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EXECUTIVE SUMMARY

. After more than 7 years since the first negotiation session, the Regional
Comprehensive Economic Partnership (RCEP) Agreement was signed on
November 15, 2020. Similar to the new generation FTAs (CPTPP, EVFTA) that
have already entered into force, RCEP may broaden opportunities for Viet Nam to
expand trade and investment, while supporting Vietnamese enterprises to participate
more effectively in the regional value chain.

. Unlike the CPTPP and EVFTA, the reception of the RCEP is somewhat more
skeptical, arguably because this Agreement may create smaller net benefits and less
prominent impact on institutional reform - which Viet Nam often anticipates from
large-scale FTAs, among others.

. The idea of RCEP was initiated in the context of progressive trade and investment
liberalization in East Asia and the broader Asia-Pacific region. Even with increasing
trade tensions and protectionism in the region during period 2017-2020, efforts to
revive international economic integration and incubate new ideas on trade and
investment cooperation have been constantly promoted. Thus, RCEP has been
integral to the regional integration process, instead of being an initiative solely for
increasing regional influence.

. For Viet Nam, RCEP was not ad hoc, but instead was obtained after a period of
continuous efforts. Concurrent negotiations of 03 high quality and/or large-scale
FTAs - including TPP/CPTPP, EVFTA and RCEP - requires a lot of efforts,
coordination, and considerations of Viet Nam. On the contrary, institutional
preparations of Viet Nam might have been different and its considerations of RCEP
content and progress may have followed other scenarios, had there been neither
TPP/CPTPP nor EVFTA. In fact, the most significant economic and institutional
implications seem to be associated with TPP/CPTPP and EVFTA. Consensus on
these agreements also increased the acceptability of RCEP - even when RCEP
receives more adverse comments than CPTPP and EVFTA.

. Apart from the Introduction, the RCEP agreement comprises of 20 Chapters and
annexes. Excluding the relatively traditional content such as trade in goods, RoO,
SPSand TBT, RCEP includes some new contents such as e-commerce, competition,
etc. Compared to CPTPP and EVFTA, RCEP does not include Chapters on
environment, labor, SOEs, etc. However, compared to other ASEAN+1 FTAs,
RCEP has various new contents, “closer” to new generation FTAs such as e-
commerce, competition, government procurement, etc. RCEP incorporates a
“gradualism” approach, thereby creating room to improve commitments even after
the agreement enters into force.

. Regarding trade in the period 2010 - 2019, Viet Nam’s export structure gradually
shifted towards smaller share of ASEAN and higher shares of China and Korea
market. These countries have been the main import markets of Viet Nam. However,
Viet Nam hardly built new competitiveness in trade with RCEP countries during
this period. The trade deficit of Viet Nam with RCEP market was also widened.
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7. RCEP may create several opportunities and challenges to Viet Nam’s trade.
Covering countries with populations up to 2.2 billion, equivalent to 30% of the
global population, RCEP establishes a large and potential market for exports. The
quantitative assessments show that RCEP has trade creation effects, instead of sole
trade diversion. Viet Nam can also benefit from higher quality of imported goods
for domestic consumption. Along with increasing trade in intermediate goods,
Vietnamese enterprises can participate more deeply in the regional value and
production chain. Impacts on institutional reforms of Viet Nam may also be evident,
mainly in the direction of promoting the reforms in line with commitments under
CPTPP and EVFTA. However, RCEP implementation may encounter challenges on
the capacity to utilize preferences, capacity to maintain and improve export
competitiveness, and the risk of widening trade deficit.

8. FDI inflows have increased, especially in the period 2017-2019. FDI mainly came
from 15 countries and territories. 6 out of 10 largest investment partners of Viet
Nam are RCEP members, namely Korea, Japan, Singapore, China, Malaysia, and
Thailand.

9. Regarding foreign investment, RCEP also has both opportunities and challenges.
Viet Nam has more opportunities to attract FDI as investors shift away from China
due to the US-China trade and technology war, and investors may have new
consideration during and after the COVID-19 pandemic. However, Viet Nam faces
significant challenges due to: (i) identifying and effectively handling trade deficit
associated with foreign investment in RCEP is no easy, and may become even more
complicated; (ii) screening the quality of FDI projects appropriate, but hard to
implement after the RCEP enters into force; (iii) managing foreign investment flows
from RCEP and their implications for macroeconomic stability is a complex matter;
and (iv) balancing between attracting and protecting investment and preserving
policy sovereignty in Viet Nam presents a delicate institutional issue. These
challenges more or less affect Viet Nam’s economic autonomy, but can be
addressed. Addressing institutional challenges depends on the comprehensiveness
of Viet Nam’s approach, and can hardly be effective if trade and foreign investment
are considered separately when implementing RCEP.

10. This Report proposes an approach to effective implement RCEP while improving
Viet Nam’s economic autonomy. Effective implementation of RCEP requires
further reforms of microeconomic foundation; improving trade and investment
policies; addressing key bottlenecks; and preventing and fighting against COVID-
19 pandemic. The improvement of Viet Nam’s economic autonomy will be driven
by unilateral reforms, promotion of ASEAN centrality, and further support to
multilateralism. With this approach, this Report elaborates on some groups of policy
recommendations./.
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1 Introduction
1.1 Context

Since the initiation of Doi Moi (Renovation) in 1986, Viet Nam has made
significant socio-economic achievements. Economic growth has achieved relatively
high levels (about 7.0% p.a. during 1990-2010; about 6.1% p.a. during 2011-2016, and
almost 7.0% p.a. during 2017-2019). Despite severe impacts of the COVID-19
pandemic and response measures in various markets in 2020, Viet Nam maintained a
positive growth of over 2.1% in the first 9 months of 2020 (year-on-year). An important
reason under such economic performance was the consistent efforts to broaden
opportunities and enhance quality of exports and investment, including foreign
investment.

Throughout the process, ensuring benefits from international economic
integration has always been among the top priorities of Viet Nam; the orientation on
integration has gradually adapted to the evolving development context. Before 1986,
Viet Nam only considered the directions of “opening the economy”, “multilateralizing,
diversifying and expanding foreign relations”. The 9" National Congress of the
Communist Party of Viet Nam (CPV) set out the orientation of “proactive integration
into international economy”. The 10" Congress affirmed a more radical change in
integration orientation, emphasizing that “international economic integration is the
focus, integration in other areas must facilitate economic integration and actively
contribute to economic development”. These orientations and policies were concretized
in the Politburo's Resolution No. 07-NQ/TW in 2001; Resolution No. 08-NQ/TW in
2007 and Resolution No. 22-NQ/TW in 2013 of the Central Executive Committee on
international economic integration. Most recently, the 12" Congress emphasized the
requirement of “effectively implementing international integration in the new context,
further improving Viet Nam’s international position and reputation”. Resolution 06-
NQ/TW in 2016 by the CPV Central Executive Committee set out the task of effectively
implementing the international economic integration process in the new context,
associated with new requirements on strengthening economic autonomy; participating
effectively in global value chains (GVCs); sustainable and inclusive development;
enhancing international position and reputation of Viet Nam. Accordingly, Viet Nam is
not only attentive to export growth or investment attraction, but also focuses on taking
advantage of international economic integration to participate in developing and
changing institutions of international trade and investment; the level of participation and
effectiveness for business community and domestic residents.

In addition to the changes in integration mindset, international economic
integration and economic institutional reforms in Viet Nam always have close
interactions with each other. Accordingly, domestic economic institutional reform is a
fundamental factor, with decisive role in ensuring proactive and effective international
integration. In return, international economic integration catalyzes and motivates
reforms of domestic institutions. Institutional reform in the context of proactive and
active international economic integration is not merely about adapting regulations and
laws to implement integration commitments. More importantly, a synchronous reform
process of economic institutions serves for better realization of integration benefits.
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With that essence, in recent years, especially since 2014, the microeconomic and
macroeconomic foundation reforms to improve market efficiency have been prioritized,
especially the institutional reform on competition, state-owned enterprises (SOES),
development of private enterprises, improvement of business environment, land, trade
remedies, use of technical barriers, innovation, etc. In fact, the periods with most
concrete reforms in Viet Nam were also those of Viet Nam’s deepened efforts towards
international economic integration. The consistency between domestic institutional
reform and trade and investment liberalization has broadened economic opportunities
for the people and businesses; and has gradually contributed to achievements in many
other areas such as small- and medium-sized enterprise (SME) development, business
development, gender equality, poverty reduction, towards sustainable development.

However, deeper integration commitments, especially under new-generation
FTAs, can significantly affect Viet Nam’s policy space. On the other hand, due to high
economic openness, Viet Nam may become more vulnerable to external shocks. The
COVID-19 pandemic with associated supply chain disruptions is a remarkable example
of these challenges, while the resilience has been limited. Thus, Viet Nam is compelled
to improve economic autonomy in its international economic integration in terms of: (i)
the resilience at both economy and enterprise levels to external shocks, especially
through trade and investment; (ii) ensuring that market access is sufficiently diversified
and/or ample to avoid excessive dependence on any particular market (both supply and
demand); and (iii) retaining policy choices and policy sovereignty.

After more than 7 years since the first negotiation session, the Regional
Comprehensive Economic Partnership (RCEP) agreement was signed on November 15,
2020. Similar to the new generation FTAs (CPTPP, EVFTA) already in force, RCEP
can further induce trade and investment and enable Vietnamese enterprises to effectively
participate in the regional value chain. Like other FTAs, the earlier the preparation for
RCEP, the higher the benefits, even though Viet Nam has already had experiences of
implementing ASEAN FTAs with partners in the RCEP.

During RCEP negotiation process, a vast literature was dedicated to assess the
economic impact of this Agreement on member economies. Petri et al (2012, 2017), and
Petri and Plummer (2014) used the Global Trade Analysis Project (GTAP) model to
assess the impact of different RCEP scenarios compared to TPP scenarios for member
countries. Wignaraja (2014) used the computable general equilibrium (CGE) model for
assessing economic impacts of RCEP on Asia. Itakura (2015, 2019) also used the GTAP
model to assess the economic impact of RCEP on ASEAN member. These studies
considered the 16-nation RCEP (including India) and showed the net economic benefits
of RCEP to Viet Nam. After the withdrawal of India from RCEP, only Li (2019)
assessed the impact of 15-nation RCEP (RCEP without India) and also showcased the
net benefits for members, however, smaller than when including India.

Several quantitative studies focused on the impact of RCEP on Viet Nam’s
economy. MUTRAP (2015) used GTAP model to assess the economic impact of RCEP
on Viet Nam based on two scenarios: (i) RCEP with hub-and-spoke structure; and (ii)
RCEP comprehensive liberalization model. Despite no assessment of distributional
impact, both scenarios show net benefits for national income and exports of Viet Nam,
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of which, the net benefit of the comprehensive liberalization scenario is smaller. World
Bank (WB, 2018) also employed GTAP model to assess impacts of the RCEP, though
focusing more on the impact of the CPTPP on Viet Nam.

The literature on RCEP hardly elaborated on RCEP’s institutional aspects and
could not use the official full text of RCEP which was only released after its signing on
15/11/2020. Notably, the expected economic benefit from RCEP is more modest than
CPTPP and EVFTA. The reasons may include: (i) limited new opportunities from the
RCEP due to the existence of ASEAN FTAs with partners; (ii) limited impacts on
institutional reforms, so it may hardly interact with the domestic reforms; (iii) less
binding commitments under RCEP than those under CPTPP and EVFTA, while some
contents will be negotiated after RCEP enters into force; (iv) uneven transition of RCEP
countries “out of the COVID-19 pandemic”; (v) concerns about more sizeable trade
deficit of Viet Nam with many RCEP partners which had existed for years before 2020;
and (vi) ability to improve Viet Nam’s economic autonomy upon implementing RCEP.

In this context, this Report analyzes the dual requirements for effective
implementation of RCEP and improving economic autonomy in Viet Nam. Specifically,
the Report aims to (i) look into the scale and quality of Viet Nam’s trade and investment
with RCEP members; (ii) identify institutional and structural issues for trade and
investment that could affect Viet Nam’s realization of net benefits from RCEP; and (iii)
propose recommendations for medium- and long-term institutional reforms to
effectively implement RCEP whilst improving economic autonomy in Viet Nam.

1.2 Objectives

- General objective: Identify the required reforms of trade and investment
institutions for effective implementation of RCEP whilst improving economic
autonomy in Viet Nam.

- Specific objectives:

e Investigating the qualitative impacts of RCEP on Viet Nam’s trade and
investment;

e Elaborating on the institutional and structural bottlenecks affecting the
autonomy in trade and investment during RCEP implementation;

e Proposing institutional and policy reforms on trade and investment for
effective implementation of the RCEP Agreement while improving
economic autonomy.

1.3 Approach, methodologies and scope of the Report

1.3.1 Approach

Figure 1 depicts the analytical framework used in this Report. The authors use a
qualitative approach, examining and recognizing issues that can affect the effective
implementation of RCEP as well as the economic autonomy, focusing on trade and
investment aspects.



Figure 1: Analytical framework of impacts of RCEP on Viet Nam’s trade and
investment associated with improvement of economic autonomy

International Viet Nam’s Policy responses Institutional
economic economy refomrs
integration Trade polic
Exports, < > POIEY *| Reform of
RCEP imports
implemen- > < '_[rad_e _
tation institutions
- Investment
»| Foreign - *| policy Reforms of
»| Investment |« investment
Other policies Institutions
External (exchange
shocks » rate, labour, Other
(CoVviD-19, | enterprise institutional
etc.) development, reforms
_ | etc.)

Source: Authors’ compilations.

Accordingly, imports, exports and investment of Viet Nam are subject to
domestic trade, investment and other relevant policies (labor policy, exchange rate
policy, enterprise development, etc.). The global context (including external shocks,
especially COVID-19 pandemic and the US-China trade war) and the implementation
of the international economic integration commitments (including implementation of
RCEP) have affected export demand, supply of imported inputs and FDI; and along with
that are the requirements for policy adjustments, related institutional reforms to enhance
production capacity, competitiveness and improve the investment and business
environment in Viet Nam. On the contrary, more fundamental institutional reforms will
have a positive impact on economic development and international economic
integration; and enhance economic autonomy in the integration process.

1.3.2 Methodologies
The Report combines qualitative and quantitative methods, including:

- Reviewing, analyzing, comparing, and using available literature and data on
imports, exports and investment to assess the development of Viet Nam’s trade and FDI;
thereby investigating impacts, opportunities and challenges of RCEP on Viet Nam’s
trade and investment as well as its economic autonomy.

- Calculating trade indicators (such as Revealed Comparative Advantage, Trade
Intensity, Export Similarity, and Trade Complementarity) to assess current situation and
trade potential of Viet Nam with some main partners.

- Expert consultation: consulting and interviewing in-depth with experts and
researchers on assessing potential impacts of RCEP on Viet Nam’s trade and investment,
opportunities, and challenges for strengthening and improving Viet Nam’s autonomy on
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trade and investment; proposing recommendations for institutional reforms to
effectively implement RCEP and improve economic autonomy.

1.3.3 Scope of the Report

- Regarding the content: This Report focuses only on reviewing impacts of RCEP
on imports, exports and FDI; trade and investment policies and reforms. The review and
assessment of policy impacts, proposing institutional reforms in other areas can be
mentioned to support the focus on trade and investment. Due to limited scope, this
Report refrains from investigating Viet Nam’s industrial policy.

- Regarding time: This report focuses on the period 2010-2019.
1.4 Structure of the Report

Excluding the Introduction, this Report includes 4 Sections. Section 1 provides
an overview of the RCEP Agreement. Sections 2 and 3 look into the respective impacts
of RCEP on trade and investment, some opportunities and challenges, and structural and
institutional issues which affect the autonomy of Viet Nam’s trade and investment in
RCEP implementation. Section 4 proposes several orientations for reforming trade and
investment institutions and other related areas for effective implementation of RCEP
while ensuring Viet Nam’s economic autonomy.



2 RCEP: Process, key contents and characteristics
2.1 Negotiation process of RCEP

In the late 1990s, institutions for regional economic integration emerged in East
Asia, mainly supported by the establishment of free trade agreements (FTAs). Of which,
the most prominent was the formation and development of the Association of Southeast
Asian Nations (ASEAN) Community, with one pillar being the ASEAN Economic
Community. Formed in 1967, the ASEAN only signed an Agreement establishing an
ASEAN Free Trade Area (AFTA) in 1992. Upon establishment, AFTA included only
Brunei, Indonesia, Malaysia, Philippines, Singapore and Thailand. Viet Nam, Myanmar,
Laos and Cambodia joined ASEAN and AFTA later, but all accession dates fell in the
1990s.

The two external factors influenced the formation of AFTA, and AEC are: (i) the
trend of regionalization in the world; and (ii) increasing competition from China to
receive FDI. China began to attract significant FDI inflows since the late of 1980s, based
on its advantages in cheap labor, huge market size and growth potential, along with its
improvement in investment environment through reform policies, open market access,
upgrading infrastructure, and investment incentives. In addition, the internal dynamism
of ASEAN contributed to promoting deeper integration to establish the Economic
Community in the region. It was the 1997-1998 financial-monetary crisis that made
ASEAN leaders recognize the need to foster close cooperation in order to avoid similar
crises and/or contagious effects in the future.

The early 2000s witnessed the signing of a series of FTAs by East Asian
countries. After China joined the WTO in 2001, it promoted regional strategies through
FTA. China’s FTA approach is quite different from other countries: while Japan and
South Korea pursue bilateral FTAs, China worked towards FTAs with a group of
countries. The ASEAN-China FTA (ACFTA) was signed in 2002, and then upgraded in
2015. China offered several frameworks to strengthen cooperation with ASEAN,
including the Early Harvest Program (EHP), ASEAN-China Expo, etc.

Besides other factors, ACFTA has increased competition pressure on Japan,
South Korea, Australia, New Zealand and India in access and economic and trade
cooperation with ASEAN. From the ASEAN’s perspective, promoting trade
cooperation with partners such as Japan, South Korea, Australia, New Zealand and India
is also important. Accordingly, a series of FTAs have been negotiated and signed
separately by ASEAN with these countries. Until 2010, 5 FTAs following the
ASEAN+1 approach (with China, Japan, Korea, India and Australia - New Zealand)
have been signed. These FTAs are mainly close to traditional trade agreements, i.e.
focusing mainly on liberalizing trade in goods.! However, the ambition to cut tariffs
differed markedly across the FTAs, while the ability to satisfy the associated rules of
origin (RoO) is not entirely uniform either.

However, the ideas of broader free trade areas with the participation of ASEAN
and East Asian countries arose quite early. At the ASEAN+3 Summit (China, Japan,

1 Commitments in other sectors (services, etc.) have been mentioned in different scopes under the
agreements, however they have not been really profound.
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Korea) in 1998, the President of the Republic of Korea proposed the establishment of
the East Asian Vision group to study the possibility of promoting long-term economic
cooperation. The group made policy proposals including the establishment of an East
Asia Free Trade Area (EAFTA) to its leaders in 2002 and a feasibility study in 2005.
Japan came up with the idea of a Comprehensive Economic Partnership for East Asia
(CEPEA) in 2006 includes FTA with ASEAN+3+3 (China, Japan, Korea, India,
Australia and New Zealand) and feasibility study in 2007. Although covering markets
of different sizes, the proposed FTAs associated with ASEAN+3 and ASEAN+6 are all
aiming to promote deeper integration in East Asia, and further development of regional
production networks and supply chains. Besides, these initiatives all recognize the role
of ASEAN, because separated FTAs between pairs/groups of countries such as China -
Japan - Korea or India - China encounter various difficulties and obstacles due to
economic and non-economic factors.

Notably, in the year of APEC in Viet Nam in 2006, the US proposed the Free
Trade Area of the Asia-Pacific (FTAAP) covering all APEC member economies,
including 7 ASEAN members. At the APEC Summit held in Yokohama in 2010,
FTAAP was considered of strategic significance in the economic integration of the Asia-
Pacific region; and EAFTA, CEPEA and TPP would be pathways to realize FTAAP. In
2014, at the APEC meeting in Beijing, China and the US launched a feasibility study
entitled “Collective Strategic Study on Issues related to the Realization of FTAAP”, the
report was then released issued at the APEC Leadership Conference in Peru in 2016.
The annex to the 2016 APEC Summit Declaration affirmed efforts towards FTAAP
without straight realization; instead through various pathways - including the 2
initiatives involving ASEAN countries, namely the Trans-Pacific Partnership
Agreement (TPP, transformed into CPTPP after the US withdrew from TPP) and RCEP.
In particular, the TPP only attracted attention when the US and a number of other
economies (including Japan and Viet Nam) negotiated to join.

Thus, the idea of RCEP was formed in the context of East Asia and the broader
Asia-Pacific region actively promoting trade and investment liberalization. Even in the
period 2017-2020 with the increasing rivalry/confrontation over trade policy and
protectionism in the region, efforts to revive international economic integration and
incubate ideas of trade and investment cooperation continued to be deepened. Even the
CPTPP was revived in 2017 in the spirit of retaining high standards of commitment
under TPP. As a result, the RCEP itself is under pressure to adapt, with considerations
to incorporate commitments in relatively new areas (for East Asia) such as e-commerce,
investor-State dispute settlement (ISDS), etc. On the contrary, when Asia-Pacific
economic integration process slowed down, the momentum for promoting RCEP
negotiation is arguably affected as well. In other words, RCEP is associated with the
regional integration process, instead of being an instrument purely for acquiring regional
influence.

Box 1: RCEP creates or diverts trade?

Although RCEP was only realized after ASEAN had a series of separate FTAS
with its partners (China, Japan, Korea, Australia and New Zealand, India), this
Agreement still adds considerable value to global trade and GDP. According to Petri
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and Plummer (2018), RCEP can increase real global income by about USD 286 billion
each year (equivalent to 0.2% of global GDP) by 2030. Accordingly, RCEP is
equivalent to an investment of USD 7.2 trillion with a rate of return of 4% p.a. RCEP
could increase global trade by about 1.9%. Contrary to the concern, Petri and
Plummer’s quantitative assessments showed that the “trade diversion” impact would
be quite small: non-RCEP countries still benefit from the multilateral nature of the
liberalization process and its spillover effects from the increased productivity of
RCEP members.

Source: Nguyen Anh Duong (2020).

The concept of RCEP was first introduced at the 19th ASEAN Summit held in
November 2011 in Bali, Indonesia. By November 2012, the senior leaders approved the
ASEAN framework on RCEP, and declared the start of the negotiation. The guiding
principles for RCEP negotiation do not specify membership, though the terms and
conditions for participation of new members must be agreed upon by all participating
members. 16 countries participated in the negotiation from the beginning, including 10
ASEAN members and 06 partner countries - namely China, Japan, Korea, India,
Australia and New Zealand.

At the start of the negotiation, RCEP was one of the three largest free trade
agreements in the world, besides the TPP and the Trans-Atlantic Trade and Investment
Partnership (TTIP, between the US and the European Union). In particular, the TPP
market accounts for 11% of the world’s population, more than 38% of global GDP and
more than 25% of export turnover; TTIP market accounts for 11% of the world’s
population, 33% of global GDP and more than 30% of merchandise exports; and RCEP
market (even without India) accounts for 30% of the world’s population, nearly 30% of
global GDP and more than 27% of export turnover of goods.?

From May 2013 to September 2019, RCEP members conducted 28 rounds of
negotiations, not to mention a series of group meetings and exchanges from working
level to Ministerial level. Compared with the original target of concluding the
negotiation by the end of 2015, the RCEP negotiation process has been continuously
extended. The negotiation efforts towards RCEP more or less encountered hurdles and
were somewhat less comparable to those towards higher standard FTAs such as
TPP/CPTPP and FTAs with the EU. In fact, by the end of 2015 (the original deadline
for concluding negotiation), RCEP countries had only conducted 10 negotiation rounds,
I.e. less than half of the number of negotiations rounds as of September 2019. Even when
adopting a relatively flexible “gradualism” approach - consistent with ASEAN FTAS -
RCEP member economies also faced many disagreements in traditional areas such as
trade in goods, particularly the phasing out of tariff and harmonizing RoO. In addition,
the slow progress in RCEP negotiation was arguably due to the missing comprehensive
economic agreements between various participating countries, significant heterogeneity
in economic and political conditions among RCEP countries.

2 Compilations from several sources.



Even the final stage of negotiations saw new challenge to RCEP. In the first half
of 2019 emerged concerns about the possibility that RCEP negotiation would be further
delayed, as various member economies (such as India, Thailand, Indonesia) conducted
elections. After resuming negotiation, at the East Asia Summit in Bangkok on 4th
November 2019, the leaders of the RCEP member countries announced the conclusion
of the negotiation as well as the agreement on most market access issues between 15
countries. At that time, India announced its withdrawal from RCEP. Concerns about the
possible domino effect - as some other countries might consider withdrawing from the
Agreement following India exit- became more explicit in late 2019. Besides, concern
was about an RCEP without India being possibly dominated by China.

In 2020, the remaining members of RCEP continued to negotiate and actively
exchange with India on the possibility of it returning to the Agreement. However, in-
person meeting on the sidelines of the negotiations have been limited, due to the
COVID-19 pandemic and travel restrictions that compelled RCEP members to conduct
online meetings. Without India, the remaining members managed to quickly resolve
differences. On November 15, 2020, RCEP was officially signed within the framework
of the ASEAN Summit in Viet Nam, as the Chair of ASEAN 2020.

Notably, the duration from the start of the negotiation to RCEP signing is more
than 7 years for Viet Nam, equivalent to the time from its official participation to the
signing of the CPTPP (from November 2010 to March 2018) and the time from the
negotiation kick-off to the signing of EVFTA (from June 2012 to June 2019). In
addition, both CPTPP and RCEP overcame the final difficulties when Viet Nam was the
host of major events: with CPTPP, the country was the host of APEC in 2017, and in
the case of RCEP, Viet Nam was the Chair of the year ASEAN 2020.

As mentioned above, the Declaration of APEC Economic Leaders in 2016 has a
separate Annex expressing interest in and efforts towards a Free Trade Area for the Asia-
Pacific region (FTAAP). In which, economic leaders of APEC member economies
emphasized that FTAAP can be realized through different pathways such as TPP and
RCEP. From early 2017 to the early November 2020, in the context of increasing
protectionism even in the region’s largest economies, this viewpoint was hardly
reiterated. However, after the US presidential election in November 2020, trade and
investment cooperation in the region saw renewed hopes for drastic changes, even a
reversal. In this respect, RCEP not only contributes to creating economic recovery
opportunities for member economies in the post-COVID-19 context, but together with
the CPTPP will also renew the momentum for international economic integration,
starting from the Asia-Pacific region itself.

2.2 RCEP in Viet Nam’s international economic integration process

Viet Nam’s open-door process and international economic integration have four
important milestones. The first milestone was the accession to ASEAN in 1995 and
accordingly AFTA. After that, Viet Nam gradually integrated more deeply into the
regional market with specific liberalization commitments in many areas (trade,
investment, connectivity, etc.). Together with the accession and implementation of
commitments under AFTA, Viet Nam undertook numerous domestic reforms in order



to improve its trade policy, especially trade policy instruments such as export tax. Import
tariff, quota, tariff quota, etc.

The second milestone was the signing of the Bilateral Trade Agreement with the
US (BTA) in 2000. Up to 2000, the BTA with the US was the most comprehensive and
closest to the “standard” of the WTO that Viet Nam had signed. On the one hand, this
BTA opened up new opportunities for Viet Nam to promote exports and attract FDI. On
the other hand, reform pressures and good practices across many sectors - such as
intellectual property protection, etc. - contributed to guiding and inducing Viet Nam to
improve its policies, laws and management methods before joining WTO.

Figure 2: Viet Nam’s FTA as of November 2020
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The third milestone was Viet Nam’s accession to the WTO in 2007. Accordingly,
Viet Nam was treated equally with other member countries in the WTO. This could be
seen as the time when Viet Nam completed its horizontal integration process and
considered directions to deepen integration, with long-term steps in the selection of
strategic partners. Also, during 11 years of WTO negotiations, Viet Nam issued a huge
number of domestic legal documents, including the Investment Law, Enterprise Law,
Commercial Law, etc. The capacity to conduct economic policy in general and the
institution of international economic integration in particular have been upgraded
towards enhanced compatibility with international economic integration commitments.®

3 For reference, see CIEM (2013).
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The WTO accession itself is not the end point in Viet Nam’s international
economic integration process. After joining the WTO, Viet Nam’s integration process
transited to a new phase, from horizontal integration to deeper integration. In that
context, Viet Nam enhanced its strategic partnerships, comprehensive strategic
partnerships, and comprehensive partnerships with FTAs. As of November 2020, Viet
Nam has negotiated, signed and implemented a series of bilateral, plurilateral and
multilateral FTAs (Figure 2).

In that process, RCEP did not happen by chance, but is instead realized only after
continuous effort. More importantly, the concurrent negotiations of all three highest
quality and/or large-scale FTAs (i.e. RCEP, TPP/CPTPP, and EVFTA) required a lot of
efforts, coordination and consideration of Viet Nam. On the contrary, assuming there
had been neither TPP/CPTPP nor EVFTA, Viet Nam’s institutional preparations may
have been different and Viet Nam’s considerations of RCEP contents and progress could
have followed other scenarios. In fact, the most important economic and institutional
implications seem to be attached to the TPP/CPTPP and EVFTA agreements. Achieving
consensus on these Agreements also increases the likelihood of RCEP adoption - even
though RCEP receives relatively more adverse comments.

2.3 Key contents of RCEP

Apart from the Introduction, the RCEP Agreement comprises of 20 Chapters and
annexes. Beside relatively traditional contents such as trade in goods, RoO, SPS and
TBT, RCEP incorporates some newer contents such as e-commerce, competition, etc.
However, the contents of RCEP arguably lack important areas such as environment,
labor, SOEs, etc. This has scoped RCEP narrower than CPTPP and EVFTA.

Even in some covered areas, the RCEP’s commitments are arguably less binding.
For example, the ISDS mechanism will be further discussed after the RCEP enters into
force. Even if the “negative list” approach was adopted by some members to liberalize
services and investment, this does not necessarily imply high openness. The Asia Trade
Center (2020) provides a counter example about Indonesia with the reservation list of
up to 111 pages.

Viet Nam’s tariff reduction offered to ASEAN countries and partner countries is
no higher than the committed levels under existing ASEAN+ FTAs, specifically 90.3%
for ASEAN, 89.6% for Australia and New Zealand, 86.7% for Japan and Korea. For
China, Viet Nam offers to liberalize 85.6% of tariff (in line with Viet Nam’s
commitments under ACFTA and Viet Nam’s contemporary tariff policy). Meanwhile,
partner countries offer Viet Nam a higher rate of tariff liberalization than Viet Nam
offers to them respectively, specifically Australia removes 92%, New Zealand removes
91.4%, Japan removes 90.4%, Korea removes 90.7% and China removes 90.7%.*

4 The key contents of RCEP in this sub-Section is extracted from the Ministry of Industry and Trade
(2020).
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Table 1: Structure of RCEP Agreement

1. Initial provisions | 7. Trade remedies 12. Electronic | 18.

and general commerce Institutional

definitions provisions

2. Trade in goods | 8. Trade in services 13. Competition 19. Dispute
- Financial services; settlement

3. RoO - Telecommunication | 14. SMEs 20. Final
services; provisions
- Professional services.

4. Customs | 9. Temporary | 15. Economic and

procedures and | movement of natural | technical

trade facilitation persons cooperation

5. Sanitary and | 10. Investment 16.  Government

Phytosanitary procurement

measures (SPS)

6. Standards, | 11. Intellectual property | 17. General

technical provisions and

regulations,  and exceptions

conformity

assessment

procedures

Source: Ministry of Industry and Trade (2020).
Table 2: Contents of RCEP vs other FTAs of Viet Nam

RCEP EVFTA CPTPP AFTA ACFTA AKFTA AJCEP AIFTA AANZFTA AHKFTA
Tariff reduction X X X X X X X X X X
RoO X X X X X X X X X X
Textile and garment X X X X
Customs procedures and trade facilitation X X X X X X X X X X
Trade remedies X X X X X X X X
SPS X X X X X X X
TBT X X X X X X
Services X X X X X X X X X X
Financial services X X X X X X
Investment X X X X X X X X X
ISDS X X X X X X
Temporary entry for business persons X X X X X
Telecommunication X X X X
Electronic commerce X X X X
Government procurement X X X
Competition policy X X X X
SOEs X X
Intellectual property X X X X
Labour X X
Environment X X
SME X
Cooperation and capacity building X X X X X X X X
Dispute settlement X X X X X X X X X X

Source: Authors’ update based on VCCI (2019).

Under the RoO of the RCEP Agreement, a good is deemed to be originating if it
satisfies one of the following three cases, namely: (i) good wholly obtained or produced
in a Party; (i1) good produced in a Party exclusively from originating materials from one
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or more of the Parties; (iii) good produced in a Party using non-originating materials,
provided the good satisfies the applicable requirements under the Product Specific
Rules. In the Product Specific Rules, in addition to the Regional Value Content (RVC)
rule or the Change of Tariff Classification (CTC) rule, some chemical products in
Chapters 29 and 38 are allowed to apply Chemical Reaction rule. Chemical Reaction
Rule is equivalent to RVC or CTC.

For the process of issuing and checking certificates of origin, proof of origin
includes Certificate of Origin (C/O), declarations of origin by approved exporters,
declarations of origin by certain exporters or producers. Viet Nam, together with the
RCEP member countries (excluding Cambodia, Laos, and Myanmar), began to
implement the declarations of origin by certain exporters or producers no more than 10
years after the entry into force of RCEP. In case it cannot be implemented within 10
years, Parties are allowed to extend up to 10 more years for implementation.

The Chapter on Trade in services permits both “positive list” and “negative list”
approaches. Viet Nam follows a “positive list” approach, with liberalization
commitments equivalent to those within the framework of ASEAN and being no higher
than the current law. Viet Nam choose 6 fully liberalized sub-sectors to apply the
principle of automatic MFN and the principle of unilateral liberalization. The
Agreement includes a transition schedule from a “positive list” commitments to
“negative list” ones that does not require improvement in commitment levels (including
the number of subsectors for which the automatic MFN principle is applied).

The Investment Chapter of RCEP fully covers the four elements of an investment
agreement, including investment liberalization, promotion, facilitation and protection.
The Investment Chapter includes commitments on investment treatment, national
treatment, MFN, prohibitions of performance requirements (PPR), senior management
and board of directors (SMBD), remittances, expropriation, etc. The Investment Chapter
of RCEP contains a number of higher commitments than the signed ASEAN+ FTAs,
such as the addition of obligations in addition to those under the WTO Agreement on
Trade-Related Investment Measures (TRIMs); commitment to automatic MFNS;
unilateral liberalization obligations on Ratchet basis for Schedule A in the Reservations
List and non-conforming measures of countries. However, the Ratchet obligation
applies only after 5 years from the date of entry into force of RCEP. In addition, the
Investment Chapter of the RCEP Agreement has supplemented a mechanism to consider
and support resolutions of problems for investors in investment implementation process
in a RCEP country in accordance with the laws of that country.

Compared with the ASEAN+ FTAs that Viet Nam had signed by the conclusion
of RCEP negotiation, the Investment Chapter does not have binding ISDS and
expropriation related to tax. This content will continue to be discussed after the entry
into force of the RCEP Agreement. In addition, Viet Nam reserves the right to refrain
from applying automatic MFN clauses in investment with Viet Nam. For obligations
such as national treatment, board of directors, operation requirements, commitments of
Viet Nam in the RCEP Agreement do not exceed the corresponding commitments under
other signed FTAs such as CPTPP and EVFTA.
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The content of e-commerce in the RCEP Agreement includes only commitments
on cooperation, encouraging member countries to improve trade processes and
management by creating an environment that promotes the use of electronic means.
Settling disputes (if any) arising from this Chapter only stop at consultation and
mediation. The structure of the E-Commerce Chapter in the RCEP Agreement are
similar to those in the CPTPP Agreement but with lower levels of commitment. In
particular, for the management of information for cross-border trade, or the location of
computing facilities (servers) as a condition of doing business in the national territory
of a country, the RCEP Agreement still allow the parties to issue or maintain any
measure deemed necessary to protect safety and security of their essential network
environment, in accordance with the requirements of Viet Nam’s Cyber-Security Law.

The Competition Chapter includes the obligations to: adopt or maintain laws and
regulations that prohibit anti-competitive activities and to establish or maintain
competent authorities to enforce its competition laws; recognizing each other’s
sovereignty in formulating and enforcing competition laws and its policies; adopt or
maintain domestic laws and regulations to prevent fraud, misunderstandings, or
misrepresentation in commerce; improving consumer awareness and access to problem-
solving mechanisms; cooperation in consumer protection. RCEP’s dispute settlement
mechanism shall not apply to this Chapter. In addition, the Competition Chapter does
not mention about SOEs.

The Chapter on SMEs requires member states to promote sharing of information
about the RCEP Agreement relating to SMEs, including the full text of the Agreement,
relevant trade and investment laws and regulations, and other useful business-related
information, in order to build capacity for SMEs to take advantage of and benefit from
the opportunities created by the RCEP Agreement.

Regarding economic and technical cooperation, RCEP countries will explore and
implement economic and technical cooperation activities focusing on areas such as trade
in goods, trade in services, investment, intellectual property, e-commerce, competition,
SMEs and other issues by agreement between countries. Priority will be given to
capacity building and technical assistance activities for developing and least developed
member countries.

The Government Procurement Chapter has a much lower level of commitment
than under CPTPP and EVFTA, only including obligations to enhance transparency,
cooperation and information exchange among parties on public procurement policies
and does not include a commitment to liberalize the market. The dispute settlement
mechanism in the RCEP Agreement shall not apply to the Government Procurement
Chapter.

2.4 Characteristics

A comparison of RCEP relative to CPTPP on the objectives, content and quality
of commitments yields the main differences and characteristics of RCEP as follows:
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Table 3: Objectives, content and quality of RCEP vs. CPTPP

RCEP

CPTPP

General characteristics

and investment.

capacity building.

Identified as pathways towards FTAAP.

Having big members that joined the neg
from the agreement.

Comprehensive commitments towards liberalization of trade in goods, services,

Commitment to behind-the-border liberalization.
Recognition of the requirement to promote cooperation for development and

Among the largest FTAs upon their start.

otiation from the onset but later withdrew

Started in 2013 and signed in November
2020

Started in 2010; Negotiation concluded in
October 2015; TPP was signed in
February 2016; CPTPP was signed in
March 2018 and implemented in
November 2018 (Viet Nam implemented
from January 14, 2019).

ASEAN is the driving force/center

The US led TPP negotiations; when the
US withdrew from the TPP, Japan played
the most important role in reviving and
promoting ratification of CPTPP.

The objective is to formulate broader
agreements compared with ASEAN + 1
FTAs and facilitate cooperation for more
equitable development

The aim is to establish a 21st century FTA
that addresses new problems (labor
standards, environment, competition,
SOE, government procurement,
intellectual property, etc.)

A “single undertaking” Agreement, but
with a gradualism approach after its entry
into force.

A “single undertaking” Agreement

Source: Authors’ update based on Vo Tri Thanh (2014) and CIEM (2017).
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3 Trade with RCEP from institutional perspective
3.1 Overall trade performance

3.1.1 Imports and exports

Viet Nam’s imports and exports in the period 2010 - 2019 continued to expand
in terms of size, market, and category. In 2010-2015, amid the domestic and world
economic recovery after the 2008-2009 financial crisis, imports and exports grew
relatively quickly. Export increased from USD 72.2 billion in 2010 to USD 162.0 billion
in 2015, with an average annual growth rate of 19.3%. Imports grew more slowly by
15.6% p.a. on average, up from USD 84.8 billion to USD 165.6 billion in the 2010-2015
period. During 2016-2019, both exports and imports maintained positive growth rates,
albeit slower than the previous period. Specifically, exports increased on average by
17.0% p.a., and imports increased by 11.5% p.a. on average. In the period 2010-2019 as
a whole, imports rose on average by 11.4% p.a., slower than the exports (14.7% p.a.).
Hence, the overall trade balance was gradually reversed from deficit to surplus
expansion.

Figure 3: Viet Nam’s imports and exports, 2010 - October 2020
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Source: Calculation from statistics of the General Department of Viet Nam Customs.

Viet Nam’s imports and exports became more resilient in the 2018-2020 period.
In this period, the economy was adversely affected by the US-China trade war (from
mid-2018), plus the impacts of the COVID-19 pandemic and associated policy
responses to the pandemic in many markets (from early 2020). Viet Nam still retained
import and export growth in the years 2018-2019. Even in the first ten months of 2020,
the country recorded positive export growth (5%, year-on-year), while the
corresponding import growth rate reached 0.3%. Beside the adaptive efforts of the
business community, especially domestic ones, the enhanced resilience of the economy
partly derives from the consistent measures to improve the business environment and
enhancing competitiveness, especially in terms of trade facilitation and e-commerce
development.
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Table 4: Viet Nam’s trade/GDP ratio in 2010-2019

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Exports of | 623 | 715 | 735 | 77.1 | 80.7 | 83.8 | 86.0 | 96.1 99.4 | 101.0
goods/GDP (%)
Imports of | 73.2 | 788 | 73.0 | 771 | 79.4 | 85.8 | 85.2 | 953 | 96.6 | 96.8
goods/GDP (%)
Exports of goods | 72.0 | 79.4 | 80.0 | 83.6 | 86.4 | 89.8 | 93.6 | 101.6 | 105.8 | 106.8
and services/
GDP (%)
Imports of goods | 80.2 | 835 | 76.5 | 81.5 | 83.1 | 89.0 | 91.1 | 98.8 | 102.5 | 103.6
and services/
GDP (%)

Source: Calculations from the WB database.

Viet Nam became more open to trade (Table 4). The ratio of its exports to GDP
increased from 62.3% in 2010 to 101.0% in 2019. Total exports of goods and services
to GDP rose from 72.0% to 106.8%. These ratios and annual changes were relatively
high compared to other RCEP countries (Table 5). This pattern reaffirms the earlier
statement in MUTRAP (2015) that Viet Nam could optimally utilize its export potential
even in an unstable environment. Both the ratio of imports of goods to GDP and that of
imports of goods and services to GDP decreased in 2012 but then rose again, reaching
96.8% and 103.6% in 2019, respectively.

Table 5: RCEP countries' trade/GDP ratio in 2010-2019

Merchandise exports/GDP | Merchandise imports/GDP
2010-2015 2016-2019 2010-2015 2016-2019
Viet Nam 74.82 95.64 77.88 93.47
Australia 16.77 16.87 15.87 16.38
Brunei 62.39 44.94 20.45 26.54
Cambodia 45.88 50.85 52.58 65.62
China 23.54 18.60 18.72 14.32
Indonesia 20.27 16.47 19.27 16.05
Japan 13.68 14.58 14.10 13.73
South Korea 42.52 36.61 38.87 31.00
Laos 21.55 27.10 28.39 29.72
Malaysia 72.13 66.70 62.27 59.17
Myanmar 16.52 20.85 18.38 26.94
New Zealand 21.11 18.02 22.08 20.03
Singapore 136.97 109.89 123.49 96.79
Thailand 56.70 51.33 56.64 47.65

Source: Authors' calculations.

Foreign-invested enterprises (FIES) still accounted for the lion’s share in total
exports, but this share tended to decrease in the period 2010-2020. In the years 2010 -
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2015, exports of FIEs continued to increase faster than the country's export growth.
Notably, the average export growth rates of the FIEs and the whole country were
29.2%l/year and 19.3%l/year, respectively. Since 2016, domestic enterprises have
increased their exports more rapidly, thereby contributing more to the country's export
growth. In particular, Viet Nam’s export growth in the years 2018-2020 was mainly
contributed by the domestic business sector. Meanwhile, the FIEs attained slower export
growth since 2018, even reaching negative growth in the first ten months of 2020.
However, trade surplus and exports in absolute terms were still largely from FIEs. As
an implication, implementing the RCEP — with some partners as major sources of trade
deficit for Viet Nam - may be challenging.

Figure 4: Export growth of FIEs, 2010 — October 2020
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Source: Calculations from statistics of General Department of Viet Nam Customs.

* Trade by partner

In the period 2010 - 2019, Viet Nam’s export structure gradually shifted towards
smaller shares of ASEAN countries and higher shares of China and Korea. This shift
mainly resulted from the different growth rates of exports to various markets, not
because of Viet Nam’s export decrease in absolute terms. Of which, exports to China
increased faster, on average by 21.8% p.a. in the 2010-2015 period and 27.7% p.a. in
the 2016-2019 period. Exports to Korea increased on average by 28.7% p.a. in the period
2010-2015, then slowed down in the 2016-2019 period to 22.3% p.a.

The European countries and the US remained key exports of Viet Nam. The
export shares of EU27 and the US in 2019 were 15.6% and 23.2%, respectively. In the
period 2010-2015, exports to the EU27 and the US increased relatively rapidly, on
average by 22.3% p.a. and 19.7% p.a. Export growth to both markets was slowed down
in the period 2016-2019, reaching 7.9% p.a. and 16.6% p.a., respectively.
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Table 6: Share and growth rate of Viet Nam’s exports by country and FTA

partner, 2010-2019

Share (%) Growth rate
(%)
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2010- | 2016-
2015 | 2019
ASEAN | 143 | 141 | 152 | 141 | 127 | 112 | 99 | 101 | 101 | 94 | 137 | 87
RCEP | 440 | 454 | 45.7 | 42.2 | 40.1 | 37.7 | 389 | 43.0 | 441 | 418 | 16.7 | 16.6
China 10.7 | 12.0 | 11.2 | 100 | 99 | 102 | 124 | 165 | 170 | 157 | 21.8 271.7
Korea 4.3 5.0 4.9 51 4.8 5.5 6.5 6.9 7.5 7.5 28.7 22.3
Japan 10.7 | 114 | 114 | 103 | 9.8 8.7 8.3 7.8 7.7 1.7 15.2 9.8
Australia | 3.7 2.7 2.8 2.6 2.7 1.8 1.6 1.5 1.6 1.3 4.8 55
New 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 31.0 13.9
Zealand
CPTPP | 224 | 212 | 222 | 21.0 | 198 | 179 | 16.6 | 159 | 151 | 15.0 | 13.7 | 8.2
EU27 | 158 | 171 | 17.7 | 184 | 186 | 19.0 | 19.2 | 178 | 17.2 | 156 | 223 | 79
EU25 | 156 | 170 | 176 | 183 | 185|189 | 19.2 | 17.7 | 171 | 156 | 225 | 7.8
USA | 197 | 175|172 | 11 |19.1 | 20.7 | 21.8 | 19.3 | 195 | 23.2 | 19.7 | 16.6
India 14 | 16 | 16 | 18 | 1.7 | 15 | 15 | 18 | 27 | 25 | 40.8 | 312

Source: Calculations based on WB WITS database for 2010-2019.

Table 7: Share and growth rate of Viet Nam’s imports by country and FTA

partner, 2010-2019

Share (%)

Growth rate

(%)
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2010- | 2016-
2015 2019
ASEAN | 193 | 196 | 183 | 16.1 | 155 | 143 | 13.8 | 133 | 134 | 12.7 9.9 8.1
RCEP 674 | 673 | 69.6 | 70.0 | 70.1 | 708 | 71.0 | 724 | 71.0 | 70.7 16.9 114
China 238 | 233 | 255 | 27.9 | 295 | 29.8 | 28,6 | 275 | 27.7 | 29.8 | 19.9 11.4
Korea 115 | 123 | 13.7 | 157 | 147 | 166 | 184 | 22.0 | 20.1 | 185 26.3 15.6
Japan 106 | 9.7 | 102 | 8.8 8.7 8.6 8.6 7.9 8.0 7.7 115 8.4
Australia 1.7 2.0 1.6 1.2 14 1.2 14 15 1.6 1.8 14.3 22.1
New 0.4 0.4 0.3 0.3 0.3 0.2 0.2 0.2 0.2 0.2 8.8 11.27
Zealand
CPTPP 226 | 22.7 | 224 | 188 | 18.7 | 17.0 | 16,6 | 159 | 159 | 150 | 10.1 8.0
EU27 7.5 7.3 1.7 7.1 6.0 6.2 6.4 5.7 5.8 5.9 10.3 9.7
EU25 7.4 7.2 7.7 7.1 5.9 6.1 6.2 5.6 5.8 5.8 10.3 9.9
USA 4.5 4.3 4.3 4.0 4.3 4.7 5.0 4.4 54 5.7 174 17.1
India 2.1 2.2 19 2.2 2.1 1.6 1.6 1.9 1.8 1.8 10.0 15.3

Source: Calculations based on WB WITS database.

China, Korea, and ASEAN were the main import markets of Viet Nam, with their
respective shares in Viet Nam’s imports in 2019 of 29.8%, 18.5%, and 12.7%. The
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import growth rate from Korea averaged 26.3% p.a. in the period 2010-2015, which
decreased to 15.6% p.a. in the 2016-2019 period. The import share of Japan decreased
gradually to 7.7% in 2019 (compared to 10.6% in 2010).

* Trade by commodity/industry

In general, Viet Nam’s export structure in the period of 2010 - 2019 shifted
towards smaller share of agricultural, forestry, and fishery (AFF) products (from 19.9%
to 9.9%) and higher share of industrial goods from 80.1% to 90.1%). Exports of AFF
products increased from USD 14.3 billion in 2010 to USD 26.0 billion in 2019, an
average growth rate of 6.9% p.a. Exports of industrial products grew faster, from USD
57.9 billion in 2010 to USD 238.5 hillion in 2019, increasing by 17.0% p.a. However,
while exports of industrial goods continued to grow, AFF exports decreased in some
years (such as 2015 and 2019, down by 4.8% and 3.1%, respectively). In general, the
export growth was slower in 2016-2019 (compared to the 2011-2015 period, Table 9).
An institutional reason may have been the “hesitation” in issuing regulations to increase
the standards and quality of exported agricultural products, while the markets applied
more restrictive non-tariff measures on imported agricultural products.

With AFF exports: the export structure has shifted towards smaller share of
exports of animal products and vegetables and higher share of foodstuff products.
However, vegetables and fruits were still the main export commodities, accounting for
5.1% of gross exports in 2019. Viet Nam’s top export products were rice, coffee, pepper,
tea, etc., all in this category. The proportion of foodstuff remained relatively low,
accounting for only 2.4% of gross exports in 2019. As an indication, Viet Nam still had
difficulty in increasing exports of processed agricultural products; exported ones were
mainly raw materials and products.

Regarding industrial products: Textile, footwear, and electrical machinery were
the main export items of Viet Nam, altogether accounting for 64% of total exports in
2019. Exports of machinery and electrical equipment grew rapidly, on average by 30.3%
p.a. Accordingly, the export share of this category soared from 14.1% in 2010 to 41.7%
in 2019. Export of fuel fell sharply, on average by 8.3% p.a. in the period 2010-2019.

The structure of exports to RCEP countries has also shifted towards smaller share
of agricultural products and increasing share of industrial products. In the period 2010-
2019, the average growth rate of AFF exports to RCEP countries was only 10.0% p.a.
(higher than the growth rate of overall AFF exports). The export growth rate of industrial
products reached 15.8% p.a. on average (lower than the growth rate of overall exports
of industrial products). Thus, compared to exports in general, Viet Nam relies more on
the RCEP market for AFF products, while industrial goods are exported more to markets
outside of RCEP.

Regarding industrial goods, fuel exports decreased rapidly on average by 8.1%
p.a. in the period 2010-2019. Meanwhile, metal, and machinery and electrical equipment
had high average export growth rates of 15.8% p.a. and 26.8% p.a. respectively in the
period 2010-20109.
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Table 8: Share and growth rate of Viet Nam’s exports by product category in

2010-2019
Products by Share (%) Growth rate
HS (%)
category 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2010- | 2016-
2015 2019
AFF 199 | 193 | 179 | 151 | 154 | 136 | 134 | 126 | 11.0 9.9 11.1 45
products
01-05 5.9 5.3 45 4.1 4.1 3.2 3.2 3.0 2.6 2.4 6.3 5.1
Animal
06-15 11.1 | 11.0 | 10.7 7.9 8.4 7.5 7.6 7.1 6.0 5.1 11.1 3.2
Fruits and
vegetables
16-24 2.9 3.0 2.7 3.2 3.0 2.9 2.7 2.4 2.4 2.4 215 75
Foodstuff
Industrial 80.1 | 80.7 | 82.1 | 849 | 846 | 86.4 | 86.6 | 87.4 | 89.0 | 90.1 21.1 14.4
products
25-26 0.5 0.7 0.7 0.9 0.9 0.7 0.5 0.5 0.7 0.7 29.9 16.5
Mineral
27 11.0 | 114 9.9 7.3 6.2 3.1 2.0 2.3 1.6 1.4 5.1 -4.8
Fuel
28-38 1.7 1.9 1.9 1.8 1.8 1.6 1.5 1.5 1.6 1.6 22.3 13.4
Chemicals
39-40 6.0 5.9 5.1 4.3 3.6 3.2 3.2 3.3 3.3 34 14.8 15.4
Plastics,
rubber
41-43 1.5 1.5 14 1.6 1.8 2.0 2.0 1.7 15 1.5 26.0 5.0
Leather
44-49 2.0 1.9 1.9 2.1 2.0 2.0 1.8 1.7 1.9 1.9 24.0 12.1
Wood
50-63 184 | 173 | 158 | 16.3 | 16.8 | 16.8 | 16.3 | 148 | 15.0 | 14.9 17.6 9.7
Textile and
garment
64-67 75 7.2 6.8 6.8 7.3 7.9 7.9 7.3 7.1 7.4 20.1 11.2
Footwear
68-71 51 3.7 15 1.4 15 15 15 1.2 1.1 1.6 -1.9 16.2
Stone, glass
72-83 3.9 4.0 3.7 3.6 3.8 35 3.6 3.9 45 4.3 29.1 19.6
Metal
84-85 14.1 176 | 24.7 | 30.7 | 30.2 | 355 | 379 | 40.2 | 40.3 41.7 45.0 17.9
Machinery,
electrical
equipment
86-89 1.8 1.9 2.1 1.9 2.1 1.9 1.8 1.6 1.7 1.6 26.2 1.7
Transport
90-99 6.7 5.9 6.4 6.1 6.4 6.7 6.7 7.5 8.6 8.2 18.1 19.8
Others

Source: Calculations based on WB WITS database for 2009-2019.
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Table 9: Share and growth rate of Viet Nam’s exports to RCEP market by

product category in 2010-2019

Products by Share (%) Growth rate
HS (%0)
category 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2010- | 2016-

2015 2019
AFF 18.7 | 183 | 183 | 16.2 | 169 | 169 | 16.2 | 144 | 132 | 127 14.0 8.3
products
01-05 4.7 4.1 3.8 3.7 3.9 3.7 3.8 35 2.8 3.0 9.9 10.9
Animal
06-15 109 | 10.7 | 11.3 | 8.4 9.1 9.6 8.8 7.9 7.3 6.4 14.1 5.3
Fruits and
vegetables
16-24 3.2 35 3.3 4.1 3.8 3.6 3.6 2.9 3.1 3.3 22.1 13.9
Foodstuff
Industrial | 81.3 | 81.7 | 81.7 | 83.8 | 83.1 | 83.1 | 83.8 | 85.6 | 86.8 | 87.3 17.4 18.1
products
25-26 0.7 0.8 0.8 1.0 1.0 0.9 0.6 0.6 0.9 1.2 17.4 30.5
Mineral
27 23.3 | 235 | 206 | 16.2 | 143 7.8 4.8 4.4 35 3.1 -4.1 -5.8
Fuel
28-38 2.4 2.7 2.9 2.8 3.0 2.7 2.2 2.0 2.2 2.3 22.4 12.4
Chemicals
39-40 8.6 8.2 7.1 6.4 5.3 4.8 4.6 4.4 4.2 45 13.6 145
Plastics,
rubber
41-43 1.0 0.9 0.8 0.9 1.2 15 15 1.2 1.0 1.0 26.9 5.0
Leather
44-49 2.9 2.9 2.9 3.7 35 3.8 34 2.9 3.2 3.3 30.2 125
Wood
50-63 10.1 | 10.8 | 10.3 | 124 | 13.8 | 148 | 145 | 126 | 13.2 | 13.7 26.8 13.9
Textile and
garment
64-67 2.0 2.2 2.3 2.6 3.1 3.8 3.9 35 3.7 4.2 32.6 19.0
Footwear
68-71 1.6 1.3 1.6 1.5 1.6 1.8 1.6 1.4 1.3 1.2 17.8 4.3
Stone, glass
72-83 5.3 5.2 4.9 5.2 5.6 5.3 4.6 4.7 5.2 5.7 31.4 19.2
Metal
84-85 16.4 | 16.1 | 204 | 243 | 23.2 | 27.8 | 33.1 | 39.3 | 39.7 | 39.8 30.2 28.6
Machinery,
electrical
equipment
86-89 2.2 2.4 2.9 3.0 3.4 2.7 2.1 1.8 19 1.9 29.0 6.9
Transport
90-99 5.0 4.7 4.2 3.7 4.3 5.5 6.7 7.0 6.8 5.5 16.4 18.6
Others

Source: Calculations based on WB WITS database for 2009-2019.
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The structure of Viet Nam’s imports shifted towards lower share of AFF products
and higher share of industrial goods; however, the shift was slower than the export
structure. The machinery and electrical equipment always accounted for the largest
share in total imports, increasing from 25.4% in 2010 to nearly 39.9% in 2019. This
category also had the fastest import growth rate, averaging 18.8% p.a. in the period

2010-20109.
Table 10: Share and growth rate of Viet Nam’s imports by product category in
2010-2019
Product by Share (%) Growth rate
HS category (%)
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2010- | 2016-
2015 | 2019
AFF products | 8.8 8.7 8.6 8.6 8.9 8.7 9.0 8.3 8.2 7.8 17.2 8.5
01-05 1.3 1.3 1.3 14 1.8 1.6 14 14 14 1.6 23.1 12.4
Animal
06-15 3.5 3.8 3.7 3.5 3.7 3.9 4.3 4.3 4.1 3.6 21.5 9.8
Fruits and
vegetables
16-24 4.1 3.6 3.5 3.7 3.4 3.2 3.2 2.6 2.7 2.6 11.8 5.7
Foodstuff
Industrial 91.2 1 913 | 914 | 914 | 911 | 91.3 | 91.0 | 91.7 | 918 | 92.2 | 155 11.7
products
25-26 0.5 0.5 04 04 04 0.3 0.4 0.4 0.5 0.6 55 30.5
Mineral
27 97 | 118 | 101 | 7.7 7.1 4.8 4.4 5.2 6.3 6.1 3.3 20.33
Fuel
28-38 95 9.3 9.1 8.5 8.0 7.4 7.3 7.1 7.0 6.7 10.2 8.9
Chemicals
39-40 7.8 7.9 7.6 7.6 7.6 7.0 7.3 7.4 7.5 7.3 15.7 12.7
Plastics,
rubber
41-43 1.2 1.0 1.0 1.0 1.3 1.3 11 1.0 0.9 0.8 20.3 0.1
Leather
44-49 3.2 2.9 2.8 2.8 3.1 2.7 2.5 24 2.3 2.2 12.8 5.4
Wood
50-63 100 | 10.1 | 9.6 9.7 9.8 9.3 9.2 8.4 8.6 8.2 16.3 7.9
Textile and
garment
64-67 0.4 0.3 0.3 0.4 0.4 0.4 0.5 0.5 0.4 0.5 20.1 15.7
Footwear
68-71 2.1 2.8 1.1 1.1 1.2 1.1 1.2 1.1 1.0 11 21.0 13.0
Stone, glass
72-83 147 | 129 | 122 | 116 | 119 | 11.3 | 109 | 10.3 | 11.0 | 9.9 11.4 8.0
Metal
84-85 254 | 259 | 313 | 350 | 346 | 380 | 39.1 | 405 | 378 | 39.9 | 231 12.9
Machinery,
electrical
equipment
86-89 3.8 3.3 2.8 2.4 2.5 4.3 3.4 24 2.2 2.9 17.1 2.3
Transport
90-99 3.0 2.7 2.9 3.2 3.3 3.5 3.8 4.9 6.1 5.9 18.0 28.6
Others

Source: Calculations based on WB WITS database for 2009-2019.
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The structure of imports from RCEP countries shifted toward smaller share of
agricultural products and higher share of industrial ones. In the period 2010-2019, the
average growth rate of AFF imports was 9.9% p.a., while that of industrial products
increased by more than 13.3% p.a. Machinery and electrical equipment accounted for
the largest share of imports from RCEP, up from 29% in 2010 to 45.0% in 2019.

Table 11: Share and growth rate of Viet Nam’s imports from RCEP market by

product category, 2010-2019

Product by Share (%) Growth rate
HS category (%)
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2010- | 2016-
2015 2019
AFF products | 5.9 5.8 55 4.8 4.8 4.4 4.7 4.3 4.4 4.4 12.7 11.2
01-05 0.8 0.7 0.8 0.8 1.0 1.0 0.9 0.8 0.9 1.1 24.2 15.9
Animal
06-15 3.1 3.3 2.9 2.4 2.2 2.0 2.2 2.4 2.1 1.9 10.3 11.0
Fruits and
vegetables
16-24 2.1 1.8 1.8 1.6 1.6 1.4 1.6 1.2 1.3 1.3 11.4 10.8
Foodstuff
Industrial 941 | 942 | 945 | 952 | 952 | 956 | 953 | 957 | 956 | 95.6 17.2 11.4
products
25-26 0.5 0.5 0.4 0.3 0.3 0.2 0.3 0.3 0.4 0.4 -0.5 29.3
Mineral
27 11.4 | 13.3 | 11.0 7.6 7.0 5.4 5.4 6.2 6.6 5.7 3.1 14.0
Fuel
28-38 8.1 8.0 7.7 7.1 6.6 6.1 5.9 5.8 5.8 5.6 11.2 9.0
Chemicals
39-40 7.7 7.6 7.3 7.1 7.1 6.7 7.2 7.4 7.5 7.4 16.0 14.3
Plastics,
rubber
41-43 0.7 0.6 0.7 0.7 0.8 0.8 0.8 0.6 0.6 0.7 24.4 5.7
Leather
44-49 3.3 3.0 2.7 2.7 3.0 2.6 2.1 2.0 1.9 1.9 12.6 2.9
Wood
50-63 9.6 9.7 9.4 9.6 9.9 9.2 9.2 8.2 8.7 8.4 17.9 8.9
Textile and
garment
64-67 0.4 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.5 19.3 16.0
Footwear
68-71 1.3 1.5 1.0 1.0 1.0 1.0 1.1 1.1 1.1 1.2 16.6 17.1
Stone, glass
72-83 154 | 13.6 12.7 124 | 134 | 134 | 127 10.9 11.6 10.9 18.6 5.8
Metal
84-85 29.0 | 30.2 | 369 | 422 | 408 | 43.0 | 432 | 451 | 434 | 450 24.6 12.8
Machinery,
electrical
equipment
86-89 3.9 3.2 1.8 1.8 2.7 4.1 3.4 2.7 2.4 3.1 17.9 5.6
Transport
90-99 2.8 2.6 2.6 2.2 2.3 2.7 35 5.1 5.3 4.9 14.1 32.4
Others

Source: Calculations based on WB WITS database for 2009-2018.
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* Trade by technology content

Viet Nam has attempted to restructure exports towards higher technology
content. The share of exports with high technology content gradually improved, from
18.7% in 2010 to 48.2% in 2019. Those with low technology content accounted for high,
albeit decreasing, shares of exports to RCEP, CPTPP, Japan, the US, and the EU.

Table 12: Share and growth rate of Viet Nam’s exports by technology content to
some partner countries in 2010-2019

i Growth rate
Share in total exports (%) (%)
2010- | 2016-
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 2015 | 2019
Total 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 26.3 | 149
High 18.7 | 255 |36.0 |41.6 |40.1 |44.2 | 458 |49.6 |49.0 |48.2 51.3 17.6
Medium 142 | 145 |147 |129 |[132 |116 |113 |113 |116 |115 23.1 | 146
Low 67.1 |59.9 [49.2 | 456 |46.7 | 442 |42.8 [39.2 |39.3 |40.3 171 | 122
ASEAN 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 26.6 | 115
High 279 |28.7 | 385 |443 |39.9 | 379 |424 |43.7 |36.4 |31.7 32.1 7.8
Medium 29.7 | 324 | 29.2 | 26.0 | 26.7 | 27.2 | 24.1 | 22.3 | 244 | 247 26.1 9.0
Low 424 | 389 | 32.3 [ 29.7 | 334 | 349 | 335 | 34.0 [39.2 |436 244 | 17.9
RCEP 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 274 | 21.2
High 240 | 25.6 | 31.3 | 33.6 | 30.4 | 346 | 414 | 50.6 | 49.2 | 472 | 346 | 331
Medium 28.2 | 282 | 28.0 | 25.3 | 255 | 224 | 194 | 165 | 173 | 176 | 234 | 137
Low 478 | 46.3 | 40.8 | 41.0 | 442 | 430 | 39.2 | 328 | 33.6 | 352 | 259 | 147
China 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 45.7 | 38.7
High 428 | 450 | 55.1 | 514 | 433 | 49.1 | 548 | 70.4 | 69.6 | 67.8 53.8 55.4
Medium 122 | 120 | 104 | 116 | 174 | 115 | 121 | 83 | 10.2 9.8 440 | 314
Low 45.0 | 43.0 | 345 | 370 | 39.3 | 394 | 330 | 21.3 | 203 | 224 | 412 | 171
Japan 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 169 | 115
High 16.2 | 153 | 13.1 | 106 | 111 | 11.7 | 158 | 175 | 164 | 171 7.3 23.4
Medium 394 | 37.4 | 39.0 | 37.3 | 36.2 | 33.7 | 30.6 | 30.8 | 30.0 | 29.1 | 159 7.5
Low 443 | 47.3 | 478 | 52.1 | 52.7 | 54.6 | 53.6 | 51.7 | 53.6 | 53.8 | 21.2 | 111
Korea 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 39.3 | 26.3
High 129 | 139 | 146 | 188 | 21.2 | 39.0 | 49.7 | 544 | 540 | 542 | 728 | 38.8
Medium 114 | 179 | 285 | 242 | 182 | 16.0 | 129 | 124 | 127 | 148 | 543 | 238
Low 75.7 | 68.2 | 56.9 | 57.0 | 60.6 | 45.0 | 374 | 33.2 | 33.3 | 309 | 283 | 149
CPTPP 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 222 | 114
High 19.3 | 21.2 | 26.8 | 30.6 | 25.4 | 29.4 | 344 | 36.2 | 314 | 316 | 29.6 | 143
Medium 31.1 | 305 | 28.7 | 258 | 26.9 | 249 | 21.6 | 20.9 | 225 | 215 | 195 7.6
Low 496 | 483 | 445 | 436 | 47.7 | 457 | 440 | 429 | 46.1 | 46.8 21.0 12.1
USA 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 21.4 | 184
High 86 | 92 | 111|156 | 20.0 | 243 | 269 | 253 | 268 | 35.0 | 452 | 32.0
Medium 55 | 56 | 64 | 54 | 49 | 46 | 59 | 73 6.3 6.2 185 | 28.6
Low 859 | 852|824 | 79.0 | 75.1 | 711 | 67.2 | 674 | 669 | 588 | 17.7 | 12.6
EU28 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 27.7 8.5
High 16.7 | 34.6 | 49.6 | 56.0 | 515 | 55.2 | 57.1 | 56.6 | 58.0 | 556 | 78.4 8.9
Medium 7.5 5.6 5.1 4.1 4.6 4.4 4.7 5.3 5.2 5.4 18.4 14.3
Low 75.8 | 59.8 | 45.4 | 39.9 | 43.8 | 40.4 | 38.2 | 38.2 | 36.8 | 39.0 | 13.2 7.4

Source: Calculations based on WB WITS database for 2009-2019.
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The products with high technology content accounted for 24.0% of Viet Nam’s
exports to RCEP market in 2010. This figure rose to 47.2% in 2019. Its average export
growth rate was 34% p.a. Notably, the share of low-tech goods exports to Japan - the
market that Viet Nam expects a lot in the RCEP - tended to increase in 2010-2019.

Table 13: Share and growth rate of Viet Nam’s imports by technology content

from some partner countries in 2010-2019

Share in total imports (%) Gro%;?) rate
2010- | 2016-
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 2015 | 2019
Total 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 176 | 113
High 21.7 | 25.0 | 33.7 | 374 | 354 | 375 | 393 | 435 | 434 | 451 | 29.2 | 16.8
Medium 454 | 432 | 374 | 348 | 36.2 | 37.3 | 35.7 | 33.9 | 32.7 | 32.0 | 13.2 7.1
Low 328 | 318 | 289 | 278 | 284 | 252 | 25.0 | 22.6 | 239 | 229 | 14.2 8.5
ASEAN 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 118 | 104
High 17.2 | 20.7 | 33.3| 414 | 430 | 365 | 32.8| 343 | 325 | 315 | 29.6 6.6
Medium 229 | 217 | 191 | 162 | 16.1| 171 | 163 | 149 | 158 | 16.1 | 5.8 9.1
Low 59.8 | 576 | 476 | 424 | 409 | 464 | 51.0| 50.8 | 51.7 | 52.4 7.9 13.7
RCEP 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 20.0 | 116
High 231 | 265 | 345| 393 | 371 | 369 | 38.7| 438 | 441 | 442 | 295 | 173
Medium 441 | 419| 36.8| 339 | 352 | 375 | 357 | 343 | 325 | 33.0 | 159 8.1
Low 328 | 31.6 | 28.7| 268 | 278 | 256 | 256 | 220 | 234 | 229 | 17.9 8.4
China 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 22.6 | 11.0
High 29.1 | 306 | 36.1 | 40.1| 369 | 354 | 354 | 388 | 375 | 39.2 | 240 | 143
Medium 381 | 39.2| 354 | 322 | 327 | 349 | 320 | 314 | 30.8| 31.3 | 20.3 8.3
Low 328 | 30.1| 285 | 278 | 304 | 29.7| 327 | 29.9 | 317 | 295 | 26.0 | 10.6
Japan 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 10.2 9.1
High 200 | 203 | 258 | 253 | 275 | 278 | 33.1| 349 | 369 | 386 | 16.7 | 187
Medium 46.6 | 43.4| 40.2 | 38.7| 408 | 456 | 41.4| 39.2 | 37.1| 36.8| 8.6 3.3
Low 334 | 36.3| 340 | 36.1| 31.7| 266 | 256 | 259 | 26.0| 246 | 9.2 7.1
Korea 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 30.1 | 15.6
High 19.4| 288 | 395 | 449 | 396 | 443 | 49.2 | 56.4 | 60.4 | 60.0 | 64.4 | 258
Medium 39.8 | 33.0| 293 | 29.2| 335 | 340 | 321 | 30.7| 25.6 | 25.7 | 23.6 8.2
Low 40.8 | 383 | 31.2| 260 | 269 | 216 | 186 | 129 | 140 | 143 | 170 3.0
CPTPP 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 10.6 6.8
High 214 | 23.3| 328 | 386 | 415| 382 | 39.0| 40.2 | 41.0| 422 | 23.0 9.5
Medium 483 | 455 | 388 | 343 | 350| 40.7| 395| 381 | 369 | 365 | 6.6 3.9
Low 303 | 31.2| 283 | 271 | 235 | 211 | 215 | 21.7| 221 | 213 | 6.7 7.1
USA 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 20.1 | 16.9
High 285 | 37.1| 529 | 424 | 454 | 610 | 649 | 665 | 60.6 | 73.3 | 483 | 234
Medium 50.7 | 423 | 315 | 375| 329 | 26.2| 241 | 21.1| 187 | 156 | 3.2 2.7
Low 208 | 206 | 156 | 20.1| 21.7| 127 | 11.0| 124 | 20.7| 11.1 | 15.7 21.5
EU28 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 9.2 4.8
High 27.7 | 289 | 40.8| 388 | 269 | 336 | 235 | 26.0 | 26.0 | 29.0 | 15.7 3.5
Medium 558 | 55.1 | 445 | 446 | 534 | 50.1 | 578 | 54.7| 55.0| 50.1 | 7.7 4.8
Low 165| 159 | 148 | 16.6 | 19.7 | 16.4 | 18.7| 193 | 19.0| 209 | 10.2 | 11.1

Source: Calculations based on WB WITS database for 2009-2019.
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In the 2010-2019 period, imports into Viet Nam gradually shifted toward higher
share of high-tech goods. The goods with high technology content accounted for large
shares in imports from China and Korea. The proportion of this product category in total
imports from Korea increased from 19.4% in 2010 to 60% in 2019, with an average
growth rate of 64.4% p.a. in the 2010-2015 period and 25.8% p.a. in the period 2016-
2019. In imports from China, the proportion of goods with high technology content
increased from 29.1% in 2010 to 39.2% in 2019, while that of goods with low
technology content decreased. Together with higher share of low-tech goods exported
to China, this indicates Viet Nam’s material risk of being pushed further behind China
in the value chain.

3.1.2 Trade deficit from RCEP market

Viet Nam’s imports and exports with RCEP countries in general depicted an
upward trend. Specifically, the export share RCEP countries increased from 44.0% in
2010 to 44.1% in 2018, then decreased to 41.8% in 2019. However, the share of RCEP
in total imports was even higher, reaching 70.7% in 2019 compared with 67.4% in 2010.
Overall, during the 2009-2019 period, Viet Nam had larger trade deficits with RCEP
market.

Viet Nam had large trade deficits with Korea, China and ASEAN. Trade deficit
with China increased continuously, especially in the period 2010-2015, and gradually
decreased from 2016. Trade deficit with Korea increased especially rapidly since 2015.
Specifically, this figure rose on average by 22.3% p.a. in the period 2010-2014,
accelerating to 31.4% p.a. in the period 2015-2017 after Viet Nam-Korea FTA
(VKFTA) was signed in 2015.

Figure 5: Viet Nam’s trade with RCEP market, 2009 - 2019
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Source: Calculation based on WB WITS database for 2009-2019.
3.1.3 Trade in value-added

According to OECD's Trade in Value-added database (TiVA-OECD), the share
of domestic value-added in Viet Nam’s gross exports decreased gradually, from 63.9%
in 2005 to only 56.4% in 2016 (down by 7.5 percentage points). Of which, the share of
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direct domestic value-added in gross exports® decreased from 43.8% to 34.7% in the
period 2005-2016; the respective shares of indirect domestic value-added and re-
imported domestic value-added remained relatively stable at about 20-22% and 0.1%
during the same period. Accordingly, Viet Nam ranked 77th out of 83 countries, country
blocs, and territories listed by the OECD in 2016 with a significantly lower share of
domestic value-added than observed ASEAN countries (Malaysia 63.9%; Thailand
67.5%; Cambodia 71.0%; Philippines 76.6%; Indonesia 88.7%; etc). As an implication,
the domestic supporting industry has not kept pace with Viet Nam’s export expansion,
leading to a decline in the share of value-added in gross exports. Meanwhile, most
countries in ASEAN and China had gradual increase in the share of domestic value-
added in gross exports in the period 2005-2016°. As an implication, the ability to develop
supporting industries will be decisive to increasing the net benefits that Viet Nam can
gain from international trade while also ensuring greater autonomy in raw materials and
inputs to cope with adverse external effects (as seen during the COVID-19 pandemic).

Figure 6: Share of domestic value-added in total exports of Viet Nam and some
partners, 2005-2016 (%o)
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Source: Calculations from TiVA-OECD database 2018.

In line with the decreasing share of domestic value-added, the share of foreign
value-added in Viet Nam’s total exports increased from 36.1% in 2005 to 43.6% in 2016.
The largest share of foreign value added in Viet Nam’s exports in 2015 came from China
(14.1%), followed by Korea (5.1%), ASEAN (4.6%), EU (3.6%). Among them, the
shares of foreign value-added in Viet Nam’s total exports originating from many
countries/regions tended to increase in the period 2005-2015; for example, China’s share
increased by 9.3 percentage points, Korea’s share rose by 1.8 percentage points, the US’
share rose by 0.9 percentage point, the EU's share rose by 0.1 percentage point, etc. In
contrast, the share of value-added of Japan and some ASEAN countries (such as
Malaysia, Singapore, Thailand, etc.) in total exports of Viet Nam decreased in the period
2005-2015, albeit modestly (around 0.3-0.7 percentage points). Aggregated by group of

5 Measure the share of value added by industry i contributing to the production of goods and/or services
exported by industry i.

® In the period 2005-2016, the share of domestic value added in gross exports of Malaysia increased by
8.9 percentage points (from 55.0% to 63.9%); Thailand increased by 5.9 percentage points; China increased by
9.6 percentage points; Indonesia increased by 7.0 percentage points; etc.
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FTA partners, in the period 2005-2015, the RCEP region contributed up to 28% of Viet
Nam’s total exports, mainly due to China (up 9.3 percentage points), the CPTPP
contributed 6.5% (down by 1.3 percentage points), the ASEAN contributed 4.6% (down
by 1.0 percentage point).

Thus, the foreign value-added in Viet Nam’s exports was largely sourced from
some partners in RCEP, such as China, ASEAN, etc. The positive added value from
these partners also implies that the trade deficit of Viet Nam with these partners is not a
big problem as it can get trade surpluses from other markets (such as the US and the EU,
etc.), at least in the short term. However, this deficit is often accompanied by a problem
well-documented in the literature concerning the lack of linkages between domestic
firms and FIEs. As RCEP comes into effect, given that foreign investors already have
existing networks of suppliers in the region, the absence of such linkages may pose a
long-term challenge for Viet Nam.

By industry, the ratio of domestic value-added in exports of products often
considered as Viet Nam’s strengths when participating in the GVCs, such as textile,
food, computers, and components, etc., was also low and depicted a downward trend
(Figure 7). Except for such sectors as services; AFF; and mining and quarrying, most
manufacturing sub-sectors had very low domestic value-added in exports, including
Important categories of Viet Nam’s exports: e.g. computers, electrical and electronic
equipment (domestic value-added content contributed only 38.8% of the sub-sector’s
total export in 2015), other machinery (36.5%), means of transport (45.4%), wood and
paper products (51.1%), textiles and footwear (53.9%), etc. For the whole
manufacturing sector, domestic value-added only contributed 51.8% of total exports in
2015, significantly lower than that of 58.2% in 2005. Of which, the sub-sectors with
large declines included computers, electronic and electrical equipment (down by 4.1
percentage points), machinery and equipment (down by 7.3 percentage points), transport
equipment (down by 6.5 percentage points), textile, wearing apparel and footwear
(down by 4.6 percentage points), etc.

The above figures again evidence a major challenge to Viet Nam in maintaining
and increasing benefits from future exports. While current export growth is more rapid
than the decline in domestic value-added content in exports, the total value-added that
Viet Nam creates and benefits from exports is still increasing (despite instability, even
signs of a gradual decrease in some important sectors/fields). However, if Viet Nam’s
exports fail to sustain rapid growth or are disrupted (as encountered during the COVID-
19 pandemic in early 2020), Viet Nam’s domestic value-added in absolute terms may
decrease further, posing challenges for economic growth.
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Figure 7: Share of domestic value-added in some industries/fields in 2005-2015
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Source: Calculations from the TiVA-OECD database 2018.
3.2 Viet Nam’s trade indicators
3.2.1 Revealed Comparative Advantage (RCA)

The computed Revealed Comparative Advantage (RCA)’ indices regarding Viet
Nam’s exports to the RCEP market at the 2-digit HS level are presented in Table 14. In
general, Viet Nam had a competitive advantage in exporting traditional goods to RCEP
markets (processed and capital- or labor-intensive goods) with relatively high RCA such
as vegetables and fruits (HS 06-14), processed foodstuff (HS 16 -24), leather and leather
products (HS 41-43), wood and wood products (HS 44-46), textile and apparel products
(HS 50-63), footwear (HS 64- 67), furniture (HS 94).

Some product categories had higher RCA to RCEP than RCA to the world,
implying higher comparative advantage on the RCEP market than in the global market
(for example, fruit, citrus - HS 08; cereals - HS 10; milling products, malt, starch, gluten,
wheat - HS 11; hides and skins and leather - HS 41; cotton - HS 52; etc.). In addition,
certain Vietnamese products had no competitive advantage at the global scale, but only
in RCEP market (shown by RCA index with RCEP greater than unity, but RCA with
the world less than unity), such as live trees and plants - HS 06; Residues and waste
from food industries; prepared animal feed - HS 23; Tobacco and manufactured tobacco
substitutes - HS 24; glass and glass products - HS 70; and lead and lead articles - HS 78;
etc.

" The Revealed Comparative Advantage (RCA) index is used to evaluate a country's export potential,
identifying products for which a country has a comparative advantage in international trade. The higher the RCA
index, the more competitive the product becomes in exports.

30



Table 14: Viet Nam’s RCA index with RCEP market, 2001-2018

Hscode 2001| 2002| 2003| 2004| 2005 2006 2007 2008( 2009( 2010( 2011 2012| 2013| 2014| 2015| 2016/ 2017| 2018
'03 7.77) 8.47| 9.03| 9.01| 8.42| 890 846 7.83 7.40| 6.93| 5.71| 4.98| 4.74| 4.84] 4.20| 3.84] 3.91| 3.66
'06 2.06/ 0.41] 0.26/ 1.24| 150/ 137 1.24( 1.32( 1.74| 2.01f 1.76] 1.75| 2.01| 1.76] 2.25| 2.44| 1.99| 1.83
'07 2.11) 1.77| 2.45| 2.20| 185 2.84| 3.59( 3.02( 4.23| 2.00[ 2.70( 3.03] 2.14| 2.07| 1.59| 1.11] 1.16| 1.15
'08 8.36[ 5.89 6.46| 6.32| 7.16|] 6.20| 6.28| 7.04| 6.84| 7.00| 6.11] 5.70| 4.56| 4.59| 5.02( 6.01f 6.04 4.93
'09 9.97| 9.94| 11.23| 9.38| 9.58| 12.21| 15.58 15.91| 14.36| 14.28| 11.19| 12.10| 10.32| 11.17| 8.37| 8.07| 5.96| 6.45
'10 8.41( 6.62 8.15[ 9.79| 13.80| 14.19| 13.45| 15.61| 14.05| 13.81| 9.87| 9.16| 6.75| 7.41| 6.90( 5.00( 4.46 4.59
'11 3.61| 3.42| 7.31] 5.49| 5.60f 807 7.69 6.50( 8.52| 10.06| 10.44| 11.34| 9.81| 9.03| 9.64| 7.49| 6.49| 5.26
12 3.42( 3.46 3.29| 1.50| 1.64| 0.65| 1.33| 0.62| 0.66| 0.73| 0.35 0.20| 0.32| 0.26/ 0.34 0.74 0.51| 0.50
'13 1.80| 1.24| 1.02| 1.89| 2.18] 1.65| 0.91] 0.59| 0.53| 0.07| 0.21f 0.09( 0.31f 0.14 0.35| 0.78] 1.06] 0.84
'14 11.62( 6.78| 6.80( 4.33| 3.98| 5.13| 3.81| 2.46| 221| 225| 1.87| 295 3.03] 297 246 2.10f 1.00f 0.93
'16 0.55| 0.86| 1.50| 1.92| 1.85| 2.00( 221 244 292| 3.33| 2.86| 2.50| 2.80| 3.24] 2.68| 2.51| 2.26| 2.01
'17 1.84| 0.94| 1.01) 0.54| 0.46| 0.62( 0.69( 094 1.15| 1.19| 235 0.83] 248 147| 0.77| 0.31] 0.37| 0.33
'19 1.56| 1.55| 1.61| 1.60| 1.65| 1.52| 1.47| 136 130/ 1.51| 139 1.33( 1.25( 1.09| 1.08] 1.03|] 0.89| 0.85
'20 0.73| 0.84 0.57| 0.64| 0.49 0095| 0.60f 0.83| 0.76/ 0.76/ 0.76/ 0.53| 0.68| 0.68| 0.79( 1.00f 0.91f 1.11
'21 1.31| 1.55| 0.35| 0.31] 0.45| 0.45| 0.40| 0.53| 0.70, 0.81 1.00f 1.11f 1.59( 1.14/ 1.07| 1.13] 1.05| 1.00
'22 0.62( 0.92( 0.70f 0.57| 0.60[f 0.57 0.83] 0.89| 0.99| 1.16| 1.43| 158 1.48| 1.36/ 1.04f 0.83 0.60[ 0.54
'23 0.18| 0.36/ 0.80| 0.33] 0.21f 0.50 0.50( 0.49( 0.83] 1.37| 1.53| 1.82| 1.97| 2.46| 2.82| 2.91| 249| 224
‘24 1.10| 2.27| 5.84| 5.42| 4.06| 3.14 2.18 1.68| 2.22| 2.46| 2.17| 2.03| 242| 191 1.70| 1.54| 1.21] 1.26
'25 0.30| 0.41] 0.44] 0.60| 0.74 0.84( 1.22( 1.52( 2.33| 2.18| 2.41| 2.40| 3.23| 3.26/ 2.71] 2.39| 1.90| 2.93
'27 3.74 4.5 4.2 4.27| 3.81| 3.39( 3.28| 246| 2.34| 175/ 150/ 1.34| 1.10| 1.03|] 0.76| 0.54 0.42 0.30
'28 0.06/ 0.06/ 0.11] 0.07| 0.10f 0.14( o0.10( 0.11f 0.27 0.30f 0.27( 0.50{ 0.85| 1.25| 1.17| 0.99| 0.97| 0.75
'31 0.61) 1.53| 1.42| 1.06| 0.96| 1.14| 0.75( 1.88| 1.65| 1.42| 2.20| 2.58] 2.20| 1.64| 0.96| 0.88] 1.01] 0.89
'34 1.85| 1.51|] 1.30f 1.26] 1.34] 1.38] 1.28/ 1.38] 150, 1.29/ 1.26/ 1.23( 1.07( 0.96| 0.92| 0.85| 0.70| 0.64
'40 1.48| 2.27| 2.80| 3.05| 3.20| 3.68| 3.51) 3.17| 3.17| 3.78| 3.11| 2.78| 2.51 2.16| 2.00| 1.91] 1.63|] 1.59
'41 0.31| 0.33] 0.31] 0.32| 0.68 1.00f 2.50( 3.93| 3.94| 4.15| 2.80| 2.11| 1.67| 1.78] 2.53| 2.65| 2.62| 2.46
'42 2.28| 2.06| 232| 196| 167 140/ 138 1.34( 1.49| 1.92( 2.02| 1.59| 1.82| 2.29| 2.13| 2.04| 1.67| 154
'43 2.58( 0.14( 0.07[ 0.16] 0.22f 0.05| 0.22| 0.77| 0.16| 0.11] 0.03| 0.06|] 0.18| 1.09] 3.53| 3.95[ 2.45/ 1.89
'44 0.69| 0.77| 0.74] 0.93| 1.14| 127 1.79( 1.78 2.03| 291| 298| 2.67| 3.36/ 3.12| 3.35| 2.73| 245| 275
'46 5.05[ 6.48( 6.61| 5.62| 4.90| 4.89( 3.40| 1.74| 2.04| 3.00| 2.24| 2.04| 245 263 267 238 196 1.94
'50 3.71) 3.53| 237| 2.23| 196/ 201 182 1.66( 1.69| 1.90( 2.03| 1.71] 2.34] 2.50| 2.62| 2.63| 2.97| 3.40
'52 0.40( 0.52 0.59| 0.46| 045 0.54| 0.65| 1.85| 3.01] 3.23| 251 2.17| 2.29| 3.33] 3.91| 4.21f 4.09| 4.01
'53 1.40| 4.03| 4.73| 3.95| 3.44| 5.20| 3.84] 3.92| 3.71| 3.14| 264 229 1.70( 1.86| 1.34| 1.10f 0.85| 0.85
'54 0.19( 0.32( 0.42( 0.0 o0.70f 1.21f 1.25| 1.23| 1.52| 161 168 1.51| 1.52| 1.49| 1.38| 1.23| 1.25( 1.30
'55 0.57| 0.89| 094 1.17| 1.25| 168 2.10( 1.40( 203| 2.07f 1.79| 1.37| 1.05| 0.87| 0.74] 0.76/ 0.69| 0.73
'56 1.09| 1.33] 1.55| 1.15| 1.18| 1.49 1.48 1.18| 1.58| 1.58| 1.50| 1.35| 1.35| 1.40| 1.41| 1.34| 1.27| 121
'59 0.11] 0.15| 0.16| 0.27| 0.30f 0.42f 1.20( 1.43| 1.25| 1.75| 1.78| 1.59| 1.43| 1.44] 1.43| 1.21| 1.08] 1.07
'60 0.08( 0.11f 0.49( 0.34| 0.25| 049 0.71] 0.82| 0.80| 1.11] 1.02| 0.80| 0.90| 1.03] 1.29f 1.38 1.41| 1.58
'61 0.82| 096/ 1.32| 1.08f 1.00f 0.86 0.79( 1.00f 1.33| 1.66| 1.86| 1.49| 1.78] 2.26] 2.50| 2.77| 2.72| 2.98
'62 3.65( 3.12( 2.40( 2.28| 2.34| 2.27| 2.32| 2.34| 294| 3.46| 4.18| 4.17| 4.46| 4.34| 4.19( 4.01f 3.63 3.82
'63 1.70| 1.67| 1.56| 1.54| 1.40| 1.69| 2.03| 1.90| 2.24| 3.28 2.63| 215 2.33( 216 2.01] 1.94 1.90] 1.88
'64 3.29| 3.38| 3.63| 3.65| 3.80| 4.42| 4.43| 427 3.89] 4.56| 5.09| 4.63| 4.37| 4.70| 4.87| 5.12| 4.94| 5.22
'65 3.22| 2.72| 3.06| 2.85| 2.86| 253 249 209 2.33| 266 248 2.27| 2.31] 2.23] 2.00| 1.92| 1.84] 1.99
'67 2.04| 1.26/ 1.15| 1.11| 1.12| 258 1.07[ 0.39( 0.60| 1.16| 1.30( 0.78] 0.91] 0.87| 0.49| 0.43| 0.34] 047
'69 1.41| 2.02| 1.88| 1.77| 1.45| 1.40| 1.53| 137, 1.49| 1.62| 156/ 1.44( 1.14( 0.95| 0.63] 0.61] 0.56] 0.54
'70 0.20| 0.20/ 0.30) 0.25| 0.25| 1.01f 1.20f 1.27( 1.66| 1.78| 1.39| 1.88| 1.76] 2.21| 2.47| 1.93| 2.04 174
'78 0.02 0.09( 0.02 0.04 0.05| 0.09| 0.05| 0.10| 0.20| 0.91| 0.67| 1.17| 1.34| 1.46| 1.02f 1.30( 1.26/ 1.02
'85 0.25| 0.25| 0.31] 0.33] 0.31 0.32 043 0.39( 0.52| 0.8 0.77f 0.97| 1.15| 1.04] 1.10| 1.33] 1.59| 1.66
'94 1.96| 2.87| 3.02| 2.96| 2.84| 3.04| 294 246 2.44| 239 2.13| 168 1.62| 1.69| 1.59| 1.64| 1.51| 147
'96 0.69| 0.70/ 1.01) 1.09| 0.90f 1.02| 0.87( 0.80( 0.85| 1.14| 1.13| 1.06] 1.09| 1.08] 1.01| 0.88| 0.74] 0.77

Source: Calculation from ITC database.

However, the RCA index with RCEP for the period 2001-2018 showed some
unfavorable developments:
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- The RCA index of various product categories decreased continuously, even
rapidly in the 2001-2018 period, including prolonged export products. As an
implication, the competitiveness of some of Viet Nam’s product categories in the RCEP
market has been decreasing. Specifically, the RCA index of fish and crustaceans (HS
03) decreased from 7.77 in 2001 to 3.66 in 2018; The RCA index of cereals (HS 10)
decreased from about 14-15 in the period of 2005-2010 to 4-5 in the period 2016-2018.

- Some product categories had RCA index decreased from above 1 to below 1,
reflecting the loss of export competitiveness in the RCEP market (for example, oilseeds
and fruits - HS 12; soap and washing and lubrication preparations - HS 34; ceramics -
HS 69; etc.).

- Some product categories had a lower RCA index in the RCEP market than to
the world, implying that their competitiveness in the RCEP market was less than in the
world market (for example, electrical equipment - HS 85, footwear - HS 64, furniture -
HS 94, etc.). Specifically, the RCA with RCEP of footwear fluctuated around 4-5, while
reaching over 9 in the global trade; or the RCA of HS 46 (straw and products from straw,
grass, thorns, rattans) was around 1-3 in the period 2001-2018 (compared with RCA
scores of 6-11 in global trade).

In addition, Viet Nam’s RCA index in the RCEP market has notable implications.
Specifically: (i) some product categories have improved competitive advantages in
RCEP market compared to other partners in the world, partly explained by the trade
diversion effects of RCEP on products that had less comparative advantage in global
trade, but appear relatively competitive within the bloc thanks to the Agreement; (ii) the
product categories with declining competitive advantages included some major and
traditional export products of Viet Nam, which can be explained by highly similar export
structures of Viet Nam and some RCEP partners (especially ASEAN and China),
leading to fierce competition for Viet Nam’s exports in RCEP market. This requires Viet
Nam to strengthen its competitiveness relative to other partners if it wants to maintain
and/or enhance export penetration of these product categories in RCEP market.

Table 15 shows the share of Viet Nam’s exports to the RCEP market by 3 product
categories in the period 2010-2018 as follows: (i) Those having comparative advantage
in 2018 (RCA2018> 1); (ii) Those having no comparative advantage in 2018 but with
improvement compared to 2010 (RCA2018 <1 and RCA2018> RCA2010); and (iii)
those having neither comparative advantage in 2018 nor improvement compared to 2010
(RCA2018 <1 and RCA2018 <RCA2010). Accordingly, the products with comparative
advantage in 2018 (RCA2018> 1) accounted for a large share of Viet Nam’s total
exports to the RCEP market, and this share increased from 54.8% in 2010 to 63.0% in
2014 and over 77% in 2017-2018. The exports of this category also increased rapidly in
the period 2011-2018 (on average by 21.97% p.a.). In contrast, the export share of those
having neither comparative advantage in 2018 nor improvement during 2010-2018
plummeted from 35% in 2010 to only 12% in 2018. That is, Viet Nam further exploited
export items that already had comparative advantages in RCEP market - many of which
had low technology content. Meanwhile, Viet Nam hardly created new competitiveness,
reflected by slight increase in the share of the product categories without comparative
advantage in 2018 but with improved competitiveness during the period 2010-2018.
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Table 15: Share of Viet Nam’s exports to RCEP market by RCA

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018
RCA2018>1 548 | 546 | 575|618 | 630 701 | /49| 771|771
RCA2018<1 and RCA2018>RCA2010 | 10.2 | 104 | 10.3| 11.0| 12.0| 11.8| 10.8| 10.5| 10.9
RCA2018<1 and RCA2018<RCA2010 | 35.0 | 35.1| 32.2| 27.2| 25.0| 18.0] 143 ] 124 | 120

Source: Calculations from ITC database.

The share of the product categories that did not have a competitive advantage in
RCEP market (RCA2018 <1) but had the RCA score improved (RCA2018> RCA2010)
was relatively stable (accounting for 10.91% of exports to RCEP market in the period
2010-2018). The export growth rate of this category was relatively high (averaging
17.94% p.a. in the period 2011-2018). Thus, despite no static competitive advantage,
the export competitiveness of this category had gradually improved and may improve
further with increased exports to the RCEP market.

3.2.2 Export Similarity

As illustrated by the Export Similarity Index (ES),® Viet Nam’s export structure
had a relatively high similarity compared to other RCEP member countries, and this
similarity increased rapidly, especially in the period 2012- 2018. Accordingly, Viet
Nam’s export similarity index with RCEP increased from 37.5 in 2001 to 52.8 in 2010
and 61.1 in 2018 (Table 16).

Table 16: Export similarity index of Viet Nam compared to some partners,
2001-2018

2001 2002) 2003 2004] 2005 2006 2007| 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Viet Nam vs. RCEP 315 357 38 365 315 308 421 476 486] 528 587 639 647 639 628 60.7] 604 6Ll
VigtNamvs. CPTPP | 333 315 328 341 360 375 403 412 467 488 529 523 506 49.7| 478 459 49 460

Source: Calculations from ITC database.

Compared with the group of CPTPP partners, Viet Nam’s export similarity index
with RCEP was higher, and its pace of change was also faster. As an implication, Viet
Nam’s exports may face more competition in RCEP than in CPTPP because RCEP has
ASEAN and China with highly similar export structure as Viet Nam. Meanwhile,
increasing exports to non-RCEP markets (such as CPTPP or EU) seems to be relatively
less challenging.

3.2.3 Trade Complementarity

Table 17 shows the Trade Complementarity (TC) Index® of Viet Nam with
selected partners in the period 2001-2018. Accordingly, Viet Nam’s exports generally

8 Export Similarity Index (ES) is based on the comparison of export structure between Viet Nam and its
trading partners. This index ranges from 0 to 100 where O represents a completely different export structure and
100 represents complete similarity. When an economy has a low export similarity with a trading partner, it means
that the economy has the potential to export to the partner's market in the future. Conversely, if the export similarity
index between the economy and its partner is high - i.e., the structure of exports is the same, then the ability of that
economy to export to its partner market is limited.

® The Trade Complementarity Index (TC) provides information on the prospects of international trade
based on the relevance of import and export structures between two partner countries. The trade complementarity
index ranges in value from 0 to 100, with greater value indicating a higher degree of relevance between goods
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better met the import needs of main partners such as ASEAN, Japan, the US, China,
RCEP, and CPTPP (i.e., both inside and outside RCEP). The TC index of Vietnamese
exports to Japan remained above 50 during the period 2001-2018 but tended to decrease
gradually, from 56.1 in 2001 to 51.4. Meanwhile, the TC index of Viet Nam’s exports
with ASEAN and China improved significantly, from about 30-35 in the period before
2005 to over 50 in the period 2012-2018. Meanwhile, the level of trade complementarity
between Vietnamese exports and Korea was relatively modest, with scores below 50.
As another note, the level of trade complementarity of Vietnamese exports to key
partners such as China, Korea, the US, EU, and Japan all tended to decrease in the period
2007-2018 (the TC index of exports to the EU27 and Korea dropped most sharply to
about 47 in 2018). This trend implies more intense competition that Vietnamese
businesses face in these markets. Thus, without adaptive approach, Viet Nam may have
its ability to meet the import demand of RCEP market weakened further.

Table 17: Viet Nam’s Trade Complementarity Index with selected partners,

2001-2018

2001 2002) 2003 2004 2005 2006] 2007 2008| 2009 2010 2011 2012 2013 2014] 2015 2016] 2017, 2018
ASEAN 7| 342 350 37 307 423 452 514 476 485 534 570 550 OS43| 47| 539 523 519
RCEP 39 412 413 426 446 476) 497 531 500 501 539 543 534 524 531 525 5L7 509
CPTPP 22 W03 417 429 43 400 501 550 526] 520 563 957 S47 937 528 520, 515 513
EU2T 4100 395 398 405 430 452 468 529 524] 541 546 527 512 510 494 481 417 411
US 416 412 4401 460 487 505 534 559 S5 542 510 951 542 539 528 S5 515 5L1
China 03 212 218 302 3L3 347 %63 421 404 B35 414 529 5400 %24 542 529 520] 514
Japan 561 544/ 552 565 989 580 559 557 554 537 550 533 527 522 531 528 5LY 507
Korea 419 4] 400 4720 500 502 492 506 46.0[ 463 503 496 494 493 512 SLO| 495 412

Source: Calculations from ITC database.

Meanwhile, exports of major trading partners seemed to better meet Viet Nam’s
import needs: the TC index of most partners’ exports to Viet Nam had very high scores
(ranging between 55-75 in the 2001-2018 period) (Table 18). The TC index of goods
imported from Korea to Viet Nam increased continuously in the period 2001-2018 (up
by 12.6) and stayed above 70 during 2012-2018, the highest among Viet Nam’s main
trading partners. Although the TC indices of ASEAN and China with Viet Nam was not
the highest, the levels of improvement were quite impressive (up by 13.3 and 12.2 in the
same period, respectively). Nevertheless, in the period 2010-2018, the TC indices of
markets such as the EU27, Japan, and the US - often perceived with higher production
and technology level - decreased (for example, the US’ TC decreased from 67.4 in 2010
to 60.4 in 2018; the EU27’s TC decreased from 69.3 to 61.2).

Notably, the trade complementarity index of RCEP countries with Viet Nam was
generally high and steadily increasing (from 64.3 in 2001 to 66.6 in 2010 and 71.9 in
2018). Viet Nam could therefore rely more on imports from the RCEP partners (in a
relative sense compared to other trading partners) when the Agreement enters into force.
While this trend may bring ambiguous benefits depending on from meeting RoO and

imported from its partner. Note that this index only compares the export structure of one country with the import
structure of another, regardless of the size of the trade of those two partners.
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enjoying preferential tariffs, challenges will mount on the domestic manufacturing
sector.

Table 18: Trade Complementarity Index of some partners with Viet Nam, 2001-

2018

2001 2002) 2003 2004/ 2005 2006 2007 2008 2009 2010 2001 2012] 2013 2014] 2015 2006] 2017, 2018
ASEAN 59 578 60.0] 595 611 631 669 677 661 642 669 691 682 693 719 707 692 702
RCEP 643 626 624 599 602 600 639 659 669 666 691 704 704 712 133 719 708 T7L9
CPTPP 624 621 643 622 637 640 684 713 693 67.7) 708 664 639 0644 662 643 631 634
EV2T 672 664 679 645 642 642 669 667 680] 693 677 654 644 042 654 630 622 612
US 507 598 625 598 505 591 618 646 662 674 679 641 624 625 633 615 608 604
China 5.1 950, 550/ 518 510] 520 952 550 957 %63 576 606 642 058 694 703 684 673
Japan 507 504 505 412 483 49 532 550 598 981 589 569 567 575 594 569 961 956
Korea 628 605 615 576 517 576 588 604 614 6L5 652 705 711 TL3 727 145 TA9 Tod

Source: Calculations from ITC database.
3.2.4 Trade Intensity

Table 19 shows Viet Nam’s Trade Intensity (T1I) Index!® with key partners.
Accordingly, the TII of Viet Nam with Japan, Korea, China, the US, CPTPP, ASEAN,
and RCEP all received values of greater than 1. That is, these markets were important
in trade to Viet Nam. Among them, the TII of Viet Nam with Japan remained relatively
stable at over 2 during the period 2001-2018. The trade intensity of Viet Nam’s exports
to the US market increased from 0.4 in 2001 to more than 1 since 2003, relatively stable
around 1.4-1.6 during the 2007-2018 period, implying moderate expectations with this
market.

Viet Nam’s TIl with ASEAN decreased relatively rapidly (decreased by nearly
half over the same period, from 3.3 in 2001 to only 1.7 in 2018). Similarly, trade
intensity of Viet Nam with RCEP, CPTPP, and China decreased relatively rapidly,
reflecting that exports had quickly reached their full potential; as such, the room for
further penetration - given Viet Nam’s existing export capacity - is very limited.

Viet Nam’s trade intensity with Korea fluctuated significantly in the period 2001-
2018. Specifically, the Korean market was becoming more and more attractive: TII
increased from less than 1 to above 1 since 2007 and continued to climb throughout the
period 2008-2018. In the period 2016-2018, TII of Viet Nam with Korea was above 2.5,
the highest among all major partners under consideration. The increase was more
apparent since the signing of the VKFTA. Thus, Viet Nam exploited the Korean market
quite effectively - exceeding the trade potential of the two countries.

Despite considering the EU as one key market, Viet Nam’s exports to this market
were still below expectations with a very low TII, hardly improved throughout the

10 The Trade Intensity Index (T11) is used to determine the amount of trade between two countries that is
greater or less than expected basing on their importance in world trade. This index is calculated basing on the share
of a country's exports to a partner divided by the share of the world's exports to that partner. Accordingly, if the
index TI> 1 implies that the bilateral trade flow is larger than expected, on the contrary, Tl <1 implies that the
bilateral trade flow is smaller than expected.
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period 2001-2018 (fluctuating around 0.4-0.6). The role of EVFTA for exploiting the

potential of these markets remains unclear.

Table 19: Viet Nam’s Trade Intensity Index with selected partners, 2001-

2018

2001] 2002] 2003| 2004 2005/ 2006) 2007) 2008 2009 2010 2011 2012| 2013] 2014 2015/ 2016 2017 2018
Viet Nam with ASEAN 33 27 29 30 34 31 33 3N 29 25 24 25 24 220 200 18 L7 17
Viet Nam with RCEP 28] 25 24 23 24 220 220 21 1§ 17 17 17 16 15 15 1§ L7 17
Viet Nam with CPTPP 200 200 200 200 220 21 21 21 17 15 15 15 15 14 13 12 12 1l
Viet Nam with EU27 05 05 05 04 04 04 05 04 04 04 05 05 06 06 06 06 05 05
Viet Nam with US 04 08 11 11 11 12 14 14 15 15 14 14 15 15 15 16 14 15
Viet Nam with China 240 200 L7 18 16 12 1y 1y 12 120 12) 11 10] 100 100 13 16 15
Viet Nam with Japan 29 28] 28 27 21 21 28 28 25 23] 24 24 23 23 220 22 21 20
Viet Nam with Korea 120 120 100 09 08 08 10 10 14 15 17 L7 19 17 21 26 25 27

Source: Calculations from ITC database.

In the opposite direction, the analysis of the TII of some major partners with Viet
Nam is presented in Table 20. Viet Nam was a very attractive market for Korea, Japan,
China, ASEAN, and RCEP with a TII greater than 1 and relatively high. This index was
the highest for Korea - consistently above 3 for the entire study period, rising fast and
maintaining above 5 since 2013, and peaking at 6.9 in 2017. China’s trade intensity with
Viet Nam also increased during the study period, but the increase was not as dramatic
as South Korea, reaching 2.8 in 2018. ASEAN’s trade intensity index with Viet Nam
decreased relatively rapidly, from above 4 in the period 2004-2008 down to only 3.0-
3.6 in the period 2009-2016, and further to about 2.7-2.8 in 2018, equivalent to China.

Table 20: Trade Intensity Index of some partners with Viet Nam, 2001-2018

2001 2002 2003| 2004 2005/ 2006| 2007| 2008 2009 2010| 2011 2012| 2013| 2014| 2015 2016] 2017| 2018
ASEAN with Viet Nam 39 36 34 40 41 43 40 400 38 36/ 36 35 32 31 30 300 27 28
RCEP with Viet Nam 28/ 260 25 26| 26/ 27 26 26 27 27 28 29 31 32 29 29 29 29
CPTPP with Viet Nam 16 15 14 15 16 18 L7 L7 17 16 L7 17 L6 16 14 14 13 13
EU with Viet Nam 020 02/ 02 02 02 02 02 02 02 02 02 02 02 02 02 02 02 02
US with Viet Nam 02 03 05 04 04 03 04 04 05 05 05 05 05 05 05 06 04 05
China with Viet Nam 260 21 220 200 21 21 21 21 24 26/ 26 27 31 35 29 27 26 28
Japan with Viet Nam L7 L7 16 16 L7 17 Ly 200 200 L9 200 220 21 22/ 20 1§ 18 18
Korea with Viet Nam 43| 45 39 37 34 32 34 37 35 371 41 47 54 50 53 60 69 66

Source: Calculations from ITC database.

Notably, except for the EU and Japan, the TII of most partners (such as Korea,
China, ASEAN, the US) was higher than Viet Nam’s TIl with these partners. As an
implication, Viet Nam gained net benefits in trade with Japan and the EU, while benefits
from trade with other partners were not as large as expected.

3.3 Some opportunities and challenges from RCEP to Viet Nam’s trade

3.3.1 Some opportunities

a. RCEP as additional boost for export growth

Covering markets with total population of up to 2.2 billion persons, equivalent to
30% of the global population, RCEP creates a large and potential market for exports.
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With a rapidly developing economy and high living standards, RCEP has a great demand
for consumption. Some countries are not as demanding in terms of product quality as
those in CPTPP, EVFTA, etc. - and therefore penetrable for most domestic firms. In
addition, consumption in RCEP markets continued to grow thanks to the interactions of
such factors as: (i) the rise of middle-income class!!; (ii) the development of new
business models that are highly experimental and adaptive (such as e-commerce); and
(iii) economic growth dynamism. Therefore, RCEP opens up more opportunities for
Vietnamese businesses to increase exports and expand markets, especially for products
of Viet Nam’s advantages such as rice, coffee, pepper, cashew, and aquatic products,
real estate, etc.

Under the scenario of RCEP including India, the vast literature suggested that the
Agreement would significantly boost GDP growth (Petri (2012)*?; Petri and Plummer
(2014, 2018); WB (2018)*%), and increase national income (Itakura 2019)'*, expand
exports (Petri et al. (2017); WB (2018)™°), etc. of all member states. By phasing out
tariff, RCEP is expected to benefit Vietnamese enterprises. Nguyen Tien Dung (2018)
also contended that trade liberalization in RCEP could bring many significant benefits
to Viet Nam, including fostering GDP growth and boosting private consumption and
exports. Ji (2019) compared the impact of RCEP with India (RCEP16) and RCEP
without India (RCEP15), confirming that RCEP15 still increases the GDP of members,
including Viet Nam, although the impact magnitude is smaller than RCEP16 (Figure
8).16 Besides, despite certain overlap in the structure of comparative advantage between
Viet Nam and the member countries, this overlap may be less material. Meanwhile, the
trade complementarity between Viet Nam and RCEP partners is on the rise. Higher
complementarity and less competition may increase the possibility of trade expansion
when tariffs and non-tariff barriers are removed.

1t is forecasted that by 2022, 5 countries including Indonesia, Malaysia, the Philippines, Thailand and
Viet Nam will have an additional 50 million people joining the middle-income class.
https://www.bain.com/insights/understanding-southeast-asias-emerging-middle-class/.

12 Petri et al. (2012) shows that, by the end of 2025, the additional income that RCEP contributes to Viet
Nam's GDP is USD 17.3 billion (equivalent to 5.1% of GDP).

13 According to a World Bank (2018), participating in RCEP would help Viet Nam’s GDP increase by
0.4% by 2030 under a normal productivity assumption; and increase by 1% in case of productivity increase.

14 Itakura (2019) shows that the increase in income of Viet Nam when joining RCEP could be 0.6-5.4%
in 2035 (compared with the scenario without RCEP).

15 By 2030, exports are projected to increase by 3.6%, assuming normal productivity; and a 4.3% increase
in case of productivity increase.

16 https://thediplomat.com/2019/11/rceps-economic-impact-in-asia/
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Figure 8: Impacts on real GDP of RCEP16 versus RCEP15

Figure 1. Real GDP impacts of RCEP16 vs RCEP15 (%)
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Source: Ji (2019).

MUTRAP (2015) introduces two scenarios for RCEP (including India) with
different ASEAN roles. In the first scenario, ASEAN acts as the hub, and the other six
countries are satellites (also known as the hub-and-spoke model). In other words, this
model follows the structure of two-way trade relations between ASEAN and individual
countries (ASEAN + 1) and does not liberalize trade flows among partner countries
(China, Japan, Korea, Australia, New Zealand, and India). Under this scenario, in 2020,
social welfare could increase from USD 227 million to USD 2.239 million, and exports
increase by 2.4-3.9%.

In the second scenario, RCEP follows comprehensive liberalization structure: all
tariffs are eliminated, and a reduction of 30% of service trade costs, social welfare could
increase by nearly USD 900 million USD compared with the scenario without RCEP.
However, this scenario will entail more competitive pressure for Viet Nam as China
enjoys preferences similar to Viet Nam. Under the full liberalization scenario, exports
to Japan and China will increase most rapidly, and exports to the US and Europe will
also increase significantly. In this scenario, exports may increase by only 2.3%, lower
than the corresponding figure for the hub-and-spoke scenario (3.9%).
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Figure 9: Scenarios of RCEP structure
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Source: Authors’ compilations.

New
Zealand

Thus, even if RCEP (without India) follows a comprehensive liberalization
structure, Viet Nam still has the opportunity to increase exports and thus boost its
economic growth. According to some preliminary assessments of foreign experts, the
level of tariff reductions among China, Japan, and Korea under RCEP is less than full
liberalization. As an implication, import diversion in Japan and Korea - from
Vietnamese goods to Chinese goods — may be limited.

In fact, production chains for a wide range of Vietnamese products are dependent
on the supply of raw materials (such as electronics, textiles, footwear, processed foods,
etc.) from RCEP countries (e.g., from China, Korea, etc.). For example, in the textile
and garment production chain, 80% of raw materials must be imported from abroad,
most of which are from China, Taiwan, and Korea!’. Despite capacity to produce yarn,
Viet Nam still has to export raw materials to China and import fibers and fabrics to serve
the sewing process. Specifically, in 2019, Viet Nam exported USD 4.2 billion of yarn
and USD 2.1 billion of fabrics of all kinds but had to import up to USD 13.2 billion of
fabric. Of which, USD 1.3 billion of fiber and USD 7.7 billion of fabric was imported
from China, and USD 2.4 billion of fiber was exported to China. Meanwhile, according
to the FTA between ASEAN and Japan, if the fabric is manufactured by Japan and
ASEAN countries and is sewn in Viet Nam, it will be exempted from duty when
exported to Japan. If the fabric is manufactured outside the region and sewn in Viet
Nam, the finished product exported to Japan will be subject to a 9-10% tariff rate. In
other words, it is difficult for the textile and apparel industry to take advantage of the
tariff preferences. In this respect, RCEP may help reduce the difficulties and challenges
associated with existing RoOs, thereby contribute to renewing regional value chains and
enhance utilization of preferences by firms.

17 See http://www.baodienbienphu.info.vn/tin-tuc/kinh-te/175823/nganh-det-may-can-chu-dong-nguon-
nguyen-lieu-de-go-kho
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As of 2020, ASEAN already had separate FT A agreements with Australia, China,
Japan, India, New Zealand, and Korea. With the signing of RCEP, trade between the
member states will be promoted through lower tariff, more flexible RoO, and
standardized customs regulations and procedures. In addition, RCEP will provide for
general rules to minimize non-tariff measures (NTM), and at the same time, make
customs procedures more consistent, thus promoting trade facilitation.

As the COVID-19 pandemic remains complicated and China is recovering
relatively quickly (compared to key markets such as the EU and the US), RCEP becomes
more important for Viet Nam’s exports. This Agreement is also expected to open up
more opportunities for services such as logistics, telecommunications, etc., creating a
better e-commerce platform, a more transparent and competitive investment and
business environment. By managing to keep the quality of products exported to RCEP
similar to those exported to CPTPP and the EU, Viet Nam may further penetrate RCEP
market during the post-COVID-19 period and participate more deeply into the GVCs.

b. Increasing high-quality imported inputs for consumption and export production

Even with imports, Viet Nam can also benefit from increased quality of imports
for consumption. As shown in Table 13, the share of high-tech goods in imports from
some RCEP markets tended to increase. Without guidance on product quality, import
costs may decrease due to lower import duties. If Viet Nam strictly enforces the
regulations toward raising product quality, import costs may not decrease, but the
quality of imported goods from RCEP may increase, thereby better meeting production
demand and or consumption domestically.

According to MUTRAP (2015), RCEP would lead to more imports for most
industries, increasing by 3.7-5.6%, depending on the scenario. In which, only three
industries, namely textile, garment, and leather goods, have a relative increase in output,
and most of the remaining industries have output decreased. Similar results were found
by Tu Thuy Anh and Le Minh Ngoc (2015). Accordingly, RCEP increases imports. Of
which, imports of fabric details and accessories made of textile materials, knitting for
garment production witness the largest increase by 803%. Meanwhile, WB (2018)
showed that the sectors with the highest export growth rate would be foodstuff,
beverage, and tobacco, agriculture, and mining and quarrying. Accordingly, total
imports would increase by 5.4% under normal productivity assumptions and by 6.3% in
the case of productivity gains.

RCEP opens up opportunities for Viet Nam to get easier access to diverse goods
and services exported by partners both in terms of category and price. Phasing out tariff
will give Vietnamese enterprises the opportunity to import raw materials and machinery
from countries with a high level of science and technology, with lower prices. As a
result, businesses can increase productivity, improve product quality, and reduce
production costs. Higher quality products at lower costs will contribute to increasing the
competitiveness of Vietnamese exports in international markets.

In the context of trade liberalization, exports will increase, and the need to import
raw materials for production will also increase. For example, to increase garment
exports, enterprises need to import more fabrics and other materials as inputs for
production and export. RCEP countries account for more than 69% of the import value
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of raw materials of Viet Nam, so if the import tariff is phased out, the cost of raw
materials for textile and garment manufacturing enterprises will be significantly
reduced.

In the context of improved income and quality of life of the Vietnamese
population, the domestic consumers has a stronger appetite quality products.
Meanwhile, due to many factors such as outdated production lines and technology of
Viet Nam, domestic products fail to meet domestic consumption demand. The phasing
out of import tariff under RCEP will enhance Vietnamese consumers’ access to higher
quality products at cheaper prices, especially those that Viet Nam has no competitive
advantage.

c. Participation in value chains

Joining a large market like RCEP, Vietnamese enterprises have the opportunity
to participate more deeply in the regional production network. Through technical
cooperation and trade in intermediate goods, Vietnamese enterprises have more
opportunities to access and absorb technology transfer; to improve production and
management capacity; and accordingly, to participate in more important production
stages that require higher technical sophistication. This process will help businesses
continuously improve and upgrade their qualifications, competitiveness, and strengthen
their position in the GVCs.

Various experts shared the view that RCEP would bring ample opportunities,
including increasing FDI inflows into Viet Nam, although quantifying this effect is
almost impossible with the available models. Specifically, RCEP will reduce trade
barriers and improve market access for goods and services and attract foreign investors
to a more integrated ASEAN market. FIEs, especially those from developed countries,
will produce positive spillover effects, including transfers of technology, business
know-how, management skills, and market access, which are critical to Vietnamese
enterprises. Accordingly, enterprises will gradually develop and upgrade their positions
in the GVCs, with higher value added.

During the cooperation process, for example, the “holding factories” in Japan
have supported factories overseas (Viet Nam) through local labor training programs and
regular support. As a result, factories in Viet Nam gradually improved their capacity and
capture the value of the Japanese production system, and pass it on to other factories.
After that, for overseas factories to become more independent, decision-making
authority and technological processes were transferred to them. Overseas factories will
develop into holding factories and will take on the mandate of local lower tier factories.
More specifically, the Global Production Center (GPC) system was established. In
particular, the GPC in Japan plays the role of a trainer, training regional GPCs (e.g., AP-
GPC in Thailand). This training program will continue to spread to other local
businesses and factories (AP-GPC in Thailand is responsible for training factory staff in
Southeast Asia). Therefore, GPCs play a crucial role in the efficient start-up and
operation of factories overseas.

In addition, cooperating with large businesses brings about many other benefits
for Vietnamese companies. First, companies may have the opportunity to get access to
capital for investment and upgrading. For example, Thanh Long Electronics Production
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Corporation received more preferential interest rates on foreign currency loans after
exporting input goods to Germany. Tam Hop Company also noted easier access to
finance after becoming a supplier for Toyota Boshoku, a reputable multinational
corporation (World Bank, 2019). With improved access to finance and technology and
skills transfer, Vietnamese enterprises have gradually enhanced their position in the
production chain. Thanh Long Electronics Production Corporation has grown into a tier
1 supplier of more sophisticated electronic products. Tam Hop Company, via the
partnership with Toyota, has expanded its customer base through the direct introduction
of Toyota Boshoku and the prestigious image that the Company has built up (e.g.,
reaching an agreement with Kyoei Yamaha, becoming a direct supplier to Toyota
Boshoku's subsidiaries in Australia and Japan). Furthermore, participating in the global
value chain, especially working and cooperating with multinational corporations,
domestic firms will be motivated and pressurized to constantly renovate and improve in
response to their partners' requests. In the case of Lilama 18 Company, to get the
recognition and acceptance of renowned partners globally, Company Lilama 18 has
undergone a continuous process of "transforming™ its entire production process under
partners' strict supervision®®,

d. Building institutional capacity

Institutional capacity building related to RCEP is controversial. Along with
RCEP’s negotiation and participation, Viet Nam made efforts to improve economic
institutions in Viet Nam, in particular: (i) further improvement of legal framework; (ii)
strengthening capacity of the organizational apparatus; and (iii) continuing to develop
and improve supporting mechanisms and policies towards ensuring competitive
neutrality with Government interventions only in cases of necessity to correct market
failures. RCEP undeniably has impact on pushing institutional reforms. Concerns about
fierce competition in RCEP markets may force the Government and ministries to
consider and internalize good international practices associated with higher standard
agreements such as CPTPP and EVFTA. In addition, the need to harmonize the RoO in
RCEP with those under other FTAs (ASEAN + 1) requires more effective
implementation in various aspects, including issuance of relevant guidelines, provision
of information about supplier networks in RCEP countries eligible for “cumulative
RoO”, and implementation of related policy measures to effectively link domestic
export manufacturers with other large FIEs in the value chain.

More specifically, RCEP is arguably less ambitious than CPTPP or EVFTA
because it mainly deals with trade, without such contents as labor, environment, and
SOEs. Also, commitments on competition and technical barriers are not as strict as under
CPTPP. However, RCEP members made efforts to promote institutional reforms. A new
feature in the RCEP concerns information sharing about SMEs, which can induce further
appropriate reforms and policies to support SMEs, at least towards broadening the
economic space for this business community in trade. RCEP also strives to introduce
some relatively new areas such as competition, public procurement, e-commerce, etc.
Besides, RCEP leaves various areas (like ISDS) open for a gradualism approach. In

18 https://nhandan.com.vn/nhan-dinh/tien-len-nac-thang-cao-hon-trong-chuoi-gia-tri-toan-cau-ky-1-
372537/
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other words, the possibility of promoting more binding content to foster institutional
reforms - even if these reforms are more tied to the CPTPP and EVFTA - cannot be
ruled out.

3.3.2 Some challenges

a. Ensuring capacity to utilize preferences under FTAs in general and RCEP in
particular

According to the MOIT, the average tariff rate in Viet Nam’s FTA commitments
only ranges from 0-5%, much lower than the average figure of 5-25% between WTO
members. However, in order to enjoy the preferential tariff rates offered under FTAsS,
Viet Nam’s exports must meet the RoO tailored to each FTA. RoO are aimed to
determine the eligibility of imported goods for preferential tariff rates.

Table 21 shows the utilization rate of preferential C/O under Viet Nam’s trade
agreements over time, i.e. the rate of exports subject to preferential tariff under FTAs
over total exports. In 2019, out of USD 127.8 billion of total exports to FTA partners, a
value of USD 47.6 billion was eligible for tariff preferences under FTAs, accounting for
37.2%. The rate of FTA utilization of Viet Nam in 2019 reached 37.2%, down from that
of 39.0% in 2018.

Table 21: Utilization rate of preferential C/O under Viet Nam’s FTAS

Agreement Total exports with Total exports (billion Utilization rate of FTA
preferential C/O (billion USD) preferences (%)
UsSD)

2017 | 2018 | 2019 | 2017 | 2018 | 2019 | 2017 | 2018 2019
ATIGA (Form D) 6.54 8.50 8.87 | 21.68 | 24.74 | 25.21 30 34 35.2
ACFTA (Form E) 9.17 12.04 | 13.08 | 35.46 | 41.27 | 41.41 26 29 31.6
AKFTA (Form AK) | 7.62 6.36 | 9.82 | 14.82 | 18.20 | 19.72 51 35 | AK: 24.22
VKFTA (Form VK) VK: 25.65
AANZFTA 1.23 151 | 154 | 3.76 | 4.47 4.04 33 34 38.16
(Form AANZ)
AJCEP (Form AJ) 5.83 565 | 7.78 | 16.84 | 18.85 | 20.41 35 30 | AJ:30.27
VJEPA (Form VJ) VJ: 7.86
VCFTA (Form VC) 0.69 052 | 0.64 | 0.999 | 0.78 0.94 69 67 67.72
AIFTA (Form Al) 181 4735 | 4.35 3.76 6.54 6.67 48 72 65.13
VN — EAEU FTA 0.48 068 | 0.83 | 217 | 245 2.67 22 28 31
(Form EAV)
Laos (Form S) 0.05 0.06 | 0.07 | 052 | 0.60 0.7 10 10 9.59
Cambodia 0.0026 | 0.009 | 0.23 | 2.78 | 3.741 | 4.36 0 | 0.02 0.01
(Form X)
CPTPP 0.57 34.39 1.67
(Form CPTPP)
Total 3342 | 46.18 | 4755 | 99.49 | 117.3 | 12781 | 34 39 37.2

Source: Compilations from data of MOIT and the General Department of Customs.
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In absolute terms, Viet Nam’s exports to China ranked first in utilizing tariff
preferences from ACFTA with a total value of USD 13.1 billion. Exports to Korea
(under AKFTA and VKFTA) and ASEAN followed with respective values subject to
tariff preferences of USD 9.8 billion and USD 8.9 billion in 2019. Viet Nam’s exports
to Japan entitled to tariff preferences under AJCEP and VJEPA attained a value of USD
7.8 billion.

In general, Vietnamese enterprises have improved their capability to utilize FTA
preferences over the years. Specifically, the utilization rate of ACFTA increased from
26% in 2017 to 31.6% in 2019; and that of ATIGA increased from 30% in 2017 to 35.2%
in 2019. Some FTAs had relatively good utilization rates, such as the ASEAN-India
Agreement (AIFTA), and VCFTA, being 67.7% and 65.1% respectively in 2019. Of
which, the utilization rate of AIFTA decreased compared to 2018 (from 72.0%). The
utilization rate regarding exports to Korea decreased sharply over the past 3 years,
reaching only 24.2% under AKFTA and 25.7% under VKFTA in 2019, compared to
51.0% in 2017. Besides, the proportion of exports to Japan enjoying preferential
treatment reached 30.3% under AJCEP and 7.9% under VJEPA.

Despite improvements, Vietnamese enterprises’ ability to take advantage of FTA
preferences remained modest and failed to live up to expectations. The rate of FTA
utilization in 2019 was 37.2%, meaning that the majority of Viet Nam’s exported goods
were yet to enjoy preferential tariffs under FTAs.

Some studies contended that the ability to utilize preferences under ASEAN
FTAs has improved but not substantial (Verico 2017; Tambunan and Chandra 2014;
Hayakawa 2009). Accordingly, Vietnamese enterprises will face numerous difficulties
and challenges in utilizing preferences under RCEP. The main reason is that enterprises
do not thoroughly know the criteria and conditions for export goods to enjoy preferential
treatment. Specifically, to enjoy preferential treatment under FTAS, exported goods
must be certified as “originating” through C/Os. However, many enterprises failed to
prove compliance with RoOs due to insufficient C/Os in the process of purchasing inputs
for production and business; therefore, they are not entitled to the preferential tariff rate.
In addition, the preferential utilization rate under FTAs was affected by the compliance
costs associated with rules of origin. Hank Lim (2013) claimed that the impacts of
ASEAN + 1 FTAs were constrained by restrictive RoOs, especially under ACFTA and
AIFTA. The procedure to get C/Os to take advantage of FTA preferences is still
administratively cumbersome and costly; notably, this cost is higher in ASEAN than in
other regions (Medalla and Balboa 2009).

Besides, Vietnamese enterprises generally do not have vision and business
strategy that are friendly to RoOs under FTAs in general and under ASEAN FTAs in
particular. Not many businesses pay attention to the FTASs in negotiation stage, including
those relatively penetrable within ASEAN. From another perspective, businesses put
forward the sophistication of FTA provisions as the reason, but the main reason was
their inadequate attention. Finally, businesses have difficulty in finding appropriate
suppliers abroad, especially those who can fill the “origin gap” to be eligible for
cumulative RoO.
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The challenge to supply chain connectivity may be improved amid the COVID-
19 pandemic. The reasons are: (i) businesses’ reliance on digital platforms for
advertising, production, sales, and trade activities; (ii) foreign investors’ tendency to
shift (wholly or partially) out of China, while Viet Nam rises as a potential alternative
location. However, these improvements will hardly compensate for the businesses’ lack
of understandings of RCEP.

b. Ensuring export competitiveness

A common concern for Vietnamese enterprises is that RCEP can magnify the risk
of trade diversion, more specifically, increased competition with China. Viet Nam
currently has a comparative advantage relative to China in the markets of Japan and
Korea, thanks to VIEPA, VKFTA, and ASEAN+1 FTAs. With RCEP, China enjoys
more preferential tariffs when exporting to these markets and will increase competition
with Viet Nam and ASEAN countries. For example, Viet Nam’s textile and garments
are currently exported to Japan with a preferential tariff rate of about 10%. Meanwhile,
the tariff rate on Chinese textile is 15-20%. Another example is that Japan imposes tariff
of less than 5% on Vietnamese leather and footwear products, while this figure is 30%
for imports from China. With RCEP, China can enjoy lower tariff and enhance their
competitiveness, at the expense of Vietnamese enterprises.

Besides, there are concerns about the possibility of the domestic agricultural and
fishery sector being negatively affected by RCEP. China, Australia, and New Zealand
export various agricultural products, while ASEAN countries are competitive in the
seafood sector. Again, Viet Nam may face trade diversion challenges from Japan and
Korea when these countries open their markets to China. If the trade diversion effect is
larger than the trade creation effect, VViet Nam will suffer from overall negative impacts.

Viet Nam maintains a competitive advantage over a number of agricultural and
aquatic products and industrial products, which are mainly raw products with low
processing content or low quality. Meanwhile, these two sectors' export structure of Viet
Nam is similar to that of other countries in ASEAN and China. Besides, the export
similarity with Korea is increasing. This implies increased competition pressure between
Viet Nam and other countries in the bloc. In a similar fashion to Laos, Cambodia, and
Myanmar, Viet Nam will face immense competition from China. On the one hand, most
of Viet Nam’s exports are identical to those of China. On the other hand, Vietnamese
enterprises are deficient in many aspects, including capital, equipment capacity,
technology, management skills, and labor quality. Accordingly, Vietnamese enterprises,
particularly textile and garment enterprises, will be at a much more disadvantageous
position than China in sustaining and penetrating other markets, as Chinese firms may
have better capacity to handle big contracts, just-in-time delivery, lower production
costs, and more competitive product design.

c. Increasing trade deficits

The domestic manufacturing industry will face a huge challenge as goods from
other countries may flood Viet Nam after tariff is phased out. If firms from RCEP's
partners do not adjust prices before import tariff, their goods will be more competitive
in price when entering Viet Nam and could put pressure on the trade deficit. In another
scenario, if enterprises in RCEP countries use the costs saved from import tariff to
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instead invest in technology and product quality, the after-tariff price may not change,
but the import volume may become larger. Then, the implications for Viet Nam’s trade
deficit will be more severe. The fact that the pre-2020 trade deficit with RCEP countries
has somewhat cemented this concern.

Increasing trade deficit with RCEP partners may have more implications to Viet
Nam’s economic autonomy. On the one hand, larger trade deficit can affect balance of
payment and foreign exchange market, thereby challenging macroeconomic stability
and monetary policy space in Viet Nam — an important policy issue in recent decades.
On the other hand, even if trade surpluses from other markets could offset the larger
trade deficit from RCEP partners, the risk of Viet Nam’s exports being investigated for
circumvention of duties still exists, thereby affecting Viet Nam’s export considerations
at both policy and firm levels.
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4 Investment in RCEP from an institutional perspective
4.1 Brief overview of foreign investment

Along with economic renovation and reform over the past 35 years, Viet Nam
recorded a rapid increase in FDI, especially associated with international economic
integration milestones. Specifically, FDI inflows rose in terms of registered capital,
implemented capital and number of new projects. In particular, registered capital
increased sharply in the period 2017-2019, reaching USD 110.58 billion, approximately
92% of total registered capital during 2010-2016. Implemented capital has also
improved significantly from 2015 onwards. Total implemented capital in the period
2015-2019 reached USD 87.28 billion, equivalent to 156% of the figure for 2010-2014
(Figure 10).

Figure 10: FDI inflows to Viet Nam
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Source: GSO.

Note: Registered capital including newly registered capital, supplementary capital of
existing projects. Since 2016: including contributing capital and purchase shares of foreign
investors.

According to official statistics, since 2016, Viet Nam recorded the inflows of
contributing capital and purchasing shares of foreign investors as part of registered
capital. However, within just a few years, this capital flow has grown rapidly and
crowded out the shares of newly registered capital and supplementary capital. The
proportion of contributing capital and purchasing shares of foreign investors rose to
39.8%, up by 17.3 percentage points compared to 2018 (Figure 11). On the one hand,
the strong growth of M&A activities has resulted from continuous efforts to improve the
business environment, including the legal framework for M&A which was further
improved and enabling to investors. However, the “disruptive” change in the structure
of registered capital requires a close monitoring of this shift in order to adjust FDI
policies, to minimize domestic enterprises suffering from predatory acquisition by
foreign investors. In addition, the overheating growth of FDI inflows registered through
M&A has raised concerns about the investment shift of foreign investors in order to
circumvent the high duties in the context of complicated trade tensions between the US
and China.
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Figure 11: Movement of registered capital components
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FDI by partner/investor: After more than 3 decades of attracting investment, Viet
Nam has the presence of investors from over 160 countries and territories. However,
most of them are small. FDI capital was mainly sourced by investors from 15 countries
and territories, altogether accounting for about 90% of total registered capital in the
period of 2008-2018, and 93% of the registered capital in the period 2010-2019, which
was mainly concentrated in Asia. It should be noted that 6 out of the 10 largest
investment partners in Viet Nam are RCEP members, namely Korea, Japan, Singapore,
China, Malaysia and Thailand.

In the period 2010-2019, Viet Nam attracted a total registered capital of about
USD 257 billion, of which the RCEP-5'° accounted for 47% of the total capital,
followed by ASEAN countries with 19% of total capital. The EU and the US are the
main export markets, sourcing large trade surpluses for Viet Nam, but the results of
attracting FDI from these markets were still very modest, only 6% for the EU and only
2% for the US (Figure 12). These two partners were considered to own source
technology, with the potential to promote high-quality FDI flows. However, many EU
and US investors invested in Viet Nam through a third country, including RCEP ones.
Tracing the origin of investment is no easy task. Therefore, it is important to
appropriately consider investment data by partner/investor, avoiding an overly general
comment that FDI inflows from RCEP are not of high quality.

Along with the process of joining FTAs + 1, Viet Nam’s FDI inflows grew rapidly
in the second half of 2010-2019, especially from RCEP-5 group and ASEAN countries.
Registered capital from the RCEP-5 group increased by 90% in the period 2015-2019
compared to the period 2010-2014. FDI inflows from ASEAN increased by 46% in the
same period (Figure 13).

19 RCEP-5 here refers to 5 RCEP countries which are non-ASEAN including Japan, Korea, China,
Australia and New Zealand.
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Figure 12: Share of FDI by partner Figure 13: FDI by partner
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FDI by sector

By September 20, 2020, the whole country had 32,658 projects in effect with
total registered capital of USD 381.5 billion. Foreign investors have invested in 19/21
sectors in the system of national economic sectors. Manufacturing and processing sub-
sector accounted for the highest proportion with USD 222.9 billion, or 58.4% of total
registered capital, followed by real estate business with USD 59.6 billion (15.6%); the
third was production and distribution of electricity, gas and water with USD 27.9 billion
(7.3%, Figure 14). FDI capital increasingly focused more on a few key sectors, associated
with the tariff liberalization roadmap and opening up of investment areas according to
commitments under the FTAS. The top 5 sectors altogether accounted for 88.3% of total
registered capital.

Notably, in the real estate business increased rapidly. This sub-sector currently
ranked second in FDI attraction, only after manufacturing and processing. Specifically,
the real estate business accounted for only 2.8% of the total number of projects, but
15.6% of the total registered capital; the average investment capital was 64 million
USD/project, 4.3 times higher than the average capital scale of each project in
manufacturing and processing.

In the past decades, FDI into Viet Nam focused more on unskilled-labor-intensive
sectors such as garment, footwear - the main export industries. Only in recent years has
the proportion of FDI in electronics industry increased. However, FIEs mainly focused
on processing and assembling, raw materials were mainly imported, so the added value
remained low. In addition, the linkages between FIEs and domestic enterprises were
weak, reflected by the limited proportion of FIEs using domestic production inputs
compared to other countries in the region. WB (2017) showed that the proportion of FDI
enterprises in Viet Nam using domestic inputs was only 67.6% in 2015. This is a very
low number compared to other countries like China (97.2% in 2012), Malaysia (99.9%
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in 2015) and Thailand (96.5% in 2016). Infrastructure development and agricultural and
rural development were the areas that Viet Nam prioritized in attracting investment and
had great demand and potential, but the results of FDI attraction were still very limited.
FDI in AFF remained modest, accounting for only 1% of total registered capital, but was
dispersed over various projects with an average size of only USD 7 million/project.

Figure 14: Key sectors as recipients of FDI (cumulative as of September 20, 2020)
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In recent years, Vietnamese enterprises have been trying to strengthen linkages
with FIEs to penetrate the supply chain of the latters. For example, in the third quarter
of 2019, there were 210 domestic enterprises participating in the Samsung supply chain
as tier-1 and tier-2 suppliers. However, in general, despite improved linkage with FIEs,
the improvement was still slow while competition in the region has elevated. WB (2017)
showed that Vietnamese SMEs were predominantly tier-3 suppliers, engaged in the
production of simple and low value-added raw materials and/or simple components. The
request to support enterprises to strengthen linkages with FIEs to participate in the
supply chain is legitimate, but achieving the linkage can not rely on support in a
widespread manner. Instead, it is necessary to identify selective support, tailored to each
industry, sector or product. The size of the business is another matter of concern. In fact,
with small-sized enterprises, the linkage in various cases was ineffective. Practically,
domestic enterprises need to have a certain scale to ensure effective linkage with FIES
and thus “win-win” in business cooperation. In addition, joint venture and linkages are
the driving force for domestic companies to promote innovation, improve their ability
to meet more demanding requirements of foreign customers for diversified products and
designs, quality and price competitiveness. For enterprises linked with multinational
corporations, they are more incentivized to innovate to meet global standards for their
products, thereby increasing their capacity to participate in GVCs.

Over the past years, Viet Nam has made efforts to improve labor productivity and
achieved higher annual labor productivity growth than the ASEAN average. However,
due to a low starting point, the current labor productivity of Viet Nam remained very
low compared to other countries in the region. According to GSO, labor productivity of
Viet Nam (based on PPP 2011) in 2017 reached USD 10,232, only equal to 7.2% of
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Singapore; 18.4% of Malaysia; 36.2% of Thailand; 43% of Indonesia and 55% of the
Philippines (Manh Bon, 2019). Despite various debates about the accuracy as well as
the calculation method, Viet Nam’s labor productivity still ranked relatively low in
ASEAN. Only with “breakthrough’ measures in this respect can Vietnamese enterprises
improve their competitiveness and link effectively with FIEs and participate in higher
value-added stages of GVCs.

Low labor productivity is rooted in slow labor quality improvement. Without
urgently and drastically improving labour quality, Viet Nam may risk lagging behind in
the competition for high-quality FDI vis-a-vis ASEAN countries. Labor costs in Viet
Nam are rising, which is undermining its advantage of cheap labor in the eyes of foreign
investors. In addition to continuing efforts to reform and improve business environment,
upgrading infrastructure and improving labor quality are a must to better appeal to
foreign investors.

FDI from RCEP countries

In recent years, ASEAN has attracted an increasing interest of foreign investors.
According to UNCTAD (2019), 2018 marked the third consecutive year of rising FDI
flows into ASEAN, leading to the record level of USD 155 billion, accounting for 11.5%
of global FDI. The report also contended that ASEAN's FDI outlook would be
maintained in the coming years due to the industrial dynamism and improved business
environment of member countries. In ASEAN, Viet Nam only ranked after Singapore
and Indonesia in attracting FDI. Also, according to UNCTAD (2019), for the period
2015-2018, Viet Nam accounted for 10% of total FDI inflows to ASEAN (Figure 15).
Compared with other ASEAN-4 countries, the volume of FDI inflows into Viet Nam has
increased continuously (Figure 16).

Figure 15: Share of FDI inflows to Figure 16: FDI inflows to Viet Nam and
ASEAN, 2015-2018 ASEAN-4
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In the period 2010-2019, within the RCEP region, Japan, Korea, ASEAN (mainly
Singapore), and China were the four main investing partners in Viet Nam. Investment
capital from developed countries such as Australia and New Zealand remained very
modest (Figure 17). For the whole period 2010-2019, RCEP countries accounted for
65.7% of total registered FDI capital in Viet Nam.
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Figure 17: Investment attraction from RCEP countries, 2010-2019

30000

o - -

20000

- 3294
10000 28% 36%
ii | a47% a44a4%

MILLION USD

25% 54%
=
5000

19%

26% o
49% iS2o 29% . 34% 259% 26% 26%
38% 25% 26%
o
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

ASEAN Korea m Japan m China m Australia and New Zealand

Source: MPI.

By September 20, 2020, out of the 10 biggest investment partners in Viet Nam,
there were 6 RCEP countries including Korea, Japan, China and 3 ASEAN countries
(Singapore, Malaysia and Thailand). Total registered capital from these 6 countries
was USD 231.6 billion, accounting for 60.7% of total registered FDI capital into Viet
Nam. Korea, Japan and Singapore were the top three investors in Viet Nam. Notably,
registered FDI from China into Viet Nam increased rapidly, accounting for 5.6% in
terms of registered capital as of September 2020. China currently ranked seventh in the
group of 10 largest foreign investors in Viet Nam (Figure 18).

Figure 18: Ten largest investment partners in Viet Nam as of September 20, 2020
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FDI from Korea

Viet Nam - Korea relations have been cemented, especially in investment. Viet
Nam has actively promoted the implementation of a strategic partnership between the
two sides, in response to Korea’s New Southern Policy. The FIEs of Korea has expanded
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rapidly in Viet Nam, creating many jobs and making a great contribution to exports as
an integral part of the economy. Viet Nam also encouraged Korean businesses to boost
investment, supporting Viet Nam to develop supporting industries, thereby increasing
the localization rate of products by Korean FIEs in Viet Nam (Nguyen Van Lan, 2019).

In ASEAN, Viet Nam is the top investment destination of Korea. Korean
investment in Viet Nam began to increase sharply in 2013 and Korea became the largest
investment partner in Viet Nam (Figure 18). Strong investment growth by Korea
contributed to promoting economic restructuring of Viet Nam. Korea has increased
investment in large-scale projects, focusing on industrial sectors such as electronics,
steel, urban construction, offices and hotels. Viet Nam has the investment presence of
major Korean industrial groups such as Posco, Doosan, Kumho, LG, Samsung,
Charmvit, Keangnam, etc. Various large Korean corporations have been investing in
high-tech projects, creating great added value, in line with the selection of foreign
investment projects of Viet Nam.

However, the sizeable gap in development level and the quality of human
resources are both opportunities for and hindrances to effective cooperation and linkage
between Korean FIEs and Vietnamese enterprises. In fact, Korean businesses are quite
active in cooperation and capacity building for Vietnamese businesses. A typical
example is Samsung paying attention to developing a network of local suppliers in Viet
Nam. However, as the gap in development level is quite large, bilateral cooperation
cannot attain full effectiveness within a short timeframe. It is thus imperative that the
two sides remain patient in cooperation - especially when the related commitments in
the RCEP are assessed relatively looser than CPTPP and EVFTA.

FDI from Japan

Viet Nam encourages investment, especially FDI from the countries with high
technology level, including Japan. However, only since Viet Nam joined the WTO has
FDI inflows from Japan increased steadily. In the period 2010-2020, Japan has been
always among the top investors in Viet Nam. Japan is currently the second largest
investor in Viet Nam after Korea (Figure 18).

Although Japan is an industrial country with various technology of potential to
transfer to Viet Nam, actual technology transfer from Japanese FIEs to Vietnamese
enterprises has been modest. Among the key reasons was the low absorptive capacity of
domestic enterprises, due to limited labor skills and little investment in R&D.
Meanwhile, awareness of the importance of technology transferred by Japan to Viet
Nam is always high. For example, the Cells Alive System transferred to Viet Nam has
enabled many agricultural products (such as lychee fruits) to be preserved with better
quality, thereby meeting import standards into demanding markets, including Japan.

In the context of the US-China trade war and the COVID-19 pandemic, Japanese
enterprises’ investment interest in Viet Nam has somewhat increased. The survey report
in September 2019 of the Japan External Trade Organization (JETRO) - through a
questionnaire on the performance of Japanese enterprises investing in 20 countries and
territories in Asia and Oceania - showed Japanese investors' optimism in Viet Nam’s
economic outlook and their intention to shift from China to Viet Nam. The report
showed that 63% of Japanese enterprises wanted to expand their business in Viet Nam
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and 42.3% of Japanese enterprises in China wanted to open more production and
business establishments in Viet Nam in order to diversify investment locations,
minimize risk dispersion and production costs (Thu Hien, 2020). In 2020, out of 30
surveyed Japanese enterprises that wanted to leave China, 15 would like to move to Viet
Nam.

In addition to investing in the processing and manufacturing industry to produce
and process export goods, Japanese enterprises are interested in the domestic market of
Viet Nam. Of which, popular investment areas in the domestic market include consumer
goods, information technology (IT), digital technology, retail, construction,
environmental engineering, and health care. In addition, some Japanese enterprises in
China wanted to partially shift their investment to Viet Nam, both to avoid adverse
effects from the US-China trade war, and also because of rising production costs,
especially labor costs, in China. However, even if Japanese enterprises are determined
to move to Viet Nam, the transition process still takes a lot of time and costs, because
Japanese enterprises must also handle existing labor contracts with Chinese workers.

FDI from China

Various Chinese investment projects in Viet Nam did not have good image due
to outdated technology, especially the lack of transparency. However, to be fair, China’s
FDI also contributed additional capital needed for economic development in Viet Nam,
in terms of infrastructure construction, upgrading capacity to promote economic growth,
and promoting economic restructuring. Chinese FDI has been shifting away from
mining and quarrying to manufacturing and processing. Taking advantage of the
geographical location, China also focuses on investment in remote areas and border
areas such as Lang Son, Lao Cai, and Ha Giang, helping to reduce the development gap
between regions of Viet Nam. Through FDI, Chinese enterprises partly contributed to
technology transfer, transferring a number of necessary machineries to support
production for domestic consumption and exports of Viet Nam. Concerns about the
lifecycle and the generation of technology that China has transferred to Viet Nam should
meanwhile be addressed by Viet Nam’s own screening and absorptive capacity.

Still, FDI inflows from China exposed a number of fundamental limitations,
some of which were the use of old technologies and risks of environmental pollution.
Some Chinese FDI projects arguably extended Viet Nam’s economic development
paradigm in width, focusing on resource exploitation, simple assembly, discouraging
domestic production, even pushing Vietnamese enterprises to a lower position in the
value chain. Without effective screening and improvement, Viet Nam may not avoid
reliance on FDI projects involving simple raw and preliminary products with low added
value, small scale, simple technology, weak competitiveness, and ample risks.

4.2 Some opportunities and challenges from RCEP regarding investment activities

4.2.1 Some opportunities

Viet Nam has more opportunities to attract FDI from the shift of investment out
of China amid the US-China trade and technology war, as well as new consideration
during and after the COVID-19 pandemic.
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Since 2018, the US-China trade and technology war has become more explicit
and complicated. On the one hand, the US sought to curb the rise of China. On the other
hand, the US increased confrontation with China in terms of economy and trade,
especially in key technology areas (5G, artificial intelligence, next-generation
microprocessors, etc.)?’. The US developed and built alliances to promote the Indo-
Pacific initiative. China took more direct measures in the rivalry with the US in various
areas and initiatives that were commonly perceived to be influenced/led by the US, such
as WTO, APEC, etc. Most recently, China announced that it would consider applying
for CPTPP, in the context that the US election result has gradually turned in favour of
Mr. Biden and the possibility of the US return to the TPP has been re-opened.

Facing the challenges as well as contraction of global trade, the consequences of
the global financial crisis, and slow growth due to cyclical and structural factors, China
proceeded a series of reforms in both domestical and overseas spheres. Domestically,
China proposed various reforms to boost innovation, creativity and increase
productivity. In foreign affairs, China announced the “The Silk Road Economic Belt and
the 215 Century Maritime Silk Road Development Strategy” - more commonly known
as Belt and Road Initiative (BRI).

In the coming time, China’s BRI, with the potential to shape global trade, may
create opportunities for Viet Nam to attract FDI. Several trade routes have been
proposed for the new “Silk Road”. Viet Nam may be in a good position to join the BRI
project. This will induce growth of trade, investment, and tourism sectors of Viet Nam.
However, these opportunities may be accompanied by challenges, including the shared
benefits to Vietnamese enterprises and people, as well as the capacity of Viet Nam to
maneuver project design and implementation.

The countries along the BRI are widely different in terms of economic and
infrastructure development, including 9 low-income countries; 16 low middle-income
countries; 14 countries with upper middle income; and 7 high-income countries. Viet
Nam may benefit from the Indochina-China Economic Corridor in terms of: Jointly
planning and building an extensive transportation network and several industrial
development projects; New way of collaborative funding; Promoting socio-economic
development in a harmonious and sustainable manner. However, there are some
prerequisites for realizing the benefits from BRI, including ensuring policy and
institutional framework for effective implementation.

In addition to the trade-technology war between China, foreign investors
themselves have to consider several factors, specifically: (i) The economic downturn
has prompted China to shift its growth paradigm and restructure its economy; (ii) rising
labor costs in China; (iii) China tightened some regulations on foreign investment
(environment, technology transfer, exports of some important commodities, etc.); and
(iv) competition for FDI inflows to other countries, especially ASEAN and India, etc.

20 The US has tightened control, narrowed the scope of operations of Chinese technology
companies; prohibited US government agencies from buying and selling equipment and services to five
Chinese technology companies (Huawei, ZTE, Hytera Communications, Hangzhou Hikvison Digital
Technolgogy and Dahua Technolgoy). On June 30, 2020, the US Federal Communications Commission
(FCC) officially considered Huawei and ZTE as a national security threat.
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These considerations have more or less induced shift of some stages and sectors of FDI
to some emerging economies with relatively lower labor costs such as India, ASEAN,
etc. Moreover, the possibility of further shift in the future is not ruled out.

According to A.T Kearney Consulting (2019), China dropped from 3rd (2017) to
7th (2019) among the best FDI destinations in the world. This ranking had been the
lowest of China until 2019. This shows the decline of China's attractiveness to investors,
due to rising labor costs, impact of US-China trade war and the impacts of the COVID-
19 pandemic. According to Nomura Group (2019), from the beginning of 2018 to
August 2019, 56 international enterprises left China to produce in other countries; 26 of
which chose Viet Nam, 11 chose Taiwan, 11 chose Thailand and 3 chose India as an
alternative investment destination. The shifting of FDI capital from China and other
territories to Southeast Asian countries, including Viet Nam, are due to the 5 main
reasons as follows:

First, investors are looking for new investment locations to avoid the risks of
trade-technology war: Trade and technology tensions between the US and China have
escalated, which compelled investors to look for a more stable, less risky, export-
oriented manufacturing investment destination that can avoid high US tariffs.

Second, investors want to continue to diversify their production chain (“China
+1 " strategy): The “China +1” strategy was popularized over the past 10 years because
China has started to lose its advantages in FDI attraction such as cheap labors, while
gradually abolishing investment incentives, etc. At the same time, some countries and
enterprises want to reduce their dependence on China and, therefore, seek a new
investment location while retaining and utilizing the existing establishments in China.
This forms parts of the strategy to minimize adverse impacts of shocks that disrupt the
supply chain. Thus, even in the context of the COVID-19 pandemic, the apt to reduce
dependence on the Chinese market does not imply complete divestment by investors
away from China - a gigantic market and production base with economies of scale.

Third, investors want to take advantage of new opportunities from potential
markets (India, Viet Nam, Indonesia, the Philippines etc.): Among the potential
recipients of the investment shift, Viet Nam is considered to have some advantages due
to the improved business environment, sizeable domestic market, and increasing living
standards; similarity to China in terms of culture, politics and geographic location,
which helps to minimize divestment costs and retain a close linkage with existing
production facilities in China; Viet Nam’s extensive international integration in
economics, trade, foreign affairs, culture, education, science and technology, etc.

Fourth, the COVID-19 pandemic promotes the rearrangement of global
production chains: The COVID -19 pandemic disrupted the global production and
supply chains, and evidenced the excessive dependence of supply chains on China.
Therefore, multinational corporations want to shift their investment to other Asian
countries such as Indonesia, Malaysia, India, Viet Nam, Thailand, the Philippines, etc.
The shift trend of FDI has begun before the COVID-19 pandemic; however, the COVID-
19 pandemic made this process faster and more drastic. The COVID-19 pandemic also
causes investors to consider more seriously the needs to reduce dependence on a certain
investment location, to avoid concentrating production in one country and to utilize

56



existing FTAs of the host country for exports. In this context was the concept of
“glocalization” renewed, reflecting a combination of globalization and localization.

According to Chaisee (2020), 80% of FIEs left China because of the trade war
and the remaining 20% due to the COVID - 19 pandemic. The COVID - 19 pandemic
led to more rapid shift and reorganization of GVCs following some trends such as:

(1) Supply chain shifts involve investment flows, which move all or part of
production lines back home or abroad;

(2) Restructuring, rearranging the supply chain through expanding the supplier
network (outsourcing) to spread risks, not necessarily accompanied by investment shift.
Specifically:

- Shortening the supply chain by bringing part or the whole of production back
to the home country (reshoring) or to those with geographical proximity. This trend
helps shorten transit time in the supply chain, improve autonomy and ability to control
the supply chain, ensure national security in case of epidemics, natural disasters and
crises.

- Decentralizing, diversifying risks through moving some chains/stages out of
China, back to the home country, to a place near the market or to reliable countries (off-
shore). This represents a continuation of the "China +1" investment trend (started in the
mid-2000s) in a new context under the impact of the COVID-19 pandemic. In fact, this
trend is not to find new places or "factories” to replace China, but to disperse risks and
reduce dependence on China. As a note, for years there has been no country able to
compete with China in terms of market, size, quality of human resources, infrastructure,
supply-logistics system.

- Shifting stages closer to production centers and main markets: Accordingly,
essential chains, stages using high technology and/or essential components are more
likely to shift to the home country and/or geographically close countries or reliable
partners. The supply chains more vulnerable to supply chain disruption in China will be
more likely to be diversified (such as electronics, cars, machinery, textiles, etc.).
Downstream stages can shift faster and earlier than those requiring high technology and
specialization. The corporations backed and supported by the governments, especially
high-tech corporations, are more likely to shift.

Under the impact of the COVID-19 pandemic, a number of sectors/fields have
the potential to shift, including:

+ The IT - Telecommunication (ICT). In fact, the gap between China and the US
in key technology areas has been narrowed down. China sees ICT as a key breakthrough
area to overtake the US, while the US seeks to contain China’s efforts. The outbreak of
COVID-19 further induced nationalism and anti-globalization, thereby accelerating the
technology divide that had existed before.

+ Medical protective equipment and pharmaceutical technology. The COVID-19
pandemic led to the re-definition of the "industries that directly affect US national
security", thus becoming the areas of supply chain adjustment in the future. Currently
the US is arguably dependent on Chinese supplies in 16 different important
pharmaceuticals, for example rare earth minerals (68%), vitamins C and D (75%),
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antibiotics (80-90%), paracetamol (70%), etc. In the future, supply chain adjustment
could even extend from pharmaceuticals to medical devices and personal protection.

+ Other sectors such as assembly industry (textiles, footwear, consumer goods,
etc.) are also prioritized to move away from China when the US-China trade war
escalates after the COVID-19 pandemic. The companies will assess economic efficiency
of specific routes and plans for shifting, to various extents and depending on the policies
of each country.

In the process, upstream components/stages or associated with high technology
tend to shift towards source technology countries (US, EU, Japan, etc.). The downstream
and assembly stages may shift to many other countries in order to disperse risks and
optimize production costs, including some potential destinations including India and
ASEAN countries such as Viet Nam, Indonesia, Malaysia, Thailand, etc.

Fifth, governments of some countries such as the US, Japan, etc. actively
encourage supply chain shift: In April 2020, Japan spent USD 2.2 billion in an economic
stimulus package of nearly USD 1,000 billion to help Japanese manufacturers move
their production chains out of China, and also launched a subsidy program worth ¥ 23.5
billion Yen (USD 220 million) to help companies diversify their supply chains to
ASEAN countries. As an implication, the shift of foreign investors is not based on pure
economic cost-benefit considerations, but more on geopolitical competition.

For the US, on May 14, 2020, President Donald Trump signed an order decree to
help US companies relocate production out of China. US lawmakers are also drafting
law aimed at reducing dependence of the US on China, including the idea of setting up
a USD 25 billion fund to invest in companies looking to restructure relations with China.
Many EU countries have also considered plans to reduce their dependence on Chinese
suppliers.

However, this shift partly represents a diversification of the market, i.e. moving
only a part, rather than the whole, of the supply chain out of China. The shift will not
take place immediately and may not trigger a big wave of investment shift globally and
in the region, at least in the medium and long term due to the following reasons:

First, no single country or location can completely replace China in the GVCs.
China has a huge consumer market and production advantages due to its size, modern
and synchronous infrastructure, a complete logistics system, good supporting industries,
skilled workers as well as the high-tech supplier ecosystem, which meets the quality
standards of the US, Europe, etc. on large scale production.

Second, the GVCs have been already complete and cannot shift rapidly. Various
large corporations have close ties to China both in terms of market and production, have
built production facilities and developed supply chains in China for decades, so they
cannot leave China in the short term due to high costs and ample risks. In addition, as
the shift out of China by some corporations such as Nike and Samsung had been going
on for years, the room for further shift is arguably much narrower.

Even large US corporations (belonging to the Fortune 500 group) may not be
ready to move all or most of their production out of China. According to an investigation
by the US Chamber of Commerce, Japan and the EU in China, more than 70% of US
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businesses in China had no plans to withdraw from China; 40% had a long-term supply
chain strategy in China and would not change their plan despite the impact of COVID-
19 pandemic and 52% of these enterprises thought it was too early to adjust the plan.
90% of Japanese enterprises in Eastern China have no plan to withdraw from China;
Only less than 10% of enterprises have plans to relocate production to the home country,
the rest one mainly diversifies supplies outside of China. The corporations most likely
to move away from China are mainly corporations that want to disperse risk and
optimize costs or corporations that are directly affected by US-China strategic
competition.

Third, China strengthens measures to retain foreign investors, especially leading
technology corporations, through improving investment environment; strictly
implementing the revised Foreign Investment Law; expanding the pilot model of free
trade zone with many incentives; easing restrictions on foreign investment through
shortening the list of areas under investment restrictions, accelerating the liberalization
of services, manufacturing, finance, agricultural production, education, etc.; increasing
investment in IT infrastructure, especially 5G infrastructure; strengthening regional
economic cooperation with a focus on China - Japan - Korea, ASEAN + 1, ASEAN +
3, and RCEP; formulating regulations and technical barriers to prevent/restrain investors
from withdrawing capital and moving out of China; etc.

In this context, the opportunity to attract more FDI from RCEP is not
insignificant. However, this opportunity is big or small will depend on (i) whether Viet
Nam can increase cooperation with ASEAN countries, instead of a “race to the bottom”,
to attract foreign investment; (ii) whether Viet Nam is wise and pragmatic enough not
to ignore a good project just because it comes from a certain market; and (iii) whether
Viet Nam can quickly attract some good projects right from the start, because these
projects can offer lively examples to other investors to come to Viet Nam.

Accordingly, Viet Nam needs to fully and seriously recognize the advantages
generated by the international economic integration process in general and FTAS in
particular. In other words, the recognition of opportunities from RCEP should not and
cannot be separated from the FTAs that Viet Nam has implemented, signed or is
negotiating. As mentioned above, Viet Nam is deeply involved in the international
economic integration process, including through a series of FTAs.

Moreover, the effective implementation of FTAs not only depends on the
strategies and ways to harmonize these agreements, but also on Viet Nam’s internal
institutional reforms. While Viet Nam has been performing very well in institutional
reforms, such efforts were far from enough and must be continued. In fact, Viet Nam
has continuously improved institutions and financial incentives to better attract and
manage foreign investment resources, especially in the following areas:

First, creating a comprehensive institutional, legal and policy framework for
FDI:

In the late 1980s and early 1990s, Viet Nam faced a serious shortage of
investment capital. In order to attract investment capital from different regions of the
economy, including FDI, a series of investment incentives have been issued. Along with
the development of the country, the Foreign Investment Law underwent amendment by
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the National Assembly to adapt to practical needs of each period. The amendments were
made in 1990, 1992, 1996 and 2000. Even after being incorporated into the Investment
Law since 2005, regulations related to foreign investment were further revised and
supplemented. Most recently, the Resolution 50-NQ/TW dated August 20, 2019 of the
Politburo on the orientation to improve institutions, policies, and quality and efficiency
of foreign investment cooperation by 2030 concretizes Viet Nam’s approach and
thought towards FDI attraction in the new context (Figure 19).

Figure 19: Institutional reforms related to FDI attraction in Viet Nam

eFirst Foreign Investment Law. Encouraging merchandise exports, industries employing skilled labor and |
infrastructure

sAmended Foreign Investment Law: Reforming trade, reducing tariff on some imported products and
aCELE)  inputs

eFirst Law on Private Enterprise, first Company Law

sFirst Decree on export processing zones, industrial zones

*Amended Foreign Investment Law: Encouraging FDI related to domestic firms, FDI into industrial zones

elaw on SOEs

*Amended Foreign Investment Law: Easing access to land; encouraging high-technology; reforming
taxes

eEnterprise Law issued to replace Company Law and Law on Private Enterprises

*Amended Foreign Investment Law: Increase access to housing, land; types of investment and capital
for FIEs; reforming taxes

*Amended Law on SOEs

eInvestment Law issued to replace Foreign Investment Law; New Enterprise Law

*WTO accession; implementing comprehensive commitments on investment; reforms related to FDI,
reducing red tapes, difficulties related to business, taxes and customs

eAmended Investment Law and amended Enterprise Law: reducing discrimination between FIEs and
domestic enterprises; simplifying business conditions, red tapes

eResolution 50-NQ/TW of the Politburo on directions to attract FDI

sAmended Investment Law and amended Enterprise Law. Further institutional reforms to facilitate FDI |
attraction
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Source: Authors’ compilations

Second, Viet Nam has continuously improved institutions and preferential
policies in terms of finance, taxes, and access to land to attract and manage foreign
investment resources more effectively. The financial incentives focus on 3 areas: (i)
Corporate income tax, (it) Import tariff and export tax; and (iii) Access to finance and
land.
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Third, Viet Nam has continuously improved business - investment environment,
especially since 2014.

Since the early 2000s, the Government has paid special attention to and focused
on improving the business environment. However, in the period 2000-2010, reforms by
the Government towards improving the business environment were yet to be in line with
international practices. Only since 2014, through the series of Resolution 19/NQ-CP
(2014-2018 period) and Resolution 02/NQ-CP (from 2019) has the Government aligned
business environment improvement with international practices; actively referred to
business environment rankings of international organizations (especially the WB's
Doing Business) to identify reform issues and propose solutions. The Government’s
reforms focused heavily on measures to improve the business environment and on
institutional arrangements. As a result, the score (representing quality) of the business
environment and therefore national competitiveness of Viet Nam was upgraded.

The results were quite positive. By the end of 2019, the number of simplified
business conditions was 3,551 out of 6,191 conditions (exceeding 11.5% of the target);
simplified specialized inspection related to trade: 6,776 out of 9,926 lines (exceeding
36.5% of the target). In 2019, Viet Nam’s Global Competitiveness Index 4.0 (GCI 4.0)
reached 61.5/100 points, ranked 67th out of 141 economies. Compared to 2018, Viet
Nam’s GCI improved by 3.5 points and 10 positions, the most impressive increase in
the world in 2019 (Figure 20).

Figure 20: Competitiveness ranks and scores of Viet Nam and RCEP
countries in 2019
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Source: WEF (2019).

Notably, only Viet Nam with Singapore, Brunei, Laos, and Cambodia improved
points, and only Viet Nam with Singapore, Brunei and Cambodia moved up in terms of
ranking. Viet Nam outperformed in terms of scores and rankings, narrowing the gap
compared to ASEAN-4. Viet Nam also surpassed India and closed the gap with other
countries in the RCEP including China, New Zealand, Australia, Korea and Japan.

I Score Ranking

Since 2015, Viet Nam’s business environment scores have continuously
improved (Figure 21). Ranking decreased by 1 place in each of the years 2018 and 2019,
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but the score still increased (2018: 1.59 percentage points; 2019: 1.44 percentage
points).

Figure 21: Ranks and scores of Viet Nam’s business environment, 2014-2019
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Source: WB (2014-2019).

According to the Doing Business Report 2019 of the WB, together with
Indonesia, Viet Nam implemented the most reforms (42 each) in the previous 16 years.
Of which, in the period 2014-2018 with the series of Resolution 19, Viet Nam already
had 18 recognized reforms. Compared to other ASEAN countries, Viet Nam surpassed
Indonesia and the Philippines to rank 5th, significantly narrowing its gap with ASEAN-
4 countries. Compared to other countries in the RCEP, Viet Nam still needs to further
concrete reforms in order to compete for FDI.

Figure 22: Business environment of Viet Nam vs. RCEP countries in 2019
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As countries in the region all sought to improve the investment and business
environment to attract FDI, quickly narrowing the gap will help create more
opportunities for Viet Nam. In this respect, promoting business reforms just to
outperform regional countries cannot suffice to attract FDI effectively; instead,
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collaborating and jointly improving the business environment of ASEAN is even more
important for Viet Nam and ASEAN to attract foreign investment from other RCEP
partners.

Figure 23: GCI Institutions of Viet Nam vs. RCEP countries in 2019
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Viet Nam’s unilateral institutional reforms will also help reduce the risk of
undermining motivation for reforms. Even with relative improvement compared to
ASEAN, Viet Nam’s institutional arrangements exhibit various shortcomings.
According to WEF (2019), in 2019, Viet Nam ranked 89" out of 141 countries. Of
which, the most significant improvement was in future orientation of the government
(40™ position in 2019 compared to 75" in 2018). Meanwhile, the index on the legal
framework’s adaptability to digital business model was still low in terms of both score
and ranking (43.1 points; 71% position). The index on government ensuring policy
stability was only 50.3 points, ranked 67™". In terms of institutions, Viet Nam needs
further concrete reforms to close the gap with ASEAN-4 countries and others in RCEP.

4.2.2 Some challenges

First, identifying and effectively handling trade deficit associated with foreign
investment in RCEP is a big challenge, and may become even more complicated.

Increasing foreign investment may induce more imports of technology and inputs
for FDI projects, thereby putting pressure on trade deficit. From the past performance
when implementing ASEAN + 1 FTAs such as ASEAN-China, etc., Viet Nam’s trade
deficit from some ASEAN partner markets (such as China, Korea) has increased to a
relatively large level (Figure 5).2! The assessments of possible impacts of RCEP on
imports and trade deficit generally agreed that RCEP could increase Viet Nam’s trade
deficit. Without changing the perception that trade deficit is still acceptable as imported
inputs from RCEP can be fully financed by exports to and trade surplus with non-RCEP
markets, Viet Nam may face some major risks.

21 As discussed on the sub-Section on trade deficit.
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On the one hand, the risks of supply chain disruption in the post-COVID-19
period are still material and may become more complicated. Such disruptions may result
in the connection to export markets being less stable and/or less seamless as in earlier
periods. This is not to mention the complicated impacts due to the shift of global and
regional supply chains after COVID-19 pandemic. As a note, the industries that are
assessed with high potential to increase exports to non-RCEP markets (such as textiles,
food processing, etc.) - in which foreign investors are more or less interested - are also
those most severely affected by the supply chain disruptions during the COVID-19
pandemic.

On the other hand, the major export markets themselves (such as the US, EU)
may more be concerned about the origin of imported goods and/or the size of the trade
deficit with Viet Nam. The issue of Chinese goods circumventing US duties in the
context of the US-China trade war were mentioned more directly by the US in the period
of 2018-2020 and may be monitored more closely after 2020. Viet Nam and RCEP
countries (especially China) are also facing an array of trade remedies, such as anti-
dumping (Figure 24), anti-subsidy, etc. These issues will be more complicated if
“hidden” behind foreign-invested projects, because addressing them will then have to
consider commitments on investment protection (if any) as well.

Figure 24: Number of anti-dumping cases initiated by exporter, 2011-2019
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Source: WTO.

The above cases may see greater uncertainties of Viet Nam’s overall trade
balance, especially when volatility in non-RCEP markets could alter the ability of Viet
Nam to earn a surplus to offset the trade deficit with RCEP. Accordingly, Viet Nam’s
economic autonomy could be significantly affected, at least in terms of: (i) the room to
conduct macroeconomic policies; and (ii) vulnerability to abrupt import-export policy
changes - not contrary to RCEP commitments - of a sufficiently large market in RCEP.

Another argument to support the trade deficit with RCEP associated with FDI
projects is that such trade deficit can help improve Viet Nam’s production capacity in
general and exports in particular (for example, see Truong Dinh Tuyen et al 2011; CIEM
2013, etc.). However, the precondition is that imports from RCEP must incorporate
inflows of sufficiently modern technological lines, to contribute to improving Viet
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Nam’s production capacity. Even if this argument is legitimate, ensuring contribution in
this aspect of goods imported from RCEP will be a matter of controversy. Table 13
shows that the fastest increase in import share of high-tech products in the period 2010-
2019 was from Korea (more than 40 percentage points), while the corresponding
increase from China was only about 10 percentage points. Table 15 also evidences that
Viet Nam could hardly build new competitiveness in trade with RCEP in the period
2010-2019. Accordingly, the impact of increasing production capacity only originated
rapidly from certain markets, not the entire RCEP region.

The impact of increasing trade deficit from RCEP markets may be easier to
handle if such increase is largely induced by the product categories of poor quality or
inappropriate to consumer tastes, environment and social considerations of Viet Nam.
However, if the increase in exports of RCEP to Viet Nam mainly occurs in the product
categories of high-quality products, meeting technical standards of "best practice” (and
accordingly meeting the technical standards of Viet Nam), addressing the trade deficit
will be much more difficult. This possibility cannot be ruled out in the context of the US
trade tensions with various RCEP economies and these economies need to divert exports
- including high quality products - to other markets (including Viet Nam).

Second, screening the quality of FDI projects appropriate, but not easy to
implement after the RCEP enters into force.

Over the past years, various projects from several RCEP countries have spurred
concerns about the quality of investment, such as in terms of environment, social
development, etc. Along with economic development, China has taken steps to improve
environmental regulations and standards. This results in lower-tech, less environment-
friendly factories being relocated to surrounding countries, and Viet Nam may be one
destination under consideration. This risk is even larger in the context of the US-China
trade war while those projects and factories are more price-competitive and more
sensitive to additional US tariff measures.

These concerns are no new, but not easy to address. On the one hand,
international commitments limit Viet Nam’s capacity to discriminate against investors.
On the other hand, discriminating and rejecting foreign investors solely on the ground
of investor's nationality can lead to loss of investment and business opportunities that
are meaningful to Viet Nam. On the contrary, “favoring” an investor just because of
their origin from a developed country may not help Viet Nam either, if the investor fails
to meet/comply fully with regulations and standards on environment, social
development, budget, etc. of Viet Nam. As a note, tracing the real country of origin of
FDI project is no easy task.

In this context, the Politburo's Resolution 50-NQ/TW dated August 20, 2019 on
the orientation of improving institutions and policies, quality and efficiency of foreign
investment cooperation until 2030 marks an important regulatory change. The resolution
sets out important tasks, including formulating regulations to overcome the situation of
“small investors’ equity”, price transfer, hidden investment, investors’ nominees.
However, various discussions have shown that the tasks are technically difficult. For
example, providing the scientific basis of the threshold for determining “small investors’
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equity” is no easy. Similarly, whether response to “small investors’ equity” situation
may affect Viet Nam’s export growth also needs to be clarified, though not easy.

These challenges stem in part from the limitations of information, data and
appraisal capacity for foreign investment projects. For example, the assessment of
foreign investment disaggregated by sector and by investment partner is currently based
only on published data on registered capital. Meanwhile, investigating the implemented
capital and the capital that foreign investors actually bring into Viet Nam disaggregated
by sector and investment partner is virtually impossible. In this regard, a challenge to
ensuring Viet Nam’s economic autonomy is the inability to effectively and/or promptly
handle the shortcomings of FDI projects from RCEP - even though the general
shortcomings with FDI projects were well-documented for years.

Box 2: Concerns about environmental protection in FDI projects

As a current issue, FIEs mainly invest in waste treatment after the production
process already takes place. Environmental pollution will be addressed most
effectively when enterprises invest in its prevention before proceeding to production,
such as via investment in clean production technology, investment in waste and
wastewater treatment systems, etc. In fact, this issue attracts no adequate attention by
FIEs right from the stage of investment preparation. According to CIEM & MUTRAP
(2016), only 2/3 of the surveyed firms had estimated environmental costs while
preparing their investment plans. Out of them, only over half confirmed that they had
budgeted costs related to the environment, 2 said that they did not have enough
environmental awareness/understanding and budget for environmental protection.
Similarly, according to NCIF (2011), the Industrial Park Management Boards said
that FIEs focused most on investment in waste treatment after the production process
had already taken place, while not paying attention to environmental protection
measures before production.

Source: Extract from CIEM (2016a).

On the other hand, linking FIEs with domestic ones is expected to help Viet Nam
improve production capacity, participate more deeply in the value chain, and reduce
trade deficit. These expectations are even elevated in the context of foreign investors
shifting due to the US-China trade war, and the supply chain disruption due to the
COVID-19 pandemic. This expectation is well-grounded, but may not always be
fulfilled. On the one hand, the possibility that some enterprises come to Viet Nam just
to circumvent US import duties and/or find a temporary "shelter" cannot be ruled out.
On the other hand, the large FIEs leading the supply chains, targeted by Viet Nam to
connect with Vietnamese enterprises, already have available networks and supplies. In
this respect, the challenge will be larger if Vietnamese enterprises fail to appropriately
position themselves in linkages and cooperation with foreign investors. When foreign
investors can not be “forced” to buy inputs from domestic enterprises, the latters cannot
expect procurement commitments by the former; instead, the Vietnamese enterprises
must at least actively demonstrate their competitiveness on price, quality, just-in-time
delivery, and ability to fulfill large orders — the key aspects that characterize RCEP value
chains.
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Third, managing foreign investment flows from RCEP and their implications for
macroeconomic stability is a material challenge. The opportunities from increasing
foreign investment inflows into Viet Nam from RCEP countries may be less meaningful
if the macroeconomic impacts on Viet Nam are not handled properly. As a note,
available models to quantify the impact of FTAs in general and RCEP in particular fail
to capture impact on FDI inflows. If not properly screened, some FDI projects can cause
some adverse macro effects such as such as: (i) surge of merchandise imports and trade
deficit, instead of linkages with domestic firms and improving domestic production
capacity; and (ii) FDI inflows exceeding Viet Nam’s absorptive capacity in terms of
macroeconomic stability, infrastructure and human resources. These risks can hardly be
ruled out, when large investors from RCEP have their own supplier network and are not
bound to procure from domestic firms, and RCEP partners already accounted for a large
proportion in registered FDI capital of Viet Nam. Meanwhile, macroeconomic
instability in the period 2008-2009 stemmed in part from an inadequate response to a
sharp increase in foreign investment flows after Viet Nam became a member of the
WTO (Vo Tri Thanh and Nguyen Anh Duong 2009; CIEM 2013, etc.).

Fourth, balancing between attracting and protecting investment and preserving
policy sovereignty in Viet Nam poses another institutional challenge. Attracting foreign
investment projects with quality, financial potential and technology suitable to
development requirements of Viet Nam in general and the localities in particular is
relevant. However, limiting excessive competition towards a “race to the bottom”
among localities in FDI attraction is still necessary. In fact, such a race had happened
before and immediately after Viet Nam’s accession to the WTO, and failed to help the
localities apart from fiscal burden (Vu Thanh Tu Anh et al. 2007). Notably, new
incentives for FDI projects are not only limited to preferential tax treatment, access to
land, but also inclusive of sub-prime approval in relevant requirements, such as
environmental impact assessment reports. On the other hand, adopting a balanced
approach to tax policy for investors in technology, digital platforms, etc. can be difficult,
especially as many developed countries (such as France) are progressive in compelling
large tech corporations to pay taxes. At the same time, when foreign investors invest in
infrastructure of industrial zones and economic zones, monitoring and punitive actions
by management agencies to ensure timely and efficient project implementation while
avoiding red tapes to investment is not simple either.

Compared to the fourth, the three previous challenges have been recognized for
years and Viet Nam has more or less adopted some corrective measures. For example,
despite doubts about its level and sustainability, exports of Viet Nam in general and
domestic enterprises in particular became more competitive in the period of 2018-2020
- in the context of the US-China trade war and the COVID-19 pandemic. Even in the
highly competitive ASEAN and East Asia due to export similarity, Viet Nam still creates
a bit of new competitive advantage. In terms of FTA utilization, Viet Nam was more
experienced in policy preparation the implementation, notably the early promulgation
of Circular 11/2020/TT-BTC regulating RoO under EVFTA (not as late as is the case
with CPTPP). In this respect, the above challenges of RCEP to Viet Nam’s trade have
been more or less identified and can be addressed effectively.
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The above institutional challenge may be more remarkable for FDI from the
RCEP region, which is often arguably associated with risks of tax evasion, origin fraud,
etc. in imports into Viet Nam. The challenge will be more profound if Viet Nam fails to
improve the information system and statistics related to investment in general and
foreign investment in particular, thereby affecting its ability to justify decisions related
to FDI project proposals from RCEP countries. Even if ISDS is yet to be specified in
RCEP, handling investment-related cases in “very Asian” value chains such as those
covered by the ASEAN + 5 region is also complex in many ways.

The above institutional challenges themselves have close interactions with
structural issues related to foreign investment. For example, addressing structural issues
affecting Viet Nam’s economic autonomy when implementing FTA/RCEP such as the
relatively large proportion of FIES in exports; heavy export dependence on imported
inputs; etc. can hardly progress quickly and/or efficiently without relevant institutional
actions, including the conduct of policies on foreign investment and linkage of FIEs and
domestic enterprises. However, adding more regulations to align business activities is
relatively “sensitive”, due to concerns about compliance costs for investors and
businesses - even when investors and enterprises adopt a business strategy in line with
the low standard FTAs.

Addressing institutional challenges depends on whether Viet Nam’s approach is
sufficiently comprehensive. If trade and foreign investment are considered separately,
the effectiveness of institutional reforms in general and those forging Viet Nam’s
economic autonomy will be significantly affected.?? The most important factor in
simultaneously dealing with both institutional and structural challenges in implementing
RCEP is perhaps to renew and enforce an effective industrial policy. As a main
advantage, the partners in RCEP such as China, Japan, and Korea all understand and
implement industrial policies to different degrees. However, Viet Nam’s industrial
policy framework was hardly improved, even after the Politburo's Resolution 23-
NQ/TW dated March 22, 2018 on the orientation of formulating national industrial
development policies to 2030, with a vision to 2045.

More broadly, the institutional challenge also originates from the increasing
competition among ASEAN countries to attract foreign investment. Forging investment
cooperation and harmonization of the investment environment among ASEAN countries
will be important to FDI attraction and economic recovery after COVID-19 pandemic,
because no single ASEAN country substitute a large market and production base like
China. Although this requirement is no new, its fulfillment is not easy either. In this
context, calmness, preservation of policy sovereignty and exclusion from the “race to
the bottom” will not cause loss to Viet Nam if and only if other ASEAN countries adopt
a cooperative approach to attract FDI rather than excessive competition.

The COVID-19 pandemic also alter the motivations and dynamism of measures
to address the institutional challenges associated with improving Viet Nam’s economic
autonomy. A commonly mentioned risk associated with international economic
integration process after COVID-19 pandemic is the uneven recovery of economies.

22 For this reason, the challenges discussed here also cover the aspects related to trade and economic
autonomy.
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Meanwhile, among the largest markets, China is widely perceived to recover most
quickly after the COVID-19 pandemic. The recovery of small and open economies will
then hardly be decoupled from this market. However, sole emphasis of economic
recovery and international economic integration after COVID-19 pandemic without
appropriate institutional reforms may delay efforts to address challenges to Viet Nam’s
economic autonomy.
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5 Some conclusions and policy recommendations
5.1 Some conclusions

After more than 7 years since the first negotiation session, the RCEP Agreement
was signed on November 15, 2020. Similar to the new generation FTAs (CPTPP,
EVFTA) that have entered into force, RCEP is expected to further induce trade and
investment expansion, while supporting Vietnamese enterprises to effectively
participate in the regional value chain. However, unlike CPTPP and EVFTA, the
reception of the RCEP is somewhat more skeptical, arguably because this Agreement
may create smaller added benefits and less prominent impact on institutional reform -
which Viet Nam often expects from large-scale FTAs, among others.

RCEP was initiated in the context of progressive trade and investment
liberalization in East Asia and the broader Asia-Pacific region. Even with increasing
trade tensions and protectionism in the region during period 2017-2020, significant
efforts to revive international economic integration and to incubate new ideas on trade
and investment cooperation were promoted. Thus, RCEP is integral to the regional
integration process, instead of being an initiative to compete for regional influence.

For Viet Nam, the signing RCEP was not ad hoc, but instead the result obtained
after continuous efforts. Concurrent negotiations of 03 high quality and/or large-scale
FTAs - including TPP/CPTPP, EVFTA and RCEP - required a lot of efforts,
coordination, and considerations of Viet Nam. On the contrary, institutional preparations
of Viet Nam might have been different and its considerations of RCEP content and
progress may have followed other scenarios, had there been neither TPP/CPTPP nor
EVFTA. In fact, the most significant economic and institutional implications seem to be
associated with the TPP/CPTPP and EVFTA. Consensus on these Agreements also
increased the acceptability of RCEP - even when RCEP receives more adverse
comments than CPTPP and EVFTA.

Apart from the Introduction, the RCEP agreement comprises of 20 Chapters and
annexes. Excluding the relatively traditional content such as trade in goods, RoO, SPS
and TBT, RCEP includes some new contents such as e-commerce, competition, etc.
However, RCEP arguably lacks important areas such as environment, labor, SOEs, etc.
This scopes RCEP narrower than CPTPP and EVFTA. However, compared to other
ASEAN FTAs, RCEP has various new contents, “closer” to new generation FTAs such
as e-commerce, competition, government procurement, etc. RCEP incorporates a
“gradualism” approach, thereby creating room to improve commitments even after the
agreement enters into force.

RCEP may create several opportunities and challenges to Viet Nam’s trade.
Covering countries with populations up to 2.2 billion, equivalent to 30% of the global
population, RCEP establishes a large and potential market for exports. The quantitative
assessments show that RCEP has trade creation effects, instead of sole trade diversion.
Viet Nam can also benefit from higher quality of imported goods for domestic
consumption. Along with increasing trade in intermediate goods, Vietnamese
enterprises can participate more deeply in the regional value and production chain.
Impacts on institutional reforms of Viet Nam may also be evident, mainly in the
direction of promoting the reforms in line with commitments under CPTPP and EVFTA.
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However, RCEP implementation may encounter challenges on the capacity to utilize
preferences, capacity to maintain and improve export competitiveness, and the risk of
widening trade deficit.

Regarding foreign investment, RCEP also has both opportunities and challenges.
Viet Nam has more opportunities to attract FDI as investors shift away from China due
to the US-China trade and technology war, and investors may have new consideration
during and after the COVID-19 pandemic. However, Viet Nam faces significant
challenges due to: (i) identifying and effectively handling trade deficit associated with
foreign investment in RCEP is no easy, and may become even more complicated; (ii)
screening the quality of FDI projects appropriate, but hard to implement after the RCEP
enters into force; (iii) managing foreign investment flows from RCEP and their
implications for macroeconomic stability is a complex matter; and (iv) balancing
between attracting and protecting investment and preserving policy sovereignty in Viet
Nam presents a delicate institutional issue. These challenges more or less affect Viet
Nam’s economic autonomy, but can be addressed. Addressing institutional challenges
depends on the comprehensiveness of Viet Nam’s approach, and can hardly be effective
if trade and foreign investment are considered separately when implementing RCEP.

5.2 Some policy recommendations
5.2.1 Policy approach

The authors propose a policy framework for effective implementation of RCEP
while improving economic autonomy of Viet Nam. Accordingly, effective
implementation of RCEP requires 05 main groups of policy efforts. First, Viet Nam
should continue reforms of microeconomic foundation, including competition policy,
business environment, production factor markets. These reforms must be within a policy
framework to maintain macroeconomic stability and strengthen economic resilience
(CIEM 2018; CIEM 2020b). Second, investment policy must have a central role,
reflecting a feasible and guiding approach to developing (a few) prioritized industries,
the industries where free competition is required, participation level in the RCEP value
chain, and the autonomy in attracting and utilizing FDI from the RCEP countries. Third,
trade policy should be consistent with investment policy, thereby contributing to more
effective and harmonious handling of trade deficit and imports of intermediate goods,
and simultaneously be consistent with the participation of domestic enterprises into
RCEP value chain. Fourth, Viet Nam needs to address the bottlenecks in infrastructure
and human resources, with appropriate engagement of foreign investors and partners.
Fifth, albeit mentioned last, effective prevention of the COVID-19 pandemic is an
important prerequisite. More fundamentally, the reforms should be implemented
immediately, instead of waiting after the pandemic.

To strengthen Viet Nam’s economic autonomy during the implementation of
RCEP, the reforms are of greater essence. In particular, the harmonization of the
institutional reform process when implementing FTAs such as CPTPP, EVFTA and
EVFTA plays a crucial role. However, since the CPTPP and EVFTA have higher
standards and have already entered into force, the reforms in relevant areas should aim
towards the standards underlying these agreements, instead of “waiting” for RCEP.
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Figure 25: Proposed policy framework for making RCEP work for
economic well-being and autonomy in Viet Nam
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In addition, strengthening the economic autonomy upon RCEP implementation
requires efforts to promote ASEAN centrality. To an important extent, Viet Nam and
ASEAN assume a central role in the formulation and negotiation of RCEP. Therefore,
Viet Nam and ASEAN must also play a central role in its implementation. Accordingly,
ASEAN must increase effective cooperation instead of merely competing with each
other. The key areas for continuing cooperation are those which need further
discussion/clarification after the RCEP enters into force, as well as trade- and investment
related reforms (such as investment environment, supply chain connectivity, etc.). This
is an important premise to promote ASEAN centrality.

Finally, Viet Nam should further support multilateralism. RCEP is neither the
only one FTA nor the last FTA of Viet Nam. Therefore, the implementation of RCEP
should fit within a more holistic and comprehensive considerations of Viet Nam’s
contribution to multilateralism in the new context. A thorough elaboration of RCEP - an
important pathway, similar to TPP/CPTPP, towards deeper Asia-Pacific integration - is
important. As previously noted, beside trade-diversion effect, RCEP also has a trade-
creation effect. In addition, the gradualism of RCEP can be consistent with the approach
of APEC — incubator of new ideas for cooperation.
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5.2.2 Specific policies

a. General policies

First, Viet Nam should further strengthen macroeconomic stability to ensure
favorable and predictable environment for business — production — trade activities in the
new normal context. The conduct of macroeconomic policies should be synchronous,
consistent, timely and flexible, aiming at stabilizing macroeconomy, and thereby
creating a favorable environment for economic reforms and growth. Information and
statistical data should be improved to support more scientific, accurate analysis and
forecasts based on different scenarios, including the volatility in major markets (US,
EU, China, Japan, etc.). Viet Nam should: promote information dissemination to the
market to avoid adverse effects on market sentiment; (ii) strengthen policy review and
accountability; (iii) enhance policy space for macroeconomic management (especially
fiscal and monetary policies); (iv) actively coordinate with other countries to respond
promptly to regionally common risks to financial and monetary security; and (v) learn
from experiences from regional countries in preventing financial and monetary risks and
adverse shocks (including the COVID-19 pandemic)

Second, Viet Nam should drastically reform its business environment to create
favorable condition for enterprises. The series of Resolutions No. 19 on improving
business environment and national competitiveness issued in 2014-2018 and a series of
Resolutions No. 02 in 2019-2020 still needs to be succeeded. However, even the
business environment reforms have to adapt to the new context, specifically avoiding an
extremist view of simplifying “unnecessary” regulatory burden on businesses while
there is only a thin line between “unnecessary” and ‘“necessary” issues regarding
regulations for sustainable development. Effective COVID-19 pandemic prevention
remains the most important requirement and can hardly be relaxed via easing relevant
processes and procedures to facilitate flows of goods and natural persons.
Simultaneously, the transparency of policies, regulations, master plans and strategies at
the sector, sub-sector, product level as well as local level should be strengthened.

Viet Nam needs to promote administrative reform in the areas of trade, services,
and investment in order to improve competitiveness, and to take advantage of
opportunities arising from the international economic integration process. Accordingly,
focusing on measures to facilitate trade will help shorten transaction time, reduce
administrative costs, thereby decreasing input costs and improving competitiveness.
Among the key areas are to quickly connect and fully implement the National Single
Window mechanism (integrating all import and export procedures into one focal point
and electronization), and to integrate more deeply into ASEAN Single Window.

Third, the Government should further enhance information dissemination of the
new generation FTAs to better engage all stakeholders. Developing a national trade
policy portal is necessary but will only suffice if there is an integrated interaction
mechanisms between import/export enterprises and policy-makers on trade and trade-
related issues; simultaneous connection to the network of experts on SPS, TBT and the
trade-related regulations. Accordingly, Viet Nam needs to harmoniously operate the
trade policy portal as committed under ASEAN and CPTPP. The business community
and people all need improved understanding of the commitments, as well as associated
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opportunities and challenges. Simultaneously, the detailed and technical information
about new FTAs and the proposed policy adjustments should be shared effectively
between ministries, industries, localities, and enterprises.

Despite lively experience in implementing FTAs and especially EVFTA and
CPTPP, Viet Nam should encourage broader and more active participation of the private
sector, industry associations, socio-political organizations, and the people. All
governmental agencies need to promote information and communication about
opportunities and challenges when Viet Nam joins the new generation FTA to avoid
complacency, i.e. perceiving that joining new FTAs (such as TPP, EVFTA, RCEP) will
automatically produce benefits, leading to underestimation of difficulties, challenges,
and failure to compete with foreign partners.

Fourth, Viet Nam needs to further strengthen its competitiveness to take
advantage of opportunities from new generation FTA commitments. Competitiveness
enhancement must take place simultaneously at the national, enterprise and product
levels. Develop and implement supporting policies to strengthen competitiveness,
especially to promote economic restructuring associated with post-COVID-19 economic
recovery, reduce financial risks and instability; develop infrastructure compatible with
infrastructure networks in regional linkages, reduce behind-the-border barriers together
with trade and investment facilitation to enhance domestic and external connectivity.
Implement mechanisms and policies to increase the value-added content of key
manufacturing sectors through human resource development, technological advances,
better access to source technology, and long-term cooperation with advanced partners
in the respective areas. In this process, a feasible approach is to realize opportunities of
ASEAN FTAs (and also RCEP after entry into force) to accumulate experience and
capital, develop brands, and build network of suppliers in the value chains so as to
compete in more demanding FTAs (such as CPTPP and EVFTA).

Fifth, Viet Nam should enhance production and export capacity of domestic
enterprises, encouraging the development of supporting industries and improving
product quality to ensure benefits from participating in the GVCs on the basis of forged
cooperation with FTA partners. The attractiveness as a potential FDI recipient thanks to
cheap labor cost and price competitiveness is only short-lived, not even feasible in the
post-COVID-19 context. Viet Nam needs a systematic and long-term approach to
attracting FDI and strengthening competitiveness with more attention to product quality
improvement, employing technological advances. These efforts should be made as early
as possible.

Sixth, Viet Nam should further harmonize integration commitments and tracks.
With the membership in new generation FTAs such as CPTPP, EVFTA and RCEP, Viet
Nam has basically committed to participate deeply in the regional and global economy.
These FTAs are mutually reinforcing and complementary, thereby producing positive
impacts on Viet Nam’s economy. Harmonization of integration tracks also help prevent
undesired impacts that can distort resource allocation. Furthermore, the liberalization
process should be aligned with cooperation to promote domestic economic reforms and
deepen economic cooperation with ASEAN members as well as other trade partners.

74



To contribute to setting global trade rules, Viet Nam should not stop at
participating in and effectively implementing FTAs, including new generation ones.
Instead, Viet Nam can work with relevant partners to take measures to overcome
difficulties and uncertainties for FTA agreements so that these agreements can enter into
force. This approach is even more meaningful in RCEP, as Viet Nam can contribute to
dialogue and cooperation in ASEAN to promote its centrality in regional economic
integration process.

Finally, the Government should actively study, implement or make
recommendations to the CPV and the National Assembly to direct relevant reforms of
the market economy. An appropriate approach might be to review the extent to which
Viet Nam fulfills the criteria of market economy set by the US and the EU. More
importantly, the attitude to and motivation of reforms must be aroused and self-fulfilled,
aiming towards serving the interests of the business community and the people in a
friendly State-business-market interaction. The US-China trade war, the COVID-19
pandemic and emerging non-traditional security challenges in the region may reduce
direct opportunities from trade and investment for Viet Nam, but this can be
compensated by substantive efforts to deepen domestic reforms.

b. Improve trade institution.

Trade policy should focus on four main areas, namely: (i) Improving mechanisms
and policies on import and export management and administration; (ii) Improving
competitiveness of Vietnamese products; (iii) Sustainable development of domestic
market; (iv) Promoting exports in combination with aligning import activities; and (v)
Facilitating trade in essential products in the context of COVID-19 pandemic.

(1) Improving mechanisms and policies on import and export management and
administration

Further improve import and export management mechanisms, aiming towards
international best practices (especially under CPTPP and EVFTA), while ensuring
sufficient flexibility for agencies and enterprises to adjust when implementing RCEP.
Despite acknowledging RCEP's gradualism, future agreed contents of RCEP must
remain compatible, with clear long-term goals, transparency and predictability.
Coordinate closely with other ASEAN countries to implement related programs and
activities, including the AEC Blueprint 2025, the Master Plan on ASEAN Connectivity
2025.

Harmonize standards of product quality, food hygiene and safety, environmental
standards in trade, NTMs, safeguard and emergency measures, antidumping duties,
special sales tax, etc. consistent with RCEP implementation. Develop long-term vision
in coordinating exports and imports, at both economy and key commodity levels for
enterprises’ improved positions in the GVCs. Formulate reasonable policies to attract
FDI, aiming to reduce dependence on certain trading partners in RCEP.

(ii) Improving competitiveness of Vietnamese products

First, Viet Nam needs to identify the potential products with advantages when
implementing RCEP. In international trade, both comparative advantage, absolute
advantage and competitive advantage must be considered. In RCEP value chains, goods
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cover not only final ones, but also inputs and intermediate components. To that extent,
trade policy must be consistent with industry policy when looking into goods.
Furthermore, promoting competitiveness must take into account the value chain
characteristics, including price, quality, ability to fulfill large orders, just-in-time
delivery, distribution channels, and resilience to natural disasters. On that basis, Viet
Nam should formulate and implement a strategy to manufacture products that have
competitive advantages to penetrate international markets. In this respect, participation
in and building of competitiveness in the RCEP region must fit in the broader
consideration - making Vietnamese products competitive at the global level.

Second, focus on building strong national brands. The State creates a favorable
environment and supports enterprises to register their trademarks in international market
to avoid pre-registration by enterprises in RCEP markets - with relatively lower
standards for intellectual property protection than counterparts in the CPTPP and the
EU.

Third, reorganize the domestic distribution system, including the retail
establishments of investors from RCEP countries, and access the retail distribution
system in RCEP market. Increase communication activities and trade promotion in
overseas market.

Fourth, exploiting competitive advantages must be via product differentiation.
The key focuses here are to diversify products and to regularly innovate products for
improved attractiveness. Investment is required to in improve product quality and meet
standards of importing countries. Effective trade promotion can be through the network
of overseas Vietnamese in general and in RCEP markets in particular.

Fifth, closely monitor the incidence of COVID-19 pandemic, especially in RCEP
markets, to promptly adjust the coordination of trade policy with related policies
(services, labor, education - training, etc.).

(ii1) Sustainable development of domestic market

As the supply chains are shifting and the domestic market may recover faster than
other countries after the COVID-19 pandemic, policy efforts should aim to firmly
develop domestic market. Some key focuses are: (i) to raise consumer awareness of
Vietnamese products; (ii) to raise enterprises’ awareness of improving quality of goods
sold in the domestic market, minimizing the practices of “exporting best products, and
keeping the rest for domestic market”; (iii) to develop new business models (directly
and indirectly) serving for modern consumption such as e-commerce, sharing economy,
etc.; (iv) to strengthen cooperation between retail supermarkets and domestic producers
of consumer goods; and (V) to develop an appropriate roadmap to harmonize domestic
product quality standards with the best ones in the world (even beyond the common
standards of some RCEP countries).

(iv) Promoting exports in combination with aligning import activities

Carefully study and identify policies to penetrate RCEP markets, so as to create
a pulling effect on Vietnamese goods from customers and importers abroad. At the same
time, exploit the existing advantages of Vietnamese exports in major non-RCEP markets
to promote re-entry into RCEP markets. Consider the statutory upgradation of quality
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standards required for agricultural exports, in close consultation with the business
community and farmers. Regularly monitor and evaluate export opportunities and
potential markets, including via concrete understandings of barriers, draft regulations
containing new barriers, in RCEP markets to coordinate follow-up consultation and
response. Closely and effectively coordinate national export promotion programs,
promotion programs of branches, localities and enterprises.

Study and review mechanisms to guide import activities, to enable enterprises to
participate more deeply in the value chain. Avoid excessive negative views on
merchandise imports from RCEP countries. Closely monitor developments of trade
remedies in various markets against exporters from RCEP countries, to develop a timely
response. Improve the system of national standards on imported goods, especially
quality standards, environmental standards and hygiene and safety standards for
domestic consumers. Enliven an effective early warning system on imports from RCEP
markets. Improve policies and coordination to control border trade.

(v) Facilitating trade in essential products in the context of COVID-19 pandemic

Viet Nam needs to strengthen research, exchange, and coordination with ASEAN
countries and RCEP partners to facilitate trade in essential products (medical supplies,
food, etc.) in the context of complicated evolvement of COVID-19 pandemic.
Thoroughly and comprehensively assess the impacts of establishing medical supply
chain in the region in the context of COVID-19 pandemic. Coordinate with ASEAN
countries to operate the ASEAN COVID-19 Response Fund and the ASEAN Regional
Reserve of Medical Supplies, the ASEAN Strategic Framework on Public Health
Emergencies and the ASEAN Comprehensive Recovery Framework.

c. Improving investment institutions

(i) Improving institutions on attract and utilize FDI

Viet Nam should not and cannot implement a separate FDI policy for investors
from RCEP countries. The policies to attract FDI should follow a more holistic
approach, focusing on shifting investment structure towards advantageous and highly
competitive industries, including: (1) To reform the system of investment supports and
incentives towards clearly-identified objectives and conditions, credible retreat,
monitoring and evaluation, to: (i) mobilize investment in (a few) sectors with
competitive advantage, spillover effects, high sensitivity and significant contribution to
economic growth; (ii) induce FIEs to strengthen linkages with domestic enterprises,
thereby implementing technology transfer, as well as incentives for domestic enterprises
to absorb technology transfer; (iii) encourage investors to use energy-saving and
resource-saving production processes and technologies; (2) To develop criteria for
effective screening of FDI towards economizing natural resources, land, applying high
technology, and focusing on high-tech, high-added value industries, and promoting
appropriate technology transfer; and (3) To provide support measures and services to
exports such as: market research, survey and forecast, studying technical barriers in
foreign markets, engagement of foreign trade promotion agencies to support Vietnamese
exporters and investors, etc.
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Review and adjust policies to attract FDI in accordance with international
commitments, to screen FDI projects using advanced and environment-friendly
technologies. Policies and mechanisms to alter the FDI structure towards higher share
of manufacturing, supporting higher production capacity and creating export
advantages. The FDI strategy should be accompanied by more effective monitoring of
its implementation and specific activities.

Study and improve mechanism to mobilize investment from all sources
(including cooperation with foreign investors) for development of infrastructure, key
sectors and areas to address bottlenecks and weaknesses of the economy, especially in
key industrial clusters, growth poles, and projects that create large number of jobs.

Strengthen investment promotion; formulate policies to mobilize and attract
investment by multinational corporations via diverse forms. Research and exchange
with ASEAN countries on forging investment cooperation, attracting large investors and
connecting SMEs in regional value chains in the post-COVID-19 context.

(ii) Improving business and investment environment, reviewing and adjusting
policies that are restricting the attraction and utilization of FDI

Further simplify and improve administrative procedures related to FDI, etc.
Review and supervise to ensure strict implementation of the Law on Legal Normative
Documents; enforce strict punitive actions over ministries, industries and localities that
violate general regulations or fail to fully comply with FDI regulations.

Stipulate clearly and transparently administrative procedures at all levels;
publicize processes, deadlines for responses and responsibilities for handling
administrative procedures. Review and reduce focal point and unnecessary
administrative procedures. Enhance substantive dialogue with investors (including
foreign investors) to promptly identify and address investment-related issues.

Further improve and popularize the Single Window mechanism, increase IT
application in processing administrative procedures, investment licensing and
certification. Promptly address issues related to tax and e-customs to reduce time and
costs for enterprises, and to improve publicity, transparency, and confidence for
investors.

Simplify visa issuance procedures, propose a long-term and multiple-entry visa
for investors. Simplify licensing procedures for foreign workers; consider measures to
restrict unskilled labor and encourage high-skilled workers.

(i1i) Adjusting policies for developing industrial zones/clusters in the direction of
prioritizing formation of industry clusters to facilitate all production linkages between
FIEs and SMEs, thereby establishing and strengthening supplies among industrial zones
and increasing FDI efficiency.

Review experiences of 30 years of developing industrial parks and economic
zones in Viet Nam. Review and adjust development objectives of industrial clusters and
amend investment promotion targets, give priority to large, competent investors who
can cooperate with domestic enterprises, and acquire inputs from domestic sources.
Induce transformation of existing industrial zones and economic zones towards
modernity and friendliness to new requirements (such as sustainable development,
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digitalization, etc.). Develop industrial parks and economic zones in harmony with the
infrastructure system, avoiding excessive concentration which piles up pressure on
infrastructure.

(iv) Strengthening FDI management capacity and reforming investment
decentralization, strengthening monitoring and handling post-licensing issues.

Renew the FDI management organization model and its coordination with
relevant agencies in performing management functions. The FDI management agency
is responsible for foreign investment promotion, forging linkages between foreign
investors and domestic enterprises, understanding investment trends and needs at home
and abroad, thereby facilitating production linkages. The focal point for FDI
management also considers environmental, labor, and customs issues, creating
consistency in formulating and implementing policies. The reforms of FDI management
decentralization requires concrete investment promotion policies, specific incentive
policies, and a system of horizontal criteria to guide localities. Develop a clear
coordination mechanism in implementing decentralization between the central and local
levels as well as between line authorities within the same locality.

Regarding supervision and resolution of post-licensing issues: promptly improve
and enliven the public updated data system, to support monitoring and evaluation of FDI
at both country and local levels. At the provincial level, it is necessary to develop
detailed FDI project data systems to support information dissemination and state
management. Supplement and strengthen the function of supporting foreign investors to
FDI management agencies from receiving investors, providing information to investors,
monitoring, and addressing issues for foreign investors.

(v) Building capacity for and reforming investment promotion, harmonizing
interests of the country, investors and the society

Review and build a synchronous, accessible investment promotion system,
ensure transparency coordination between central agencies and localities. Renovate
investment promotion activities, ensure consistency from the central to local levels on
prioritized sectors and fields for investment attraction, and investment promotion by
provinces in order to enable inter-provincial cooperation in FDI attraction while
realizing strengths of each province. Investment promotion modalities must also adapt
to the context during and after the COVID-19 pandemic. Improve quality of investment
and targeting big transnational corporations, owning technology with potential
technology transfer, capable of fostering linkages of firms and sectors. Reform, create
fundamental changes in investment promotion quality; focus on coordination to
minimize waste of resources, further strengthen the roles of associations, sectors and
business. Investment promotion personnels need to be constantly updated on FDI
developments in the world and in the RCEP region, capable of understanding domestic
investment trends, investment trends and strategies of potential partners in RCEP to
develop investment promotion plans.

(vi) Supporting for domestic enterprises as integral part of FDI attraction policy

Disseminate information to FIEs and domestic enterprises to facilitate their
communication and cooperation. In parallel with establishing and operating investor
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information system, Viet Nam needs to facilitate and encourage development of
business associations and professional associations.

Build technological capacity of domestic enterprises to prepare them for
participation in the FIEs-led production network. Review financial and non-financial
policies to support enterprises in technological innovation in order to increase absorption
and application of more modern technology; build capacity to produce inputs that meet
the requirements of FIEs; consider to improve legal framework on and availability of
supply chain finance, thereby increasing SME capacity to participate in value chains,
linkage with FIEs, and at the same time improving compliance with RoO under RCEP.

Review current policies to support SMEs, promptly revise and improve
regulations guiding the implementation of the Law on SME Support, thereby supporting
upgradation of SMESs’ technology capacity. Consider early preparation of proposals to
more advanced RCEP partners to support Viet Nam as committed under the Chapter on
Economic and Technical Cooperation, focusing on such areas as trade in goods and
services, investment, intellectual property, e-commerce, competition, and SMEs.

Exchange and encourage large FIEs to have production linkages with and
technology transfer programs for domestic enterprises.

d. Some other policy recommendations

First, study and popularize new economic models (such as circular economy) to
increase autonomy in trade and participate in value chains in the new context.

Second, promote gender inclusion in trade and investment policies. Build
capacity to connect and apply science and technology of women-owned/managed
enterprises which have significant investment and trade activities. Increase the
availability and quality of statistical indicators on women in trade and investment
activities.

Third, cooperate and discuss with RCEP partners about the travel bubble for
immigration business persons, professionals, and tourists in the post-COVID-19
context.

Fourth, monitor and assess impacts of the new FTAs that RCEP members may
have with their partners. Assess the impacts under some scenarios, including the
scenario that India returns to RCEP, or the scenario that India does not return to RCEP
but has bilateral FTA with several RCEP members./.
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