH�WKDW�WKH�&DQDGD�8QLWHG�6WDWHV�
Free� Trade�Agreement� had� substantial� trade�
creation� effects,�with� little�evidence�of� trade�
GLYHUVLRQ�

Krueger� (1999)� studies� effects� of� Mexican�
HQWU\� LQWR� 1$)7$�� $OWKRXJK� WKH� IUDFWLRQ�
of�Mexican� trade�with� the�U.S.� and� Canada�
has� risen� sharply,� a� number� of� factors� have�
contributed� to� this� result.�Mexican� reduction�
of�tariffs�and�quantitative�restrictions�and�the�
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Mexican�alteration�of�exchange�rate�policy�at�
the� end� of� l994�were� both� important.�Based�
RQ�HDUO\� UHWXUQV�� WKH� LPSDFW�RI�1$)7$�RYHU�
its� ¿rst� three� years� does� not� appear� to� have�
been�large�relative�to�the�effects�of�these�other�
HYHQWV�

Cline� (1978)� examines� trade� shares� before�
and�after�an�agreement�in�order�to�assess�what�
HIIHFW� WKH� DJUHHPHQW�PD\�KDYH� KDG�RQ� WUDGH�
SDWWHUQV��,W�LV�RIWHQ�LPSOLFLWO\�DVVXPHG�WKDW�WKH�
share�of�trade�occurring�with�partner�countries�
would�not�have�changed�in�the�absence�of�the�
agreement.� Krugman� (1994)� believes� that�
preferential� arrangements� between� natural�
trading� partners� are� likely� to� be� positive�
GHYHORSPHQWV��

Many� empirical� researchers� have� also� had�
dif¿culty�reaching�¿rm�conclusions�regarding�
WKH�HIIHFWV�RI�SUHIHUHQWLDO�WUDGLQJ�DJUHHPHQWV��
However,� until� now,� many� economists�
followed�the�Viner’s�point�of�view�to�evaluate�
effects�of�trading�agreement:�welfare�depends�
RQ�WKH�H[WHQW�RI�WUDGH�FUHDWLRQ�UHODWLYH�WR�WUDGH�
GLYHUVLRQ��

7KH� XQLODWHUDO� UHPRYDO� RI� D� WDULII� JHQHUDOO\�
increases� imports� of� the� good� in� question,�

LQFUHDVLQJ� GRPHVWLF� FRQVXPSWLRQ� DQG�
reducing� domestic� production� (Kimberly� A.�
Clausing� (2001),� Krugman.P� (2006).� The�
gains�to�consumers�outweigh�the�loss�of�tariff�
UHYHQXH� DQG� SURGXFHU� VXUSOXV�� OHDGLQJ� WR�
overall� welfare� gains.�As�Viner� pointed� out,�
however,�the�analysis�is�more�complex�if�the�
WDULII�LV�RQO\�UHGXFHG�RQ�SDUWQHU�LPSRUWV�

Trade�creation� refers� to�a� situation�where� two�
countries�within�the�FTA�begin�to�trade�with�each�
other,�whereas�formerly�they�produced�the�good�
in�question�for�themselves.�In�international�trade�
terms�it�means�the�countries�go�from�autarky�(in�
this�good)�to�trading�with�zero�tariffs,�and�they�
both�gain.�Trade�diversion,�on�the�other�hand,�
occurs�when�two�countries�begin�to�trade�within�
the�FTA,�but�one�of�these�countries�had�formerly�
LPSRUWHG�WKH�JRRG�IURP�RXWVLGH�WKH�)7$��7KH�
LPSRUWLQJ�FRXQWU\�IRUPHUO\�KDG�WKH�VDPH�WDULIIV�
on� all� other� countries,� but� purchased� from�
outside�the�FTA�because�that�was�lowest.�After�
the� union,� the� country� switches� its� purchases�
from� the� lowest� –� price� to� a� higher� –� price�
country,�in�this�case�there�is�negative�ef¿ciency�
effect.�An�examination�of�Figure�2�makes�this�
ambiguity�clearer.

)LJXUH����7UDGH�FUHDWLRQ�DQG�WUDGH�GLYHUVLRQ

�
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Figure�2�above�shows�an�analysis�of�a�good�
in� Vietnam� that� is� initially� protected� by� a�
tariff.� Imports� are� equal� to� the� quantity�BC,�
the�difference�between�domestic�demand�and�
GRPHVWLF� VXSSO\� DW� WKH� WDULII�LQFOXVLYH� SULFH��
Consider,� ¿rstly,� the� case� where� Vietnam�
DSSOLHV� WKH� VDPH� WDULIIV� �7��RQ� LPSRUWV� IURP�
all� countries.� Vietnam’s� consumer� will� buy�
DW�SULFH�3NM���7��6HFRQGO\��RQFH�WKH�WDULII�LV�
HOLPLQDWHG� RQ�(8¶V� JRRGV�� LPSRUWV� IURP� WKH�
EU�replace�those�from� the� rest�of�the�world.�
6LQFH� WKH�(8�GXW\�IUHH�SULFH� �3(8�SRVW�)7$��
is� lower� PNM� �� 7�� GHPDQG� LQFUHDVHV� DQG�
9LHWQDPHVH� GRPHVWLF� SURGXFWLRQ� UHGXFHV��
Imports� increases,� equal� to� GD.� Domestic�
consumers� gain� the� areas� ACDH,� domestic�
producers�lose�the�area�ABGH,�tariff�revenue�
falls�by�BCEF,�and�the�overall�welfare�effects�
are�ambiguous.�7UDGH�FUHDWLRQ�OHDGV�WR�D�JDLQ�
of�BFG�and�CDE,�but� WUDGH� GLYHUVLRQ� OHDGV�
WR� D� ORVV� RI� )(/.�� DV� WKH� LPSRUWV� IURP�(8�
replace�imports�from�non�member�countries.

In� practice,� there� are� several� cases� when�
the� outcome� would� be� less� ambiguous.� For�
example,�if�the�EU�were�already�the�low�cost�
producer�before�the�FTA,�trade�creation�would�
result�in�welfare�gains�equal�to�areas�JBK�and�
LCM,� without� any� trade� diversion� losses.�
However,� if� EU�were� instead� uncompetitive�
before�the�tariff�reduction�and�just�a�very�little�
less�than�the�rest�of�the�world�tariff�inclusive�
SULFH� DIWHU� WKH� )7$�� RQO\� WUDGH� GLYHUVLRQ�
would�take�place,�with�a�loss�in�tariff�revenue�
of�BCLK�but�no�noticeable�gains.�

����� 3DQHO� GDWD� DQDO\VLV� RI� WKH� LPSDFW� RI�

WDULII�UHGXFWLRQ�RQ�WUDGH

3.2.1.�Model�speci¿cation�and�data

Gravity� models� have� become� predominant�
LQ�WKH�ODVW�IRXU�GHFDGHV�LQ�HPSLULFDO�DQDO\VLV�

of�bilateral�trade�because�of�its�convenience�
and� high� degree� of� Àexibility.� The� basic�
underpinning�of�gravity�models�is�Newton’s�
Law� of� Gravitation� which� states� that� two�
celestial� bodies� are� subjected� to� a� force� of�
DWWUDFWLRQ� WKDW� LV� SRVLWLYHO\� SURSRUWLRQDO�
WR� WKHLU� PDVV� DQG� QHJDWXYHO\� SURSRUWLRQDO�
WR� WKHLU� GLVWDQFH�� 7KH� DSSOLFDWLRQ� RI�
gravity� equations� to� empirical� analysis�
of� international� trade� was� pioneered� by�
Tinbergen� (1962).� According� to� the� early�
gravity� equations,� the� amount� of� trade�
between�two�countries�is� explained�by�their�
HFRQRPLF�VL]H�DQG�JHRJUDSKLFDO�GLVWDQFH�

L M
LM

LM

$<<
)

'
= �

where:

)LM� is� the� trade� Àow� (i.e.� migration,� trade,�
FDSLWDO��IURP�FRXQWU\�L�WR�FRXQWU\�M�DW�WLPH�W

$�LV�D�FRQVWDQW�RI�SURSRUWLRQDOLW\

<L�DQG�<M�LV�D�SUR[\�RI�WKH�FRXQWU\�VL]H��*'3��
RU��SRSXODWLRQ�

'LM� is� the� geographical� distance� between�
FRXQWULHV¶�FDSLWDOV�RU�HFRQRPLF�FHQWHUV

7KH�HVWLPDWLRQV�HPSOR\�D� ORJ�OLQHDU�IRUP�RI�
the�above�equation:�the�expected�signs�of�the�
coef¿cients� state� that� bilateral� Àow� between�
FRXQWU\�L�DQG�FRXQWU\�M�LV�SRVLWLYHO\�DVVRFLDWHG�
with�size�(YL�DQG�<M��DQG�LQYHUVHO\�UHODWHG�WR�
GLVWDQFH� �'LM),� the� latter� being� a� proxy� for�
WUDQVDFWLRQ�FRVWV��7KH�XQGHUO\LQJ�DVVXPSWLRQ�
LV�WKDW�D�KLJK�OHYHO�RI�LQFRPH�LQGLFDWHV�D�KLJK�
level� of� production� which� would� lead� to� a�
KLJK�OHYHO�RI�H[SRUWV�LQ�WKH�H[SRUWLQJ�FRXQWU\��
In�a�similar�way,�a�high�level�of�GDP�in� the�
LPSRUWLQJ�FRXQWU\�DOVR�LPSOLHV�D�KLJK�OHYHO�RI�
LPSRUWV�IURP�WKH�SDUWQHU��2Q�WKH�RWKHU�KDQG��
trade� is� restrained� by� longer� distance� as� it�
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makes�trade�costlier.

Several�modi¿cations�have�contributed�to�the�
improvement� of� the� early� gravity� equations�
by�adding�new�variables� such�as� the� level�of�
HFRQRPLF�GHYHORSPHQW��SHU�FDSLWD�*'3���WKH�
VKDUH�RI�UXUDO�SRSXODWLRQ��FXOWXUDO�VLPLODULWLHV��
OLQJXLVWLF� FKDUDFWHULVWLFV�� WDULII�� SROLWLFDO�
stability�and�institutions�et�cetera.�In�the�speci¿c�
FDVH� RI� SUHIHUHQWLDO� WUDGLQJ� DUUDQJHPHQWV��
Aitken� (1973)� was� the� ¿rst� to� apply� cross-
VHFWLRQ� JUDYLW\� PRGHOV� WR� DVVHVV� WKH� LPSDFW�
of�RTA�membership�on�bilateral� trade�Àows.�
Since�then,�a�huge�number�of�empirical�studies�
XVHG�JUDYLW\�PRGHOV�WR�H[SORUH� WKH�HIIHFWV�RI�
UHJLRQDO�JURXSLQJV��,Q�D�UHFHQW�VWXG\��1JX\HQ�
and�Xing� (2008)� apply� the� gravity�model� to�
analyze� Vietnam’s� exports;� however,� any�
VLQJOH�FRXQWU\� DSSURDFK� QHHGV� WR� HVWLPDWH�
both� exports� and� imports� as� the� trade� Àows�
are� asymmetric.� Nguyen� (2002)� attempts� to�
address� the� effects� of�AFTA� on�Vietnam� by�
examining� both� exports� and� imports:� but� his�
cross-section� regression� was� only� estimated�
IRU� WKH� \HDUV� ������ ������ ����� DQG� ������
Also,�Chaisrisawatsuk�S.�and�Chaisrisawatsuk�
W.� (2007)� use� the� gravity� model� to� explain�
VLPXOWDQHRXVO\� WKH� LPSRUWV�� H[SRUWV�DQG�WRWDO�
WUDGH� RI� ��� 2UJDQL]DWLRQ� IRU� (FRQRPLF� &R�
RSHUDWLRQ�DQG�'HYHORSPHQW��2(&'��FRXQWULHV�
and� 6� ASEAN� member� countries.� But� their�
VWXG\�GLG� QRW�PHQWLRQ�9LHWQDP��%\� FRQWUDVW��
Tumbarello� (2006)� investigates� the� extent� to�
which�Vietnam’s�favourable�trade�performance�
may� have� been� excessively� centred� on� trade�
with� other� countries� in� the� region:� however,�

the�study�was�applied�to�cross-country�data�for�
only�one�year�(that�is�2002)�and�regressed�for�
WKH�WRWDO�WUDGH�

'HVSLWH�H[WHQVLYH�OLWHUDWXUH�XVLQJ�WKLV�DSSURDFK��
the�empirical�studies�based�on�gravity�model�
WR� HVWLPDWH� HIIHFW� RI� WDULII� RQ� WUDGH� DUH� VWLOO�
UDWKHU� OLPLWHG� LQ� WKH� FDVH� RI� 9LHWQDP�� ,Q� D�
recent� study,� MUTRAP� III� project� applies�
WKH�&*(�PRGHO�WR�DQDO\]H�HIIHFW�RI�WDULII�RQ�
9LHWQDP¶V�HFRQRP\��%XW�WKH�OLPLW�RI�&*(�LV�
that� this�model� based� on� the� assumption� of�
perfect� competition� market,� rarely� exist� in�
UHDOLW\��6R�WKDW��WR�RYHUFRPH�WKHVH�OLPLWDWLRQV��
we�use�gravity�model�with�a�panel�dataset�to�
HVWLPDWH� HIIHFWV� RI� WDULII� RQ� WUDGH�� 7KH�PDLQ�
UHDVRQ� IRU� SUHIHUULQJ� SDQHO� GDWD� DQDO\VLV� LV�
that� the� cross-section� speci¿cation� is� very�
likely� to� suffer� from� omitted� variable� bias�
because� of� the� unobserved� country� speci¿c�
effects.� Cross-section� speci¿cation� has� also�
WKH� GLVDGYDQWDJH� WR� FRPSOHWHO\� QHJOHFW� WKH�
WHPSRUDO� DVSHFWV� RI� IRUHLJQ� WUDGH�� 7KHUHIRUH�
adopting�panel�regression�techniques�allow�us�
to� take�advantage�of� these�different� types� of�
LQIRUPDWLRQ�

/HW� XV� HVWLPDWH� HIIHFW� RI� WDULII� UHGXFWLRQ� RQ�
Vietnam’s�bilateral�trade.�The�empirical�study�
DVVXPHV� D� ORJ�OLQHDU� IXQFWLRQDO� IRUP� IRU�
gravity�equations.�Compared�to�the�traditional�
gravity�equation,�we�add�new�variables� such�
DV�� *1,� SHU� FDSLWD� �LQGLFDWLQJ� WKH� VL]H� RI�
HFRQRPLHV��� WDULII� IRU�LPSRUWV��H[FKDQJH� UDWH�
�LQGLFDWLQJ� IDFWRUV�WKDW�HQFRXUDJH�GLVFRXUDJH�
the�trade�Àow).�The�model�is�de¿ned�and�then�
HVWLPDWHG�DV�Iollows:�

/RJ�%7,
F��G��W

� �D
�
���D

�
�ORJ��*1,

F��W
�
�*1,�

G��W
����D

��
ORJ��3&*1,

F��W
�
�3&*1,

G��W
����D

�
ORJ��323

F�W��


�323
G�W
����D

�
',67

F��G���
��D

��
ORJ������75

G��F
����D

��
ORJ������75

F��G
�����D

�
�ORJ�(;7

F��G��W
���H

F��G��W
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where:�

%7,
F�G�W
�:�Vietnam’s�bilateral�trade�with�country�

G�DW�WLPH�W

*1,
F�W
� DQG� �*1,

G�W
��*URVV�QDWLRQDO� LQFRPH�RI�

9LHWQDP�DW�WLPH�W�DQG�*URVV�QDWLRQDO�LQFRPH�
RI�FRXQWU\�G�DW�WLPH�W�

3&*1,
F�� W
� DQG� 3&*1,

G�� W
� �3HU� FDSLWD� JURVV�

QDWLRQDO�LQFRPH�RI�9LHWQDP�DW�WLPH�W�DQG�3HU�
FDSLWD�JURVV�QDWLRQDO� LQFRPH�RI�FRXQWU\�G� DW�
WLPH�W�

323
F�W
� DQG� 323

G�W�
� 3RSXODWLRQ� RI� 9LHWQDP� DW�

WLPH�W�DQG��3RSXODWLRQ�RI�FRXQWU\�G�DW�WLPH�W��
',67

F�G
:�Distance�(km)�between�Vietnam�and�

country�d,�which�is�time-invariant

75
G�F
� DQG�75

F�G
��9LHWQDP¶V� WDULII� IRU� LPSRUWV�

IURP� FRXQWU\� G� DQG� (8¶V� WDULII� IRU� LPSRUWV�
IURP�9LHWQDP

(;7
F�G�W
:� Bilateral� exchange� rate� between�

9LHWQDP� DQG� FRXQWU\� M� �IRUHLJQ� FXUUHQF\� LQ�
WHUPV�RI�9LHWQDPHVH�FXUUHQF\��DW�WLPH�W

H
F��G��W

��HUURU��H
F��G��W��

 �XF��YG�+�wW�+�ηF�G�W��

u,�v:�captures�all�individual�(country�speci¿c)�
effects�omitted�from�our�model�speci¿cation�

w:�time�effects;�h:�random�effects

We�built�a�panel�data�including�Vietnam�and�
���(8� FRXQWULHV� �$SSHQGL[� ��� IURP� ����� WR�
2011.� The� data� of� Vietnam’s� bilateral� trade�
(equal�to�the�total�value�of�Vietnam’s�exports�
and�imports)�are�annual�data,�obtained�at�dollar�
values� from� the� General� Statistics� Of¿ce�
and� Trademap� database.� The� Gross� national�
income�(GNI)�of�both�Vietnam�and�its�trading�
partners� are� collected� from� the�World� Bank�
database,� Per� capita� Gross� national� income�

7DEOH����'HVFULSWLRQ�RI�GDWD

9DULDOHV 0HDQ
6WDQGDUG�

HUURU

0LQ�

YDOXH
0D[�YDOXH

� *1,F�W��%Q�86'� ����� ���� ����� �����

� *1,G�W��%Q�86'� ������ ��� ���� 3.120,95

� 3&*1,F�W� �86'�
FDSLWD� 660,50 ������ 460,9966 905,58

� 3&*1,G�W� �86'��
FDSLWD� ��������� 15.194,07 ��������� ���������

� DIST�(km) �������� �������� �������� 10.532,99

� 323��SHUVRQ� 18.200.000 22.600.000 ������� 82.500.000

� 75G�F���� ����� 3,02 ���� �����

� 75F�G��� 5,70 0,79 ���� ���

� (;7�F�G�W���91'� 14.460,88 9.103,89 50,21 40.918,57
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7DEOH����0DWUL[�RI�FRUUHODWLRQ

9DULDEOH OQ< OQ3&< OQ323 OQ',67 OQ7(8 OQ791 /Q(;7

OQ< �

OQ3&< 0,5604 �

OQ323 0,8789 0,1107 �

OQ',67 0,4518 0,4629 0,2881 �

OQ7(8 -0,1577 -0,1264 -0,0339 -0,0196 �

OQ791 -0,1522 -0,1150 -0,0331 -0,0204 0,7408 �

/Q(;7 0,1871 0,3319 0,0295 0,0538 -0,1242 -0,1315 �

(PCGNI)� data�are�calculated�by� the� quotient�
between� GNI� and� population� data,� taken�
from� the�World�Bank� database.�The� imports�
duties�data� is�MFN� rate� of�Vietnam�and�EU�
countries,�taken�from�the�website�of�the�World�
Bank.� The� bilateral� exchange� rates� between�
WKH�91�DQG�(XURSHDQ�FRXQWULHV�DUH�FDOFXODWHG�
based� on� data� of� the� exchange� rate� between�
9LHWQDP��DQG�LWV�SDUWQHUV��DQG�WKH�8�6��GROODU��
obtained� from� the� World� Bank� database.�
Geographical� distances� are� obtained� online�
from�the�chemical�-�ecology.net�website.�

�������'HVFULSWLRQ�RI�GDWD

�The�table�1�shows�that�the�minimum�value�of�
GNI�is�4,878�(billion�U.S.�$),�the�largest�value�
is�3120.95�(billion�USD).�The�minimum�value�
of�GNI�per�capita�is�460.99�(U.S.�$�/�person),�
WKH� PD[LPXP� YDOXH� RI� *1,� SHU� FDSLWD� LV�
69495.52� (U.S.� $� /� person),�we� can� see� that�
the� gap� between� the� richest� and� poorest� is�
relatively�large,�150�times�approximately.�

From�data�collected,�we�can�see�that�the�average�
WDULII�RQ�LPSRUWV�RI�9LHWQDP�LV�DSSUR[LPDWHO\�
��WLPHV�KLJKHU�WKDQ�WKH�(8¶V�DYHUDJH�WDULII�RQ�
imports.�In�addition,�we�also�need�to�consider�

the�correlation�between�variables.�The�table�2�
shows�that�the�correlation�between�variables�is�
weak,�except�that�there�is�correlation�between�
lnPOP� and� LnY,�we� should� pay� attention� in�
WKH�PRGHO

�������(PSLULFDO�UHVXOWV

7KH� PRGHO� LQFOXGHV� *1,�� *1,� SHU� FDSLWD��
and� population� variab� les.� Including� all� of�
these� variables� at� the� same� time� perhaps�
create�multicolinearity.�To�avoid�this�problem,�
we� estimate� separately� three� models� by�
dropping�either�of�these�variables:�the�model�
(1)� dropping� GNI� per� capita;� the� model� (2)�
dropping� GNI;� and� the� model� (3)� dropping�
Population�variable.�

In� all� the� three� models,� we� use� inspection�
%UHXVFK� DQG� 3DJDQ� /DJUDQJLDQ� PXOWLSOLHU�
test� for� the� selection� between� pooled� OLS�
and�Random�effect�model�(REM).�The�results�
show�that�the�REM�model�is�chosen�for�three�
models.� Next,� for� the� selection� between�
Random�Effect�Model�and�Fixed�Effect�Model�
(FEM),� the� Hausman� test� result� show� that�
the� null� hypothesis� H0� is� rejected� in� all� the�
three� models,� so� the� FEM�model� is� chosen.�
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Table�3:�Gravity�models�results�with�¿xed�effects�for�model�(1),�model�(2)�and�model�(3)

So,�we�choose�to�estimate�the�gravity�models�
in�a�panel�data�framework�with�¿xed�effects.�
$PRQJ�WKH�WKUHH�PRGHOV��WKH�PRGHO�����JLYHV�
the�best� results;�we�chose� this�model� for� the�
next�step�of�estimation�(Table�2).

For�the�model�(2)�with�¿xed�effects�chosen,�we�
KDYH�WR�WHVW�WKH�SUHVHQFH�RI�KHWHURVFHGDVWLFLW\��
FRUUHODWLRQ� DQG� DXWRFRUUHODWLRQ� RQ� HUURU�
WHUPV�� FURVV� VHFWLRQ� GHSHQGHQFH�� 7KH�
empirical� results� show� that� correlation� and�
autocorrelation� between� errors� and� cross�
section� dependence� are� absent,� but� there� is�
heteroscedasticity�on�error�terms�of�the�model;�
this�may�arise�due�to�misspeci¿cation�of� the�
equation� or� variation� in� the� coef¿cients.�We�
FRUUHFW�WKH�KHWHURVFHGDVWLFLW\�DQG�WKH�UHVXOW�LV�
presented� in� below� table.�The� table� 3� below�
shows� the� model� (2)� with� ¿xed� effects� and�
FRUUHFWLRQV�IRU�KHWHURVFHGDVWLFLW\�

In� the� FEM� with� corrections� for�
KHWHURVFHGDVWLFLW\�� 5�� equal� to� 0.74� shows�
that� independent� variables� explain� 74%� the�
variations�of�dependant�variable.�As�expected,�

the� coef¿cient� associated� with� the� gross�
QDWLRQDO� LQFRPH� SHU� FDSLWD� RI� 9LHWQDP� DQG�
EU� is� statistically� signi¿cant� in� the� model�
at� the� 99� percent� con¿dence� level� and� of�
SRVLWLYH� VLJQ�� LQGLFDWLQJ� WKDW� DQ� LQFUHDVH�
LQ� QDWLRQDO� LQFRPH� SHU� FDSLWD� OHDGV� WR� DQ�
increase�in�Vietnam’s�bilateral�trade�with�EU.�
In�the�model,�the�coef¿cient�explains�that�an�
LQFUHDVH�RI����*1,�OHDGV�WR�DQ�LQFUHDVH�RI����
����RI�9LHWQDPHVH� WUDGH�� �9LHWQDP¶V�H[SRUW�
RULHQWHG� VWUDWHJ\� LV� WKHQ� SDUWO\� H[SODLQHG�
by� supply� capacity:� a� high� level� of� national�
LQFRPH� SHU� FDSLWD� LQGLFDWHV� D� KLJK� OHYHO� RI�
investment,� which� increases� the� availability�
RI� JRRGV� IRU� H[SRUWV�� ,Q� DGGLWLRQ�� D� KLJK�
OHYHO� RI� WUDGLQJ� SDUWQHU¶V� LQFRPH� SHU� FDSLWD�
LQGLFDWHV� D� KLJK� OHYHO� RI� FRQVXPSWLRQ�� 2XU�
results� con¿rm� that,� like� most� of� the�Asian�
GHYHORSLQJ� FRXQWULHV�� 9LHWQDP� H[SHULHQFHG�
a�dramatic�increase�in�export�growth�and�this�
outstanding� performance�was� mainly� driven�
by� domestic� supply� capacity� growth� (Diaw,�
Rieber�and�Tran,�2009).�Another�quantitative�
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research� of� Nguyen� and� Tran� (2010)� shows�
that�Vietnam’s�economic�structure�tends�to�be�
PRUH�GHSHQGHQW�RQ�LPSRUWV��GHVSLWH�WKH�RSWLRQ�
IRU� DQ� H[SRUW� RULHQWHG� VWUDWHJ\�� 5DWKHU�� WKH�
latter�may�explain�ceteris�paribus�an�increase�
LQ� WKH� LQFRPH� HODVWLFLW\� RI� LPSRUWV� DQG� WKH�
resulting�constraint�on�balance�of�payments.

Vietnam’s� bilateral� trade� is� positively�
inÀuenced�by�population�of�Vietnam�and�EU�
partner�countries.�The�coef¿cient,�statistically�
signi¿cant� and� equal� to� 1.13,� shows� that�
the� bilateral� trade� of� Vietnam� with� EU� is�
inÀuenced�much�by�the�number�of�consumers�
DQG�SURGXFHUV��$Q�LQFUHDVH�RI����SRSXODWLRQ��
leads�to�an�increase�of�1.13%�in�the�bilateral�
trade�of�Vietnam�with�EU.�

As� expected,� the� coef¿cient� on� distance� is�
statistically� signi¿cant� and� has� the� expected�
VLJQ� LQ� WUDGH�� 7KH� PRGHO� VXJJHVWV� WKDW�
JHRJUDSKLFDO� SUR[LPLW\� LV� RQH� RI� IDFWRUV�
explaining�Vietnam’s�bilateral�trade�with�EU.�
The�coef¿cient�on�the�bilateral�exchange�rate�
is� statistically� signi¿cant� in� the� model� and�
equal� to� -0.14.�An� increase� of� 1%� exchange�

rate�leads�to�a�decrease�of�0.14%�of�Vietnam’s�
bilateral�trade�with�EU,�it�shows�that�exchange�
rate�played�a�minor�role�in�Vietnam’s�bilateral�
trade�with�the�countries�under�study.

Finally,� as� expected,� the� coef¿cients� of�
(8� DQG� 9LHWQDP¶V� WDULIIV� IRU� LPSRUWV� DUH�
signi¿cant� and� equal� to� -0,51� and� -0,95�
UHVSHFWLYHO\� VXJJHVW� WKDW� WDULII� UHGXFWLRQ� LV�
one� factor�promoting�bilateral� trade�between�
9LHWQDP�DQG�(8�FRXQWULHV��,Q�WKH�PRGHO��WKH�
coef¿cient� explains� that� a� decrease� of� 1%�
(8¶V� WDULIIV� IRU� LPSRUWV� OHDGV� WR� DQ� LQFUHDVH�
of�0.51%�of�Vietnamese�trade,�and�a�decrease�
RI� ���9LHWQDP¶V� WDULIIV� IRU� LPSRUWV� OHDGV� WR�
an� increase� of� 0.95%� of� Vietnamese� trade�
with�EU� �According� to� the� commitments� in�
the� WTO,� most� of� Viet� Nam’s� duties� will�
have� been� reduced� to� their� ¿nal�bound� level�
by� 2014,� except� for� certain� ¿sh� products�
(tariff�line�0303.29�Other)�and�motor�cars�and�
vehicles�(under�heading�8703),�which�will�not�
reach� their� ¿nal� bound� level� until� 2017� and�
2019,�respectively.�So,�in�FTAs�Viet�Nam�and�
EFTA�agree�that�an�FTA�should�be�established�

Table�4:�The�model�(2)�with�¿xed�effects�and�corrections�for�heteroscedasticity
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in� accordance�with�WTO� rules,� thus� aiming�
WR� UHGXFH� DQG�RU� HOLPLQDWH� GXWLHV� DQG� RWKHU�
restrictive� regulations� on� substantially� all�
the� trade.�With� regard� to� market� access� for�
industrial� goods,� EFTA’s� basic� position� is�
to� offer� duty� free� access� for� goods� of� HS�
FKDSWHUV������� DV� RI� WKH� HQWU\� LQWR� IRUFH� RI�
the� agreement� (with� very� limited� exceptions�
for� some� agricultural� products� within� these�
chapters),�depending�on�the�overall�balance�in�
WKH�RXWFRPH�RI�WKH�QHJRWLDWLRQV��)LVK�DQG�RWKHU�
PDULQH� SURGXFWV� DUH� FRQVLGHUHG� LQGXVWULDO�
goods� in� accordance� with� the� framework� of�
the�WTO� and� are� included� in� EFTA’s� basic�
SRVLWLRQ�RI�GXW\�IUHH�DFFHVV��,Q�DOO�LWV�H[LVWLQJ�
)7$V��()7$�KDV�JUDQWHG�WKH�WRWDO�HOLPLQDWLRQ�
RI� GXWLHV� RQ� LQGXVWULDO� SURGXFWV�� ,Q� 9LHW�
1DP¶V� H[LVWLQJ�)7$V�� WKHUH� LV�QR� GLVWLQFWLRQ�
between� industrial� and� agricultural� goods.�
7KH�FRYHUDJH�DQG�WLPH�IUDPH�IRU�RYHUDOO�WDULII�
reduction� and� abolition� for�Viet�Nam� varies�
from�FTA�to�FTA�(e.g.�ACFTA:�90%�by�2018;�
AIFTA:� 70%� by� 2021;� AJCEP:� 84.6%� by�
2023;� AJCEP:92%� by� 2025;� AKFTA:� 90%�
by� 2018).� For� industrial� goods,� the� current�
estimated�proportion�of�tariff�lines�with�zero�
duty�applied�by�Viet�Nam�is�37.2%,�increasing�

to�56%�by�2012.�

� ����� 7UDGH� FUHDWLRQ� DQG� WUDGH� GLYHUVLRQ�
HIIHFWV�RQ�VRPH�NH\�LQGXVWULHV�RI�9LHWQDP��D�

TXDOLWDWLYH�DQDO\VLV

In�the�previous�part,�we�have�used�a�quantitative�
DQDO\VLV�WR�HYDOXDWH�LPSDFW�RI�WDULIIV�UHGXFWLRQ�
on� the� trade� between� Vietnam� and� EU.� In�
this� part,� we� will� use� a� qualitative� analysis�
WR�HYDOXDWH�WUDGH�FUHDWLRQ�DQG�WUDGH�GLYHUVLRQ�
effects� on� some� key� industries� of� Vietnam.�
%HIRUH� FKRRVLQJ� WKH� LQGXVWULHV� WR� DQDO\]H��
we�compare�the�tariffs�level�of�Vietnam�with�
ASEAN� countries.� Table� 4� shows� that� the�
DXWRPRWLYH�VHFWRU�RI�$6($1�KDV�WKH�KLJKHVW�
CEPT�and�MFN�tariff�rate,�at�5.72�and�19.17�
per� cent,� respectively.� The� sector� with� the�
lowest�tariff�rates�is�the�healthcare�sector,�with�
respective�rates�of�2.12�and�5.08�per�cent.��

� The� country� with� the� highest� MFN� rate� is�
Vietnam,� with� an� average� rate� of� 21.98� per�
cent.�Cambodia�is�the�country�with�the�highest�
CEPT� rate� with� an� average� rate� of� 9.30� per�
cent� .The� country� with� the� lowest� tariff� is�
Singapore,� which� has� zero� CEPT� and�MFN�
WDULIIV���

We�choose�industries�to�analyze�by�basing�on�

7DEOH����$6($1¶V�$YHUDJH�7DULII�5DWH����

6HFWRUV

MFN &(37 MFN &(37 MFN &(37 MFN &(37 MFN &(37 MFN &(37 MFN &(37 MFN &(37 MFN &(37
$JUR�%DVHG ���� ���� 0 0 ���� ���� ���� 0.32 ����� ���� 2.06 0.76 ���� 4.09 ���� ���� ���� ����
)LVKHULHV ���� ���� 0 0 19.08 ����� 5.03 0.58 14.03 ���� ���� 0.83 ��� ���� ���� 3.06 ���� ����
+HDOWKFDUH ���� ���� ���� 0.9 ���� 2.03 ���� ���� ���� ���� ��� 0.4 ���� ���� ���� ���� ���� ����
5XEEHU�%DVHG ���� ���� ��� ��� ����� ���� 11.02 ���� ���� ���� ���� ���� 4.09 ���� ���� ���� ���� ����
:RRG�%DVHG ���� ���� ���� ��� ����� ����� ���� 0.61 ����� ���� ���� 2.08 ����� ���� ���� ���� ���� 4.04
7H[WLOHV�	�*DUPHQWV ���� ���� 0.71 0.56 ����� ����� 10.98 ���� ��� ���� ���� ���� ����� ���� ���� 4.08 20.4 0.49
,&7 9.01 ���� ���� 2.04 ����� ��� � ���� ���� ���� ���� 1.08 ���� ���� ���� ���� ���� ����
(OHFWURQLFV �� ���� ���� ��� ����� 10.17 ���� ���� ���� 4.09 ���� ���� ���� ���� 4.02 ���� ���� ����
$XWRPRWLYHV ���� ��� ����� ���� ����� ���� ����� ���� ����� ��� ���� ���� ����� ���� ���� ���� �� ����
Source:�Rina�Oktaviani,��Amzul�Rifin,�and�Henny�Reinhardt�(2007)
Note:��Singapore’s�tariff�rates�are�close�to�zero

7KDLODQG9LHWQDP %UXQHL &DPERGLD ,QGRQHVLD /DR 0DOD\VLD 0\DQPDU 3KLOLSSLQHV
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7DEOH����9LHWQDP¶V�LPSRUWV�IURP�(XURSHDQ�8QLRQ

6RXUFH��WUDGH�HF�HXURSD�HX

WDULII� OHYHOV� DQG� LPSRUWV� RI� WKHVH� LQGXVWULHV�
compare�to�other�industries.�From�theory,�we�
VHH� WKDW� WUDGH� FUHDWLRQ� will� be� great� when,�
before� FTA,� the� industry� is� much� protected�
DQG��LPSRUWV�RI�WKLV�LQGXVWU\�LV�JUHDW��7KLV�IDFW�
shows� that� despite� of� the�high� protection� by�
WDULII��GRPHVWLF� GHPDQG� IRU� WKHVH� JRRGV� VWLOO�
high.�When�we�combine�Vietnam’s�tariff�(table�
4)�with�Vietnam’s�imports�(table�5)�from�EU,�
we� can� see� that� transport� equipment� has� the�
highest� tariff� (39,9%,� table� 4),� and� also� the�
highest�weight�in�total�import�in�2012�(21,4%,�
table� 5).� This� fact� shows� that� demand� for�
EU’s� transport� equipment� is�great� despite� of�
the�high�protection�by�tariff.�If�tariff�reduce�in�
context�of�FTA,�it�maybe�lead�to�trade�creation�
IRU�9LHWQDP�LQ�WKLV�LQGXVWU\�
,Q�WHUPV�RI�WUDGH�GLYHUVLRQ,�we�remark�that�it�
can� occur�when� the� import� tariff� pre-FTA� is�
high,�but�Vietnam�had�formerly�imported�the�
JRRG�IURP�RXWVLGH�WKH�)7$��,Q�FRQWH[W�RI�WDULII�
UHGXFWLRQ� RI� )7$�� LPSRUWV� IURP� DQ� (8� FDQ�
lead�to�trade�diversion�because�it�can�replace�
imports� from� more� ef¿cient� countries.� For�
H[DPSOH��LQ�FDVH�RI�9LHWQDP��WKH�(9)7$�FDQ�

OHDG� WR� WUDGH�GLYHUVLRQ� HIIHFWV�RQ� HOHFWURQLFV�
and�machinery� industries.� This� problem�will�
be�studied�more�clearly�in�the�next�part.
�������,PSDFW�RQ�9LHWQDP¶V�DXWRPRWLYH�LQGXVWU\

7KH�9LHWQDPHVH�DXWRPRWLYH�LQGXVWU\�LV�VWLOO�DW�
its�birth�stage�with�only�25,480�cars�produced�
in�2009.�Compared�with� the�13,790,994�cars�
produced�by�China�in�the�same�year,�it�is�clear�
WKDW�WKH�DXWRPRWLYH�VHFWRU�LV�QRW�\HW�SOD\LQJ�DQ�
LPSRUWDQW� UROH� LQ� WKH� LQGXVWULDO� GHYHORSPHQW�
of� Vietnam.� A� study� of� Emiko� Fukase� and�
Will� Martin� (1999),� a� modern� car� industry�
embodies� relatively� high� technology� both� in�
LWV� SURFHVVHV� DQG� LWV� SURGXFWV� DQG� SURYLGHV�
great�scope�for�the�development�of�backward�
linkages�to�component�manufactures.�For�this�
UHDVRQ�� PDQ\� FRXQWULHV� KDYH� DWWHPSWHG� WR�
persuade� international�auto�¿rms�to�establish�
GRPHVWLF� SURGXFWLRQ� LQ� UHSODFHPHQW� RI� FDU�
imports.� � In�Vietnam,� this� has� been� done� by�
LPSRVLQJ�KLJK�SURWHFWLRQ�RQ�FDU�LPSRUWV�DQG�DW�
the�same� time,�by�promoting�self-suf¿ciency�
LQ�SURGXFWLRQ�WKURXJK�ORFDO�FRQWHQW�SURJUDPV��

The� automotive� industry� is� characterized� by�
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considerable�economies�of�scale.�As�is�shown�
in� Figure� 3.1,� the� ¿rms� face� a� downward�
VORSLQJ� DYHUDJH� FRVW� �$&�� FXUYH�� �7KH� KLJK�
rate� of� protection� on� automobiles� initially�
allows�automobile�makers�to�sell�at�high�prices�
at�P1�and�produce�at�Q0.��The�initial�¿rms�are�
extremely�pro¿table�because�of�the�protection,�
and� this� pro¿tability� attracts� additional�
HQWUDQWV�� � )LUPV� FRQWLQXH� WR� HQWHU� XQWLO� HDFK�
¿rm�is�operating�at� sub-optimal� scale�at�Q1.��
*LYHQ� WKH� VWURQJ�VFDOH�HFRQRPLHV�SUHYDLOLQJ�
LQ�WKLV�LQGXVWU\��WKH�VPDOO�RXWSXW� OHYHO�RI�WKH�
¿rms� pushes� up� their� average� costs.� � The�
ULVH� LQ� DYHUDJH� FRVWV� HYHQWXDOO\� HOLPLQDWHV�
all� excess� pro¿ts� and� hence� removes� the�
incentive� for� additional� ¿rms� to� enter,� until�
a� new� equilibrium� is� reached� where� excess�
pro¿ts�are�zero.�

� 7KH� KLJK� UDWH� RI� SURWHFWLRQ� RQ� DXWRPRWLYH�
LQGXVWU\� LQLWLDOO\� DWWUDFWHG� IRXUWHHQ� IRUHLJQ�
automakers� such� as� Toyota,� Ford� to� set� up�
joint� ventures� in� Vietnam.� However,� high�
SURWHFWLRQ� UHVXOWHG� LQ� KLJK� SURGXFWLRQ� FRVWV�
rather�than�high�pro¿ts.

)LJXUH������$YHUDJH�FRVW�RI�DXWRPRWLYH�

LQGXVWU\

6RXUFH��(PLNR�)XNDVH�DQG�:LOO�0DUWLQ�

������

Vietnam’s�domestic�market�is�small,�which�in�

WXUQ��KDPSHUV�WKH�DFKLHYHPHQW�RI�HFRQRPLHV�
of� scale.� � Given� the� low� level� of� per� capita�
income�of�$311�(around�$1,590�in�purchasing�
power� parity� terms� in� 1997),� demand� for�
vehicles� is� expected� to� be� around� 60,000�
per� year� by� the� year� 2,000� (GSO,� 1997).��
,Q� DGGLWLRQ�� D� SUROLIHUDWLRQ� RI� PRGHOV� DQG�
FRUUHVSRQGLQJ� IUDJPHQWDWLRQ� RI� SURGXFWLRQ�
DPRQJ� FRPSRQHQW� VXSSOLHUV� KDV� UHVXOWHG� LQ�
VPDOO�SURGXFWLRQ�UXQV�DQG�KLJK�FRVWV�IRU�PDQ\�
ORFDO�FRPSRQHQW�VXSSOLHUV�

The� problem� is� exacerbated� by� the�
JRYHUQPHQW¶V�ORFDO�FRQWHQW�SROLF\��,Q�DGGLWLRQ�
WR� LPSRVLQJ� WKH� ORFDOL]DWLRQ� UDWLR�� 9LHWQDP�
pursues� a� localization� objective� through� the�
structure�of�tariffs�and�manipulation�of�quotas�
on�a�variety�of�completely�and�semi�knocked�
down� kits� (CKD� and� SKD).� For� instance,�
each� approved� SKD� kit� requires� that� some�
parts� be� deleted� in� order� that� they�might� be�
supplied�by�local�producers,�raising�the�costs�
of�producing�the�¿nal�goods�expensive.��Such�
VFKHPHV�OHDG�WR�HQGOHVV�SROLWLFDO�SUHVVXUH�IRU�
revision� and� fragmentation,� and� frequently�
lock�in�production�of�vehicles�using�obsolete�
WHFKQRORJ\�

These� policies� are� likely� to� be� extremely�
FRVWO\���&RQVXPHUV�ORVH�IURP�WKH�KLJK�SULFHV��
the�government�loses�potential�revenues,�while�
producers� lose� from� sub-optimal� scale� and�
KLJK� DYHUDJH� FRVWV�� � 7KH� LQGXVWU\� FRQWLQXHV�
to� lobby� for� further� increases� in� protection�
JLYHQ� WKH� KLJK� FRVWV� RI� SURGXFWLRQ�� � :KHQ�
LW� LV� VXFFHVVIXO�� D� VKRUW� SHULRG� RI� LQFUHDVHG�
pro¿tability� follows,� until� the� bene¿ts� are�
reduced� by� additional� entry.� � Then,� pro¿ts�
DUH� DJDLQ� DW� QRUPDO� OHYHOV�� DQG� WKH� F\FOH� RI�
lobbying�starts�over�again.

� Claudio�Dordi� (2011)� shows� that,� for� what�
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FRQFHUQ�WKH�DXWRPRWLYH�VHFWRU��D�UHGXFWLRQ�RI�
tariff�and�non�tariff�barriers�from�the�Vietnam�
side�will�produce�an�effect�on�the�imports�of�
FRPSRQHQWV�IURP�(XURSH�DQG�RQ�WKH�DPRXQW�
of� FDI.� For� what� concern� the� import� side,�
GXH�WR�WKH�FRVW�RI�WUDQVSRUW�DQG�WKH�YLFLQLW\�RI�
FRPSHWLQJ�FDU�SURGXFHUV��D�UHGXFWLRQ�LQ�WDULII�
will�not�induce�substantial�increase�in�imports�
of�already�assembled�cars�from�Europe,�as�the�
bene¿t� of� a� preferential� tariff� reduction� will�
be�offset�by�the�cost�of�transport.�This�is�not�
WUXH�IRU�WKH�LPSRUWV�RI�SDUWV�DQG�FRPSRQHQWV��
which� under� some� circumstances� could� be�
imported� in� great� number� from� European�
PDQXIDFWXUHUV�� ,QGHHG��WKH�SULFH�HODVWLFLW\�RI�
SDUWV�DQG�FRPSRQHQWV�LV�KLJK�DQG�D�UHGXFWLRQ�
of�tariff�would�theoretically�have�an�impact�on�
the�exports.�On�the�other�hand,�without�a�robust�
domestic� industry� and� without� European�
investors� located� in� Vietnam� requiring�
components�to�be�assembled,�even�a�reduction�
in� tariff� will� have� only� a� limited� effect� on�
the� imports.� For� what� concerns� components�
the� real� factor� inÀuencing� the� little� demand�
LV� WKH� OLPLWHG� DPRXQW� RI� LQYHVWPHQW� LQ� WKH�
9LHWQDPHVH� DXWRPRWLYH� LQGXVWU\�� 7KLV� OLPLWV�
GUDVWLFDOO\� WKH�HIIHFW� RI�D� UHGXFWLRQ� LQ� WDULII���
However,�the�FTA�will�have�a�effect�on�FDI�
LQ�WKH�DXWRPRWLYH�LQGXVWU\��,QGHHG��(XURSHDQ�
car�manufacturers� seem� to� be� little� attracted�
by�Vietnam�as�a�productive�platform�for� the�
ASEAN� area.� By� looking� only� at� the� tariff�
FRPSRQHQW�� WKH� KLJK� SURWHFWLRQ� DFFRUGHG� WR�
the� Vietnamese� producers,� combined� with�
the�parallel�reduction�in�custom�duties�by�the�
other� ASEAN� members� and� ASEAN� FTA�
partners,� would� virtually� render� extremely�
FKHDS� WR� H[SRUW� FDUV� IURP� 9LHWQDP� WR� WKH�
Asian� region.�Furthermore,� the�cheap� labour�
available� in� Vietnam� would� be� another�

LPSRUWDQW�IDFWRU��,Q�UHDOLW\��WDULIIV�SUHIHUHQFHV�
and� cheap� labour� are� not� suf¿cient� to� drive�
LQYHVWPHQW�LQ�WKH�FDU�PDQXIDFWXULQJ�LQGXVWU\��
The� de¿ciencies� mentioned� above� (poor�
infrastructures,�lack�of�support�industries,�low�
technology)� clearly� inhibit� foreign� investors�
WR� ORFDWH� WKH� SURGXFWLRQ� LQ� 9LHWQDP�� ,Q� WKLV�
UHVSHFW��WKH�UHGXFWLRQ�LQ�WDULIIV�RQ�PDFKLQHU\�
and� components� could� facilitate� the� inÀow�
of�European�investment�into�Vietnam;�in�this�
FDVH��LW�FDQ�OHDG�WR�D�WUDGH�FUHDWLRQ�HIIHFWV�

������� ,PSDFW� RQ� 9LHWQDP¶V� PDFKLQHULHV� DQG�

HOHFWURQLFV�LQGXVWULHV

Firstly,�in�2004-2009�Vietnam�annual� import�
WXUQRYHU� RI� HOHFWURQLFV� increased� by� 33.6%�
RQ�DYHUDJH�� )URP� DQ� LPSRUW� WXUQRYHU� RI� ����
bn.�USD� in�2005,�after�¿ve�years� in�2008� it�
WUipled�reaching�7.6�bn.�The�MFN�tariff�rate�on�
electronics�is�13%�(Table�4).�For�what�concern�
electronic� sector,� a� simple� business� analysis�
would�endorse�the�conclusion�that�a�reduction�
in� tariff�would� have� de¿nitely� an� impact� on�
WKH� YROXPH� DQG� SULFHV� RI� HOHFWULFDO� SURGXFWV�
DQG� FRPSRQHQWV� LPSRUWHG� IURP� (XURSH��
Indeed,� a� reduction� in� tariff� would� at� least�
RIIVHW�WKH�FRVWV�RI�WUDQVSRUW�IURP�(XURSH�DQG�
give�a�great�business�advantage�to�European�
H[SRUWHUV� YLV�j�YLV� WKHLU� $VLDQ� FRPSHWLWRUV�
IURP�-DSDQ��.RUHD�DQG�&KLQD�WKDW�DUH�DOUHDG\�
bene¿tting�from�lower�distances�and�reduced�
import� duties� (Claudio�Dordi,� 2011).� In� this�
FDVH�� IXWXUH�9LHWQDP�(8� )7$� FDQ� OHDG� WR� D�
trade�diversion�effects�because� imports� from�
(8� FDQ� UHSODFH� LPSRUWV� IURP� -DSDQ�� .RUHD�
and�China�in�the�Vietnam’s�market.

6HFRQGO\�� FRQFHUQLQJ�9LHWQDP¶V�PDFKLQHULHV�
LQGXVWU\�� WKH� (9)7$� FDQ� OHDG� WR� D� WUDGH�
diversion� effects.� Table� 3.3� shows� that�
machineries� industry� takes� an� 18.8� per� cent�
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RI� WKH� WRWDO�9LHWQDP¶V� LPSRUWV� IURP� (8�� ,Q�
addition,�the�MFN�tariff�rate�of�this� industry�
is� quite� great,� equal� to� 15.7%� according�
WR� WKH� UHVHDUFK� RI� 9LHWQDP�(8� MRLQW� VWXG\�
group,� 2011.� Over� the� years� Vietnam� has�
been� constantly� increasing� its� demand� for�
high�quality�machineries� and�has� thus� relied�
heavily�on�importations.�In�2008�Vietnam�has�
imported� 11.1� bn.USD� worth� of� machinery.�
,Q�WKLV�UHVSHFW��WKH�(8�KDV�DURXQG�����RI�WKH�
market�with�1.5�bn.�of�export�to�Vietnam.�China�
is�the�biggest�import�partner�with�2.75�bn.�of�
H[SRUW�WR�9LHWQDP��)RU�WKH�PDFKLQHU\�VHFWRU��
a�reduction�of�the�already�low�tariff�applied�by�
Vietnam�on�the�imports�of�machinery�will�not�
result�in�a�substantial�increase�in�imports.�On�
the� other� hand,� Vietnam� could� bene¿t� from�
D� FRQVLVWHQW� VXUJH� RI� )',V� IURP� (XURSHDQ�
PDQXIDFWXUHUV�WKDW�FRXOG�GHFLGH�WR�ORFDWH�KHUH�
the�production.�Indeed,�the�growing�domestic�
industries�coupled�with�the�general�economic�
growth�of�Vietnam�could�have�a�domino�effect�
on�all�the�other�support�industries,�which�are�
now�missing.�In�this�respect,�the�general�high�
quality�of�the�European�products�could�have�an�
important�market�in�Vietnam,�and�potentially�
also�in�the�neighboring�countries,�such�as�Laos�
and�Cambodia.�).�In�this�case,�future�Vietnam-
(8�)7$�FDQ�OHDG�WR�D�WUDGH�GLYHUVLRQ�HIIHFWV�
because�imports�from�EU�can�replace�imports�
from�China�in�the�Vietnam’s�market.

���&RQFOXVLRQ

A� Free� Trade� Agreement� (FTA)� between�
9LHWQDP�DQG�WKH�(8�LV�H[SHFWHG�WR�RIIHU�PDQ\�
new� opportunities,� but� also� pose� challenges�
IRU� 9LHWQDP¶V� HFRQRP\�� 5HGXFWLRQ� RQ� WD[�
UDWHV�IRU�PRVW�RI�WKH�SURGXFWV�XQGHU�WKH�)7$�
framework� will� give� Vietnam� an� advantage�
over� its� rivals� in� the�EU�market.�According�
to�GSO,�2012,�at�present,�the�EU�is�imposing�

KLJK�WD[HV�RQ�9LHWQDP¶V�PDLQ�H[SRUWV� WR� WKH�
market,� including� footwear� (12.4� percent),�
WH[WLOHV� DQG� JDUPHQWV� ������ SHUFHQW��� DQG�
seafood�(10.8�percent).

However,� after� the� agreement� is� signed� the�
Vietnamese� businesses� will� face� certain�
challenges,�both�sides�of�dif¿culties�that�may�
arise� thereafter.� Firstly,� technical� barriers�
related� to� epidemiology� and� hygiene� as�well�
as�animal�and�plant�quarantines�as�challenges�
for�Vietnamese�goods�entering�the�EU�market.�
Secondly,� product� origins� will� be� another�
obstacle� for� Vietnamese� businesses.� The�
EU� presents� the� biggest� challenges� but� the�
development�gap�between�both�sides�and� the�
FRPSHWLWLRQ� SUHVVXUH� SODFHG� RQ� 9LHWQDPHVH�
enterprises� are� also� signi¿cant� factors.� To�
coincide� with� the� EU’s� tax� reduction�move,�
Vietnam� will� also� have� to� cut� taxes� on�
imported�goods.�How�Vietnamese�businesses�
can� survive� and� compete� with� similar� items�
imported�from�the�EU,�even�on�their�own�turf,�
remains�an�open�question.�Lessons�learnt�from�
joining� the� WTO� in� 2007� have� shown� that�
increasing�pressure�from�the�outside�will�help�
9LHWQDP� LPSURYH� LWV� HFRQRP\�� &RPSHWLWLRQ�
with�strong�foreign�businesses�will�push�local�
HQWHUSULVHV�WR�HLWKHU�UHVWUXFWXUH�WKHPVHOYHV��RU�
IDOO�DSDUW�

7KLV�SDSHU� XVHG� WKH� WKHRU\�RI� WUDGH� FUHDWLRQ�
DQG� WUDGH� GLYHUVLRQ� DQG� JUDYLW\� PRGHO� WR�
HYDOXDWH� LPSDFW� RI� (9)7$� RQ� FRXQWU\�
welfare.� We� reviewed� existing� bilateral�
trade� linkages� between� Viet� Nam� and� the�
(8� FRXQWULHV� DQG� FRPH� WR� WKH� FRQFOXVLRQ�
that� there� is� a� signi¿cant� potential� for� Viet�
1DP�DQG�WKH�()7$�6WDWHV�WR�VWUHQJWKHQ�WKHLU�
economic� relationship� by� further� developing�
their� framework�for� trade�and� investment.�In�
particular,�we�came� to�a� positive� conclusion�
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with� respect� to� the� feasibility� of� a� FTA�
between�the�EU�countries�and�Viet�Nam.�The�
quantitative� result� shows� there� is� a� negative�
relationship� between� tariff� rate� and� VN-
EU� bilateral� trade.� In� addition,� qualitative�
research� shows� that� Vietnam-EU� FTA� will�
offer� many� new� opportunities;� it� perhaps�
OHDGV�WR�WUDGH�FUHDWLRQ�LQ�DXWRPRWLYH�LQGXVWU\��

Analysis� of� car� industry� in� Vietnam� shows�
that�this�industry�is�now�highly�protected.�So,�
a�tariff�reduction�in�context�of�FTA�will�bene¿t�
9LHWQDPHVH� FRQVXPHU� DQG� WRWDO� FRXQWU\�
welfare.�Beside�effect�of�trade�creation,�FTA�
also� poses�challenges� for�Vietnam;� it�maybe�
leads� to� trade�diversion� some� industries� like�
HOHFWURQLFV�DQG�PDFKLQHULHV�LQGXVWULHV�q�
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