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Abstract
This paper has reviewed the recent trends in g relations between Vietham and RCEP counéiftes a
decade of integrating with the regional economied analyzed the impacts on Vietham’s exports oifftar
reductions in RCEP trading partners. Our analyas$howed that exports to regional markets havstaoially
increased, and the growth of exports has been gmied with significant shifts in the compositiohexports
toward manufacturing products. Tariff reductionsdein regional FTAs have produced positive effects on
Vietnam’s major exports, including agricultural dozts and electronics products. The increasing
complementarity between Vietnam and RCEP partmepliés a greater potential for expanding tradeamiog
years. The formation of a region-wide market untter RCEP can significantly open regional markets fo
Vietnam’s exports through deeper tariff liberaliaat the removal of non-tariff barriers, and thensalidation of

the rules of origin.

" The author is grateful to professor Naoko Shinkiaé Graduate School of International Developmerdgdya
University for her support and valuable commentse Timnancial supports from Nagoya University and thaam
National University are gratefully acknowledged.



1. Introduction
Vietnam has developed profound trade and investnedations with RCEP members during the last twoades.
The RCEP region has become the market for more 4086 of Vietham’s exports, whereas, nearly 80% of
Vietnam’s imports have been sourced from the redibeny RCEP members have been amongst Viethamskarge
investment partners. In 2013, eight RCEP membevre baen listed in top ten of foreign investors iietiam.
Exports and foreign investment have significantptcibuted to Vietnam’s economic growth and indiatitration.
Vietnam’s integration with regional economies be@ari995 with its acquisition of ASEAN membershithe
process of regional integration has been accetkmiteee the early 2000 through Vietham's partidgratinto
ASEAN+1 FTAs between ASEAN countries and its dialegartners. All these ASEAN+1 FTAs have been
implemented and tariffs have been removed or gthdreduced for an increasing number of productthkin
Vietnam and RCEP trading partners. The processtefiation with the regional economies will contna the
coming years as trade liberalization under the ASEAFTAs is extended to cover sensitive and higinbtected
products. The formation of a region-wide FTA untler Regional Comprehensive Economic Partnershife®C
also deepens Vietnam’s integration with regionaneenies through the extended coverage of tariéfribzation,
the removal of non-tariff barriers, and the corgatiion of rules of origin.
How has trade between Vietnam and regional ecormord&veloped after a decade of regional economic
integration, and to what extent has the regionahemic integration contributed to the developmdritade with
regional countries? This paper is an attempt tevanshese questions. In this paper, we review ¢gent trends
in the trading relations between Vietnam and RCEhtries and analyze the impacts on Vietnam’s dxpair
tariff reductions in RCEP trading partners. Thegragontinues with a brief overview of the procebsegional
integration in Section 2. It is followed by the dysés of recent trends in Vietnam’s trade with RCE&Rintries in
Section 3 and the analysis of the changing pattértrade competitiveness and complementarity batwee
Vietnam and RCEP countries in Section 4. Secti@mploys a gravity model and estimates the impdctariff
liberalization in RCEP trading partners on Vietnangxports. Section 6 summarizes the major findiags

discusses policy implications for the RCEP traberalization.

2. Vietnam’s Regional Integration
The last two decades have witnessed the rapidfgnation of free trade agreements in East Asiat Bagn
countries have negotiated and concluded variouke tegreements with countries inside and outsidedpiens,
creating a network of overlapping Free Trade A(&ds\) agreements. According to ADB (2013), the nemobf

FTAs in Asia more than tripled between 2002 and32®bm 70 FTAs to 257 FTAs. The number of FTAshwit



the participation of ASEAN countries and its dialegpartners also increased substantially duringdinee period,
from 27 FTAs in 2002 to 179 FTAs in 2013.

There are various factors that have contributetthéorise of Asian regionalism and the resultingdaxpansion
of free trade areas in Asia, including the disapfoéent with respect to the US and IMF policies dgrihe Asian
Financial Crisis, the slow progress in the Dohaotiajon round, the formation of the NAFTA, the axgion of
the EU and their possible negative effects on ¢igéon’s trade and investment flows, the emergefic¢thmna as a
new global economic power and the rivalries betwdenthree Northeast Asian countries (China, Koazml
Japan). The sluggish recovery and the rising ptioteism in the post financial crisis period havecatreated the
need for Asian countries to strengthen regionagrdtion to deal with the global risks and unceties. Asian
countries have been shifting the growth model asonting more on domestic demand and intra-regimadé to
promote exports and investment. The impetus anavotution of the proliferation of FTAs in Asia lebeen
discussed in the large number of studies such asaKg005), Kawai (2007), Aminian et al. (2008), rar
(2005), Kumar (2011), and Rajan (2005).

For years, there have been discussions amongsirceses and policy makers on the formation of éoregvide
FTA in Asia. On May, 2013, during the East Asiamsuit, the leaders of ASEAN members and the dialogue
partners have announced the official launchinghef negotiation for the Regional Comprehensive Egvboo
Partnership (RCEP). The RCEP is expected to categelithe current SEAN+1 FTAs and create a singjenal
market to further promote trade and investment betwmember countries. Regarding trade in goodsR@EP
will deepen trade integration in member countrieuigh expanding the coverage of liberalization awv
sensitive and highly protected products and renwvion-tariff barriers. The RCEP is expected to terema
framework for the application of rules of origihus reducing the problem of noodle bowls and furgitemoting
trade and resource allocation across the régifime completion of negotiation is targeted atethd of 2015, and
nine rounds of negotiation have been conductedisorf various issues relating to the liberalizatdbirade in
goods and services, investment liberalization, @riypright, competition, trade facilitation, legatd institutional
issues and technical cooperation.

In face of the rapid proliferation of FTAs, Vietndmas made efforts to negotiate and conclude seka@vas with
its major trading and investment partners in Asid around the world. Similar to China and ASEAN minies,
exports and investment have been the major drive/fetham’s economic growth over the last two desad
Through the integration with the regional economiéstnam has been seeking to further expand exparkets

and attract foreign investments to develop its rferturing sector. The engagement in regional FTAalso

! Guiding Principles and Objectives for Negotiatinge Regional Comprehensive Economic Partnership.

http://www10.iadb.org/intal/intalcdi/PE/CM%20201 3881 . pdf
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needed to secure Vietnam’s export markets and tmesg flows in the wake of the rapid expansion o t
regional FTA network.

Vietnam started its integration with the regionebmomies in 1995 with the acquisition of ASEAN merghip
and the implementation of tariff reductions undex ASEAN Free Trade Area (AFTA). The process ofaedgl
integration was accelerated in the 2000s througtptrticipation in ASEAN+1 FTAs between ASEAN caied
and China, Korea, Japan, Australia, New Zealand ladh. After the conclusion of the FTA agreemerithw
China in 2005, ASEAN countries reached a free tiagleement with Korea in 2006 and Japan in 200&8a#
followed by the establishment of the Free Trade dretween ASEAN and Australia and New Zealand &ed t
FTA between ASEAN and India in 2009. Vietnam alsmauded bilateral FTAs with Japan and Korea,
respectively in 2009 and 2015.

In addition to the ASEAN+1 FTAs, a number of FTAsvh been negotiated or concluded between Vietnam an
trading partners outside East Asia, including th€A with the EU and the Trans-Pacific Partnerstgpeament
that are under negotiation. The number of FTAs wlith engagement of Vietnam is relatively low coneglaio
China and some middle-income ASEAN countries, ofifig partly its cautious approach to trade libeedion
and the lack of resources for negotiation. As ofdl2015, Viethnam has been negotiating or signefiekbtrade
agreements, among which 2 FTAs have been signeddiutet in effect and 8 FTAs have been impleménted
Amongst the implemented FTAs, seven FTAs are lacaiside the RCEP region, including the ASEAN free
trade area (AFTA), five ASEAN+1 FTAs and the bilaleFTA between Vietnam and Japan. The remaining
implemented FTA is the FTA agreement between Vietaad Chile, which was signed in 2011 and tookcgffe
2012.

Although certain progresses have been made towartiberalization of trade in services and investimegimes

in recent years, the liberalization of merchandisee has been the focus of ASEAN+1 FTAs. The ASEAN
FTAs adopted a flexible approach to tariff redussioUnder these FTAs, tariff reductions have fobdvdifferent
schedules being applied to different product groaps countries. Sensitive products, which are ofighly
protected with tariffs and non-tariff barriers inet domestic market, are excluded or have a longgog of
implementation and lesser extent of reductionsxiBle and favorable treatments are provided to tesseloped
ASEAN countries, including Vietham. These prefei@ntreatments take the form of longer implemeptati

periods, lesser extents of tariff reductions, atarger number of products specified in the seresitist.

2 ADB Free Trade Agreement Database, https://aticaxd/fta
4



Even a large proportion of tariff lines are subjertariff reduction in the end, the level of tadiberalization
under the ASEAN+1 FTAs is not sufficient (Fukunagad Isono, 2013) Non-tariff barriers have not been
addressed in ASEAN+1 FTAs, in which the provisioglating to the NTMs are missing or are largelgéneral
forms. Different rules of origin adopted in diffeted=TAs also create the well-known problem of needbw! and
significantly undermine the potential benefits oéferential tariffs. The existence of differenceftaschedules
and rules of origin applied in different FTAs inases the transaction costs and prevents firms frsing the
preferential tariffé

Vietnam has made substantial commitments to taeiffuction under ASEAN+1 FTAs, although the level of
commitment and time frames vary with the FTAs. Thenpletion of tariff reductions is set at 2020 iSEBAN-
China Free Trade Area, 2022 in the case of ASEAKeHd-TA, and 2025 in ASEAN-Australia-New Zealand
FTA. Tariff reductions under the ASEAN-Japan EcormoPartnership are too be completed after 18 yiears
the date of entry into force. Although tariff retioos have been taking place in Vietnam, produes are phased
in the reduction list often have low tariff rat&gnificant tariff cuts, however, will take plagethe coming years

when tariff cuts are applied to highly protected aensitive products.

3. The Growth and Composition of Intra-Regional Trade

3.1.The Growth of Intra-regional trade
East Asian countries have been the traditionakti@tt investment partners of Vietnam since they exirl990s
when Vietnam started comprehensive reforms and expbéhe economy to the rest of the world. In 2013,
Vietnam’s exports to ASEAN+6 countries amounte%8.1 billion, accounting for around 44% of totaperts.
More than 70% of Vietnam's imports, or $95.3 bitljovere sourced from the regional economies. Viatsa
exports to the RCEP markets as well as the imgarts RCEP countries increased more than four ticheg
the period between 2004 and 2013.
Amongst the RCEP members, Japan has been one lair¢fest trading partners of Vietnam. Japan has bee
third largest export market of Vietnam, rankingtjbghind the US and the EU. Another important regio
trading partner is China. More than one-fourth détkam’s imports were sourced from China, congjstih a

wide range of products from machinery and equips)gmtoduction materials and consumer goods. Exports

3 According to Fukunaga and Isono (2013), Japan, &dZhina and middle-income ASEAN countries have citach
more than 90% of tariff lines for tariff eliminatipless-developed ASEAN members have less than 9QbBeio tariff
lines being subject to tariff reductions. In theeaf India, less than 80% of tariff lines are cdtted for liberalization.

* The enterprises survey conducted by the ADB hagnsholow level of FTAs utilization. On average,daban 30%
of firms reported using FTA preferences to expArhongst the reasons for not using FTA preferenaésjrasistrative
costs and procedure associated with the rulesigihaare amongst the most cited impediments, whiere reported by
more than 50% of responding firms in Japan and ashmas 60% of responding firms in Singapore Kawa a
Wignaraja (2011).



China remained low until the early of 2000s, buitas accelerated since then. In 2013, exports imaGimounted
to 13.1 billion, which was almost equivalent to theel of exports to Japan. Similar to China, expdo Korea
has rapidly expanded in the latter half of 200@srahe signing of the ASEAN-Korea Free Trade dAd€FTA).
These three Northeast Asian countries, i.e. Chlapan, and Korea, account for a large proportioiefnam
trade with RCEP members. In 2013, around 56% ofndi@’s exports to RCEP markets were shipped toahin
Korea and Japan, whereas as much as 70% of infpemsRCEP countries were sourced from these casth
addition to China, Japan and Korea are importantces of import supply for Vietnam, most of whicte a
motivated by the foreign direct investment flowsnfr Japan and Korea. The ASEAN countries as theeavhol
accounted for around one-third of exports to regianarkets and around one-fourth of imports fromioeal
countries. Trade with other RCEP members remaioed |
The pattern and composition of intra-regional tradeed across trade flows, commodities and tragiagners.
On the export side, Vietham traded intensively VREBEP members in a number of products, includiregribal,
fuel and mineral products, metal, processed foaasportation equipments, and wood products. Theeshof
intra-regional exports were much lower for garmémiwear, and machinery and electronics. On thgoitnside,
high intra-regional trade shares were observedwitda range of products including fuel and mingraiachinery
and equipments, chemical, metal, plastics, garmardsextile. Due to the lack of domestic produrttiVietnam
has depended on the imports of production inputsraachinery for domestic production and investmant
imported inputs and capital goods were largely sedifrom East Asian countries.
The share of exports increased for some RCEP menibeluding Korea and India, but it decreased farsm
other RCEP members, including China, Japan, Aisteald ASEAN as the whole. The relative declinghia
intra-regional exports, however, does not mean etnam has been trading less with the regionahties.
Manufacturing exports and agricultural exports ke tregional markets steadily increased their shares
Vietnam'’s total exports. The share of manufactugrgorts increased from 33.6% in 2004 to 38.8% ®tports
in 2013, and the share for agricultural exportseased from 42.3% to 46.3% correspondingly.
In regards to imports, the share of imports fromRCEP members increased significantly from 63.92004 to
72.2% in 2013. Around 75% of manufacturing imponsre sourced from the regional countries in 2013,
representing a sharp increase compared to thespomding figure of 60% in 2004. The increase inaegl
imports was largely attributed to the increasehim itmports from China and Korea, which substantistrease
shares in Vietnam’s total imports. On the contrdhe shares of imports from Japan and ASEAN coesitri
experienced a considerable decline during the smried.

<Table 1 is about here>

<Table 2 is about here>
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3.2.Changing Composition of Trade
Vietnam’s trade with RCEP members has been basediginam’s endowments of abundant labor forces and
natural resources. The composition of trade withERGnember is largely in line with the country’s geal
composition of trade. The regional countries predidnarkets for Vietnam’s exports of agriculturadgurcts, fuel
and raw materials, garments, textile, and footwanad, supplied machinery, equipment and productiaterials
to Vietnam. However, the pattern and compositiotrade with the regional countries has experiersigaificant
changes in recent years.
Firstly, in line with the change in general compiosi of Vietham exports, the share of agricultwgborts in total
exports to regional markets declined from 18.192004 to 15.9% in 2013. However, the regional marketve
remained important for Vietnam's exports of agriatal products, and the share of agricultural etgpto the
regional markets kept increasing during this period
Secondly, in the past, Vietham exported all of dtade oil production and imported petroleum anctes
products to meet the domestic demand. The oil egfiplant that has been constructed and put inépadion in
recent years has allowed Vietham to reduce imprpgetroleum and export of crude oil as well. Aesault, the
share of exports of fuel and mineral products degppignificantly during the period between 2004 2043,
from 44.7% to 15.6% of total exports to regionalicies.
Thirdly, there has been a significant shift in #weport structure from the exports of fuel, mineaald raw
materials toward labor-intensive manufacturing picid. Exports of garments and footwear have beewigg
fast and became Vietnam’s major exports since dbhe of 1990s. Until the mid of 2000s, however, vittle
exception of Japan, only a small proportion of etpof garments and footwear were shipped to theonal
markets. Most of garments and footwear were exdaideoutside the region, and the US and EU markets
particularly. In 2004, exports of garments, textied footwear accounted for 8.5% of total expootRCEP
countries, and less than 20% of Vietham’s expoftgasments, textile and footwear were shipped gioral
markets. The corresponding figures increased tolyn&2.1% of regional exports and 32.5% of totap@nts of
garments and footwear in 2013. The most signifidantease in the exports of garment and footweatewe
observed in the case of China and Korea. Exportgaahent and footwear to China and Korea increésed
$61 million $148 million in 2004 to $1.7 billion dn$2.3 billion in 2013 correspondingly. Althoughlage
proportion of garments and footwear has been sHippéside the region, the RCEP markets have become
increasingly important for Vietnam’s exports of dabntensive products.
Finally, a substantial increase is also observedttfe exports of consumer electronics. Vietham'sceasful
efforts to attract multinational corporations teést into the country have lead to a sharp increatiee export of

consumer electronics, and computers and teleconuaimns equipments, parts and components in phaticu
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Many multinational corporations have set up thdants in Vietham, and most of their products haeerb
exported. Exports of electronics amounted to arob4@d billion in 2013, which even exceeded the comabi
exports of garment, textile and footwear. A simileend was also observed in Vietnam’s intra-redidrade.
Export of machinery and electronics (HS 84 and Hfi®creased nearly 9 times, from $1.7 billion 602 to $15
billion in 2013. Nearly 40% of Vietham’s exports ofachinery and electronics products were directethe

RCEP markets, and most of which were shipped to&ldapan, India, Malaysia, and Korea.

4. Trade Competitiveness and Complementarity

4.1.Revealed Comparative Advantage (RCA)
A country’s comparative advantage is commonly messthrough the Revealed Comparative AdvantagéAjRC
index. The Revealed Comparative Advantage for dymbis calculated by dividing the share of thatdurct in a
country’s exports by the share of the same proufuttte world’s exports. If the RCA index is greatiean unity,
i.e. the country exports the product more thanwieeld average, the country is said to have a coatpar
advantage in that products. By contrast, when t@& Ehdex is less than unity, the country is saichtve a
comparative disadvantage in the product of coricern
Table 3 reports the comparative advantage indiakesiated in 2013 for Vietnam and RCEP memberscasbe
seen in Table 3, Vietham shows a comparative adganfor 33 product groups, consisting of crude oil,
agricultural products, fishery products, and lalmensive manufacturing products. In regards to the
manufacturing products, Vietnam exhibits a compaeaddvantage in garments, textile, footwear, mastyi and
electronics. These products have been Vietham’smexports to the RCEP markets.

<Table 3 is about here>

The pattern of Vietnam’s comparative advantageedifffrom the pattern observed in high-income RCEP
members. In the case of Japan, Korea, and Singattanee are only few cases where these countries sh
comparative advantage in the same product withneimt Given their level of income, these countrevsdtto
have comparative advantage in capital- and techyealttensive products, The number of overlaps in
comparative advantage is higher for Australia arelvNZealand, most of which is observed in agricaltur
products. There are greater extents of RCA ovebleveen Vietham and other RCEP members. The highest
degree of RCA overlap is found in the case of Cland India. China exhibits a comparative advaniage0

products where Vietham also has a comparative daganThe corresponding number is 16 for India.

®> More specifically, the RCA index is calculated wgthe following formulaRCA;;, = KXt ere X andX;
! ka/Xw t !
are the export of product k in country i and t@sborts of country i respectivel¥;,, andX,, are the world’s

export of product k and total world exports resjpety;
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In regards to the product groups, the largest &xtERCA overlap is observed in electrical machyngrarts and
components (HS 85), where Vietnam, China, middéaine ASEAN countries, Japan and Korea all exhibit a
comparative advantage. In addition to electronRSA overlap between Vietnam and Thailand and Madays
countries is largely observed in agriculture arsthéry products. For lower-income ASEAN countriag;hsas
Cambodia, Philippines and Indonesia, trade sintylartcurs more in labor-intensive products inclgdgarments

(HS 61 and HS 62), footwear (HS 64), and textile.

4.2.Trade Similarities and Competitiveness

To further examine the extent of export similaritye processed the data on top exports of VietnastnRDEP
trading partners at the 4-digit HS level. Tablesndl 5 report top 30 exports of Vietham ranked leyvthlue of
exports and the ranks of the same exports in R&itihg partners in 2004 and 2013. In 2004, mostietham’s
top exports were agricultural and fishery produga;ments, footwear, and crude oil. Agriculturad dabor-
intensive products remained dominant in the listMiétnam’s top exports in 2013, but there were also
considerable changes during this period with tleeeiasing presence of electronic products. In 2818ymber of
electronic products were added to the list (HS 8325 8517, HS 8542, and HS 8518), and some elactron
products move to the top of the list (HS 8525 a®ig471).

<Table 4 is about here>

<Table 5 is about here>
As it can be expected, the number of export oveslage lower for high-income trading partners sustdapan or
Australia compared to the extent of trade overtapiiddle-income ASEAN countries and China. In 201a&an
had only three top exports that were also listeWfigtnam top list. The numbers of overlapping expavere 4
and 2 for Korea and Australia correspondingly. Aajer extent of export similarity was observedNalaysia
and Thailand, each of which had 8 top exports Were also found in Vietnam’s top list. The largestent of
trade overlap was observed in the case of Chinarevth2 Chinese top exports were also listed inligfteof
Vietnam’s top exports. Most of overlapping expdretween Vietnam with China and middle-income ASEAN
countries occurred in electronics, and to a lesgtmnt in agricultural and labor-intensive products
The largest extents of trade overlap were founthéncase of transmission apparatus (HS 8525), atimmiata
processing (HS 8471), electronics integrated ci(els 8542), electrical apparatus for line teleph@ng 8517).
These products were often found in the top expsid for Vietnam, China, middle-income ASEAN coledras
well as Japan and Korea. The large extent of oppif@ electronic exports reflects the high degrée o
specialization in the electronics industries in ASEcountries and other RCEP partners. There wemenaber of

overlapping exports in garments and footwear, Isgrgecurred between Vietnam and China, and between
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Vietnam and India to a lesser extent. There waostimo case of overlapping garments and footweporéx
between Vietnam and middle-income ASEAN counfiel addition to electronic products, export ovprla

between Vietnam and middle-income ASEAN countries accurred in some agricultural products.

4.3.Trade Complementarity
The trade potential between two countries also nidp@n their complementarity. The trade compleménta
refers to the compatibility of trade between the twuntries. Countries are complementary in trateely export
and import similar products. In this case, thera greater opportunity for expanding trade wheiff$aand non-
tariff barriers are reduced. By contrast, if twousties export and import different products thading
opportunity would be limited
The complementarity index between Vietnam and R@Embers are calculated for 2004 and 2013 at ttigit-
HS classification. We calculated the complementaiitlices for Vietnam's exports and imports. Thea@x
complementarity index measures the extent of magchetween Vietnam’s exports and the imports afré¢ding
partners, whereas the import complementarity indeasures the extent of matching between Vietnamp®its
and the exports of its trading partners. The resar reported in Table 6.

<Table 6 is about here>

Because of the large economic diversity among R@Ekbers, the degree of export complementarity sarie
greatly with trading partners. High-income courdriéncluding Japan the US, and the EU, tend to hhee
economic and trade structures that are more congpi@rity to Vietnam, thus having a high degree of
complementarity with Vietnam’s exports. By contr&hina, India and middle-income ASEAN countriesd to
have a lower degree of complementarity with Vietnaime complementarity index calculated for thesentdes
also varies considerably, ranging from 24.6 indhse of India and 30.9 in the case of Thailand.
For many RCEP partners, the complementarity witstndm'’s exports increased considerably between 2664
2013. For example, the complementarity index insedarom 21.5 to 26.1 between 2004 and 2013 ircdlse of
China, and from 18.5 to 30.2 in the case of Makyand from 28.03 to 30.9 in the case of ThailaFtk
increasing complementarity index between Vietnam i trade partners indicates a greater potefdralrade

expansion when tariff and non-tariff barriers amoved under the regional trade liberalization.

® The only exception is footwear with outer solesutifber (HS 6403), which ranked & Indonesia’s top exports
"We followed the methodology proposed by Michael996) to calculate the complementarity index. Tinigex
employed the trade shares to measure the cormeladioveen a country’s exports and the importssaffi#ding partners.

More specifically, the index is calculated as fal® CI;; = 100 x ¥, |@| HereCl;; is the complementary index

between country i and countryx, andm;, are the share of product k in country i's expartd the share of product k
in country j's imports.
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In regards to the import complementarity, the rdglgree of complementarity is observed for ChinpadaKorea,
Singapore, Malaysia and Thailand. This implies thatexport supply from these countries highly matith the
imports of Vietnam. It is consistent with the fétat large part of Vietham’s imports is sourcedrirthe regional
countries. The degree of import complementarityigh lower for Indonesia, Australia, and New ZedlaWith
the exception of Australia and New Zealand, thearhgomplementarity indices between Vietnam ancemoth

RCEP partners significantly increased between 20@412013.

5. Tariff Reductions and Vietham’s Exports to RegionalMarkets

5.1.The Gravity Model
For many years, the gravity model has been widsddwas a powerful tool in the field of internatibeeonomics.
The gravity model has been applied to analyze #terohinants of bilateral trade and investment flothe
impacts of trade policies, and migration. The tiadal gravity model followed the gravitational lasf physics,
explaining bilateral trade volume by the econonites (the mass) of trading partners and the distéetween
them. Despite of the lack of the theoretical jusdifion, the gravity model has gained a lot of gapty thank to
its empirical power in explaining trade flows.
The economic theories have been gradually deve]ogkith turned the gravity model from a model wiittle
theoretical foundation into a model with too mahgdretical foundations (Baldwin and Taglioni, 2006he
theoretical foundations have provided significamgights to the empirical work. Based on the assiompbf
monopolistic competition, Anderson and van Winc¢®p03) have derived the gravity equation and shothat
bilateral trade flows not only depend on the ecoosizes, and bilateral trade barriers, and thetitatdral
resistance term.
There have been a number of empirical studies ampljne gravity model to quantify the impacts aedrtrade
agreements in East Asia. These studies employddratit techniques, estimated the gravity equatimms
different time periods, and sometimes producedradittory results. Clarete et al. (2003) estimdkedeffects of
11 preferential trading arrangements for the pelietiveen 1980 and 2000. They found that, whileAREC
increased intra-bloc trade and members’ total @gpand imports, the AFTA did not affect trade betwe
members but reduced the members’ trade with theofeke world.
Plummer (2006) analyzed the ASEAN economic intégmaand discussed policy lessons for ASEAN coustrie
from the European experiences. He estimated a tgraguation and found that the ASEAN membership
significantly increased bilateral trade among ASE&dlntries. On contrary, Bhavish et al. (2007) yred the
impacts of free trade agreements in Asia-Pacifgiore and found that the ASEAN increased trade betwe

ASEAN countries and the rest of the world, busiassociated with lower intra-ASEAN trade.
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Manchin et al. (2008) applied the gravity equatimal estimated the impacts of tariff reductionsrararASEAN
trade. Their estimation showed that tariff redussidnave significant and positive effects on ASEA&He flows
when the magnitude of preferences is greater tb&h This suggests that the cost of applying forpttederential
tariffs can be high and this may render the stitmdgeffects of preference tariffs. In a recenidyt Okabe and
Urata (2014) also employed a gravity equation astonated the impacts of preferential tariffs omarASEAN
trade for 54 product groups. Their estimation rsssihowed that the impacts of ASEAN trade libeadion vary
between countries. While tariff reductions increiade among original members in a wide range ofpets, but
have limited effects for less-developed ASEAN mersliecluding Vietnam.
In order to quantify the impacts of trade liberatian under the AFTA and ASEAN+1 FTAs on Vietnain&le,
we have constructed and estimated a gravity madteVietnam. The gravity equations employed in cualgsis
is as follows:
TR;; = o In(GDP,,;GDP;;) +; In(POP,, .POP;) +; In(YDIFF;.) + <, In(RER;;)
+ocs In(MARGIN;;) + B, DY, + 8; DPART; + &,

HereTR;, is the trade volume between Vietnam and tradimtnpai in year t;

GDP,, . and GDP;, are the real GDP of Vietham and trading partrietyear t, respectively

POP,, . and POP;, are the population of Vietnam and trading partieryear t, respectively;

YDIFF;, is the difference in real per capita GDP in absoltalue between Vietnam and trading partner i in

year t;

RER;, is the bilateral real exchange rate between Viataad trading partner i in year t;

MARGIN; , is the preferential tariff margins provided bydireg partner i in year t;

DY, and DPART; are the dummy variables for year and trading jgastrrespectively;
GDP and population are commonly found variablestimpirical studies, and their effects on trade aedl w
discussed. The GDP of exporting and importing cdesitare included to account for the expendituresautput
in the importing countries and exporting countriespectively. The variables are expected to hapesitive
correlation with bilateral trade. The increasehia GDP of importing countries raises the demandyfmrds and
services, whereas the increase in the GDP of drgorbuntries implies a higher production capaeitgl export
supply.
The population variable is used as a proxy fomtlaeket size. A large population of importing coiggrimplies a
large market and a higher demand for imports. Hawnethe population of exporting countries does not
necessarily increase trade. On one hand, a laqg@atmn of exporting countries implies a large d@mbc market
and may reduce the incentive to export. One therdiland, a large domestic market allows firms tol@k the

economies of scale and results in higher outputisTthe population of exporting countries can beatiegly or
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positively correlated with exports. The absolutéfedénce in per capita income between Vietham aadirig
partners is introduced into the gravity equatiomeoresent the different in factor endowments. dtefficient of
this variable can have minus or plus signs.

The bilateral real exchange rates are calculate¥itinam and each trading partners using the nahgixchange
rates against the US dollars and consumer pridegadf Vietnam and trading partners. An increasthée real
exchange rate implies a real depreciation of Viegse dong against foreign currencies, which is @rpeto
encourage exports and discourage imports. Thuse#liexchange rate variable is expected to pegjtieorrelate
with export flows and negatively correlate with ionpflows.

In addition to GDP and population, there are a remdj variables that are commonly employed in treevigy
equation to account for trade costs such as dis&amommon languages, common borders, and colorkal In
the empirical studies, distances between tradimtn@as have been consistently found to reducedndhtrade.
Sharing a common border and having a common lamgleagers the transaction costs, thus stimulatitatdral
trade. Colonial links are also expected to redtaxde costs and increase trade. These time-invariaiables are
not accounted for in our gravity equation becaustheair co-linearity with country fixed effects. Wistroduced
time and country effects in all estimations of fravity equation. The year dummies are includedoatatrols for
idiosyncratic shocks that may affect bilateral &dtbws such as business cycles. The country dummie
employed to account for unobservables that areelated with the FTAs and trade flows (Baer et2007).

In the empirical studies based on the gravity moiddias been a common practice to use dummy Jasgab
capture the effects of free trade agreements. TRedummies are defined for each pair of countréas] take the
value of unity when the two countries belong to BWA under consideration and zero otherwise. A th@si
coefficient of the FTA dummy implies that the FTrciease trade amongst members. The changes frrae$
are often not accounted for in empirical studieswiver, Kazunobu (2013) showed that the inclusibRTA
dummies does not significantly affect the coefiitief tariff variables, thus the FTA dummies are swfficient
to control for the variations in bilateral tarifaites. Besides that, under ASEAN+1 FTAs, tariffs gnadually
reduced according to different schedules that wvétly countries and FTAs. The use of FTA dummies may
accurately capture the impact of tariff reducti¢@&abe and Urata, 2013).

In this analysis, we directly took into account #wtual tariff reductions to quantify the impactsegional FTAs.

Following Manchin et al. (2008), we calculated gineferential margin as follows:

MFN;, — PRF;;

MARGINye = —
it

hereMFN;, and PRF;, are the applied MFN and preferential rates, respdg. A positive coefficient for

MARGIN; . implies a positive impacts of tariff reductions \dietnam’s bilateral trade with RCEP countries.
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5.2.Data and Estimation Results
The gravity model cover 52 trading partners, whaclksounted for around 95% of Vietham exports in 2048
RCEP trading partners are included with the exoepdf Myanmar, for which data on trade and GDPlargely
unavailable. The gravity model is estimated forgkeod between 2000 and 2013. The list of tragiagners and
Vietnam’s exports to these partners are presentédble 7.

<Table 7 is about here>

Data on GDP, population, GDP deflators, consumigepr and official exchange rates are collectethfWorld
Bank's databarfkReal GDP is defined in terms of constant 2005 Uadp Data on Vietnam’s exports to each
trading partners is collected from UN COMTRADE d=tse through WITS utility. The nominal values opests
are deflated using country GDP deflators and tl@verted into 2005 U.S. Dollars. With regards tdfftaata,
we collect the MFN tariffs and preferential tarifinder the AFTA and ASEAN+1 FTAs as reported by RCE
trading partners through the TRAINS/WITS databdse preferential rates reported in each year ambaoted to
construct a single schedule of preferential tadfes for each RCEP trading partner. From theéé sahedules,
we calculated the simple average MFN applied rateks preferential rates, and the preference mafgmiotal
trade and disaggregated product groups.
The gravity equation is estimated for total expadswvell as eighteen product groups, including ndat's major
exports such as agricultural products, mineral emde oil, garment, textile and electronics. Tis¢ dif product
groups and their classification are reported inl@ &) and the results of estimation are reportefiainle 9. As can
be seen, the traditional gravity variables largelye expected and statistically impacts on tramedsl The GDP
variables are positively correlated with exports, fotal exports and most of product groups. Simita GDP
variables, the population variables tend to shopositive correlation with exports. The GDP and dapon
variables have negative coefficients in some casa@sin most of these cases they are statisticadlignificant.
The differences in per capita income between Vietaad trading partners have negative or positivedfioents
varying with the product groups. The real excharage has positive coefficients in most regressiouméons, but
it is only statistically significant for total exgs, animal and fishery products, processed foaderal, footwear,
metal, and machinery.
Turning to tariff reductions, the impact of tan#ductions on total exports is positive but the niagle of effect
is low’. The regressions by products groups show thaintpacts of tariff reductions in RCEP trading partne

vary considerably with products. Positive and statally significant impacts of tariff reductionseafound for

® These data is obtained from http://data.worldbagk.o

° The regression analysis accounted for tariff redostin six ASEAN dialogue partners (China, Japkorea,
Australia, New Zealand, and India) and four ASEAN rdoes (Cambodia, Indonesia, Thailand, and Philipgin
Singapore and Brunei are not taken into consideratiecause their tariff rates are already set miszéd.ao and
Malaysia are not included due to the unavailabdityariff data.
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animal and fishery products (HSO1 to HS05), teXtl& 50 to HS 60), glass, ceramic and construatiaterials
(HS 68 to HS 71), machinery and mechanical appiightS 84), and electrical machinery and equipmid&t §5),
and other manufacturing products (HS 90 to HS B8).processed food, garment, and footwear, tadtictions
have positive effects, but the effects are statflii insignificant.

<Table 9 is about here>

<Table 10 is about here>
To further investigate the impacts of tariff redaos for each trading partners, we estimated theityrequation
with the interaction between tariff reductions dratling partners. As can be seen in Table 10, ab#icients of
tariff reductions vary with trading partners anaguct groups, but they tend to have more stimudagiffiects on
exports in China, Japan, Korea, Australia, and Mewaland. By contrast, tariff reductions show nasigant and
positive impacts in the case of India. For the @sgion with total exports, tariff preferences haasitive
coefficients in the case of Philippines, Thaila@hina, Japan, Australia and New Zealand, but threynat
statistically significant in the case of New Zealan
The effects of tariff reductions are rather limitet mineral, fuel, chemical, wood and paper, fosaw and
transportation means. The positive effects of ftaméferences are most often observed for animdl famery
products, and electrical machinery and equipmeatifflreductions have expanding effects on expoftanimal
and fishery products in the case of China, JaparstrAlia, Korea, and Thailand, and on exports ettelal
machinery and equipment in the case of ThailanprdaKorea, Australia, and New Zealand. Positifeots of
tariff reductions are also observed for other maatiring products and agricultural products, intigdfruits,
vegetables, coffee, and tea (in Japan, Thailand, Kworea), processed food (China and Japan), gasment
(Cambodia, Indonesia, and Australia). textile (Imelsia, Japan, and New Zealand), glass, ceramic and
construction materials (Indonesia, Philippines, é&rAustralia, and New Zealand), iron, steel argometal
(Indonesia, Japan, Australia, and New Zealand),raachinery and mechanical appliance (Thailand,iffiiles,

and Australia).

6. Concluding Remarks

In this paper, we have reviewed Vietnam’s integratvith the regional economies over the last tweades and
analyzed the recent trends and development in &fetmtrade with RCEP trading partners. We have eyaal a
gravity model to estimate the impacts of tariff fprences in RCEP Trading partners on Vietnam’'s HRpi@
regional markets.

Our analysis has showed that tariff liberalizatioxder the AFTA and ASEAN+1 FTAs has produced peesiti

effects on Vietnam'’s exports. Exports to regionarkets have substantially increased over the &styears
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together with the formation of the free trade areasveen ASEAN and its dialogue partners. Theree lmen
observed significant shifts in the composition aétdlam’s exports to regional markets, from fuelnenal and
raw material toward manufacturing products, andngeats and electronics in particular. It is alsodewmt from
our analysis that tariff reductions under regioRdlAs have positive effects on Vietnam’'s major expor
especially on the exports of agricultural produwctd electronics.

Over the last two decades, economic transformafiondetnam and RCEP trading partners have broabout
significant changes in the pattern of trade. Thempetitiveness of middle-income ASEAN countries bagn
eroding in labor-intensive industries, and indeleere is a low degree of export overlap betweenndist and
these countries in garment, footwear, and tex@igsides that, trade complementarity has been isicrg®etween
Vietnam and most of RCEP trading partners, inclgddhina and middle-income ASEAN countries. The éase
in complementarity implies a greater potentialégpanding trade when tariffs and non-tariff bagieontinue to
be reduced or removed under the ASEAN+1 FTAs aadR@BEP.

The formation of a region-wide market under the RQEould further open regional markets for Vietnam'’s
exports. The RCEP is expected to further deepentah# liberalization and extend the coverage afift
reductions toward sensitive and highly protectemtipcts in trading partners. The removal of norftbarriers,
which have not effectively been addressed in thEA$+1 FTAs, is beneficial for Vietham'’s exportspesially
for the exports of agricultural products. The existe of different rules of origin under ASEAN+1 FSAas
significantly undermined the effects of tariff peegnces. Firms cannot make use of preferentidistao export to
regional markets if they fail to meet the ruledfiin. Administrative costs and complying costsasated with
the rules of origin have prevented exporting finmdake advantage of preferential tariffs. The otidation of
the rules of origin and the formation of cumulatimde of origin across the RCEP region can bringuab
significant benefits for Vietnam’s exports. This éspecially true because Vietnam’s manufacturingoes
heavily depend on imported materials and importedipction inputs have been largely sourced fronréiggonal

countries.
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Table 1: Vietnam's Exports 2004-2013

Export Value Shares of Exports to RCEP Countries (%)
US$ Million ASEAN | ASEAN+6 | Indonesia | Malaysial Philippine# Singapore | Thailantl Japanl Koreal Chinal Indial Austra'ia Nelart!
VIETNAM'S EXPORTS 2004
Total Exports 26485 15.3 49.5 1.7 2.4 1.9 5.6 2.0 13.4 3 2 10.9 0.3 7.1
Exports to Regional Countries by Commodities
Agriculture 558 11.8 42.3 0.6 3.2 3.6 2.6 0.9 15.8 35 7.7 0.8 2.6 0.
Fuel and mineral 6385 32.0 91.8 55 4.3 0.1 17.6 2.1 7.5 0 1 26.9 0.2 24.1
Manufactures 145310 9.2 33.6 0.5 1.2 2.0 15 2.3 15.0 2.4 2 5. 0.2 14 0.
Of which: Garments and Textile 4785 2.9 19.2 0.2 0.9 30 0.3 0.3 12.2 2.6 0.8 0.0 0.6
Footwear 2839 0.9 6.9 0.1 0.2 0.1 0.3 0.1 3.0 0.8 0.8 0.1 1.0 0.
Chemical 2 36.9 71.0 14 4.8 34 31 7.9 221 2.4 8 4 1.0 3.8 0.
Metal 49 35.9 55.6 1.2 5.7 0.2 4.7 3.7 13.6 14 1.6 0.2 2.6
Machinery & rquiptment 2182 27.9 77.2 0.9 14 509. 4.4 11.0 40.3 3.2 4.0 0.4 0.8
Transportation means 83 12.5 31.6 1.6 1.3 7.0 03 1.6 9.1 0.3 8.6 0.0 0.8
VIETNAM'S EXPORTS 2013
Total Exports 132032 141 44.0 1.9 3.8 13 2.0 2.3 10.3 15 10.0 18 2.6
Exports to Regional Countries by Commodities
Agriculture 1996¢ 13.0 46.3 1.1 2.6 2.5 2.5 1.8 7.7 4.1 518. 1.0 1.9 0.2
Fuel and mineral 10866 29.9 88.6 2.5 10.1 11 3.7 3.3 3 20. 9.6 13.3 0.4 15.0
Manufactures 101199 12.6 38.8 2.0 3.3 1.1 1.8 2.3 9.7 4.8 9 7 2.1 1.5
Of which: Garments and Textile 219334 3.7 32.5 0.9 0.5 0.3 0.2 0.7 12.1 9.5 6.2 0.4 0.5
Footwear 8946 25 16.4 0.6 0.4 0.3 0.4 0.3 5.0 2.9 2 4 0.4 1.2 b
Chemical 2331 35.0 724 3.6 4.4 4.1 13 4.1 20.1 4.5 6.5 5.4 0.7 0.
Metal 4782 41.6 63.0 7.9 5.4 4.4 2.0 7.0 9.2 5.5 2.1 2.0 25
Machinery & rquiptment 40518 14.0 36.9 2.2 4.8 21 2.5 2.8 7.3 2.3 7.7 35 1.8
Transportation means 2495 29.3 69.2 2.6 2.3 2.0 1 8 100 17.7 15.3 4.8 1.0 0.9

Source: COMTRADE database and the author’s caloula
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Table 2: Vietnam's Imports 2004-2013

Import Value Shares of Impports from Regional Countries (%)
US$ Million |ASEAN |ASEAN+6 | Indonesia | Malaysia Philippines |Singapore | Thailand | Japan | Korea | China India | Australiai
Year 2004
Total Imports 31969 24.3 63.9 2.1 3.8 0.6 11.3 5.8 111 051 14.4 1.9 1.4
Imports from Regional Countries by Commodities
Agriculture 194 33.0 70.3 5.6 10.9 1.6 6.0 7.2 2.6 0.6 9.9 9.9 105
Fuel and mineral 42%3 53.4 81.9 0.5 1.2 0.8 39.7 11.0 05 80 195 0.4 0.1
Manufactures 25749 18.8 60.5 21 3.7 0.5 7.0 4.8 135 117 391 15 1.0
Of which: Garments and Textile 3713 6.4 56.0 1.6 1.6 10 0.6 2.4 8.6 23.3 16.9 0.6 0.1
Footwear 293 1.0 47.4 0.3 0.0 0.0 0.3 0.3 0.3 16.4 729 0.0 0.0
Chemical 3233 26.5 65.9 3.4 4.6 1.7 11.9 4.6 6.2 7.0 216 3.6 1.0
Metal 4194 16.6 63.7 18 55 0.4 4.9 3.9 17.6 8.8 15.0 24 3.1
Machinery & rquiptment 6546 19.6 64.6 1.4 3.1 0.2 10.3 4.6 21.6 9.7 12.8 0.4 0.5
Transportation means 2465 9.4 45.3 1.5 0.3 0.4 2.0 5.2 15.0 13.4 7.4 0.0 0.1
Year 2013
Total Imports 132033 16.1 72.2 1.8 3.1 0.7 4.3 4.8 8.8 715. 27.9 2.2 1.2
Imports from Regional Countries by Commodities
Agriculture 1134y 21.8 47.8 4.4 5.8 0.9 1.9 5.4 0.8 1.9 6.2 8.5 6.0
Fuel and mineral 10686 39.7 69.5 15 6.7 0.0 19.6 55 09 7.6 19.5 0.8 1.0
Manufactures 109998 13.3 75.0 1.6 25 0.8 3.1 4.6 10.3 17.9 31.0 1.7 0.7
Of which: Garments and Textile 12446 5.6 72.0 1.0 0.9 0.0 0.1 35 6.1 17.4 39.5 2.7 0.7
Footwear 492 4.1 70.7 1.2 0.4 0.0 0.0 2.2 0.4 11.6 554 0.2 0.0
Chemical 11233 13.2 85.0 0.8 2.9 11 4.8 3.6 10.1 322 38.8 0.4 0.1
Metal 15339 7.2 77.6 15 16 0.5 0.8 2.2 18.4 17.8 27.9 3.0 3.2
Machinery & rquiptment 46119 17.9 62.4 2.6 3.0 51. 4.5 5.9 5.7 8.0 25.7 4.2 0.8
Transportation means 3311 16.7 53.3 2.6 0.7 0.3 2 0. 12.8 12.0 11.4 12.0 1.2 0.1

Source: COMTRADE database and the author’s caloulat
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Table 3: Vietnam's Revealed Comparative Advant@jes®

Product Product Description RCA Indices
Code Vietnam | Indonesia | Malaysia | Philippineq Singapor} Thaila] ~ China | Japan | Korea | Australia | New Zealanfd Indig

9 Coffee and tea 11.38 4.26 0.24 0.02 0.25 0.1 0.41 0.05 0.02 0.06 0.05 3.17
46 Manufactures of straw, esparto/other plating mat .349 3.03 0.03 6.72 0.03 0.31 5.29 0.01 0.01 0.01 0 0.05
64 Footwear, gaiters and the like 9.15 2.93 0.09 0.09 101 0.43 3.18 0.01 0.13 0.03 0.02 1|07
3 Fish & crustacean, mollusc 6.56 2.68 0.47 1.77 0.11 815 0.97 0.32 0.47 0.63 4.9 2.B5
62 Art of apparel & clothing access 6.13 1.96 0.15 1.2 110. 0.41 2.83 0.03 0.16 0.03 0.06 2|38
11 Prod.mill.indust; malt; starches; 5.49 0.45 0.35 230. 0.08 5.34 0.25 0.1 0.1 2.67 0.44 087
61 Art of apparel & clothing access, knitted or cra 4.86 1.55 0.27 1.23 0.14 0.67 3.55 0.02 0.14 0.03 0.04 1.68
16 Prep of meat,fish or crustaceans, moluscs etc 418 1.86 0.33 4.35 0.07 10.66 1.39 0.3 0.14 0.17 2.15 0.12
65 Headgear and parts thereof. 3.48 0.38 0.2 0.52 0.06 8 05 4.15 0.33 0.5 0.1 0.52 0.p6
42 Articles of leather; saddlery/harne 3.35 0.46 0.06 031. 0.38 0.51 3.46 0.02 0.29 0.06 0.03 1.86
10 Cereals 3.24 0.01 0.01 0.02 0.02 2.95 0.03 0 0 4.64 0.09 4.7
14 Vegetable plaiting materials; vegetable products .073 4.87 5 1.37 0.89 0.55 0.94 0.06 0.01 0.02 1.18 4.46
25 Salt; sulphur; earth & ston; plaste 3.02 0.38 0.65 190. 0.08 1.53 0.64 0.41 0.37 0.51 0.57 4.47
8 Edible fruit and nuts; peel of citrus 2.89 0.43 0.1 624. 0.07 0.89 0.35 0.03 0.05 0.74 5.96 d.93
50 Silk. 2.7 0.02 0.01 0.02 0.09 0.31 4.07 0.74 0.85 0.07 0 .69
63 Other made up textile articles; sets, worn ctahi 2.47 0.51 0.24 0.32 0.12 0.44 3.37 0.1 0.33 0.13 0.22 3.89
94 Furniture; bedding, mattress, matt support 2.4 0.77 0.93 0.43 0.26 0.49 2.93 0.12 0.32 0.07 0.19 27
59 Impregnated, coated, cover/laminate textile abri 2.34 0.43 0.19 0.04 0.18 0.51 2.27 0.87 1.63 0.07 0.19 0.48
52 Cotton. 2.28 1.18 0.45 0.01 0.06 0.89 2.07 0.24 0.37 2.61 0.01 8.75
40 Rubber and articles thereof. 2.07 4.3 3.03 0.37 0.26 2 6. 0.88 1.57 1.24 0.07 0.08 0f4
44 Wood and articles of wood; wood charcoal. 2.07 82.6 2.57 8 0.04 1.28 0.78 0.02 0.02 0.54 11.19 14
85 Electrical mchy equip parts thereof 2.06 0.48 2.24 183. 2.55 1.09 2.13 1.27 2.04 0.09 0.17 d.28
54 Man-made filaments. 2.05 2.46 1 0.01 0.19 1.25 2.59 111 222 0.03 0.03 2.84
55 Man-made staple fibres. 2.02 5.69 0.63 0.18 0.17 2.66 27 2. 1.24 1.54 0.03 0.04 29
53 Other vegetable textile fibres; paper yarn & wove 1.27 0.22 0.1 2.42 0.01 0.39 2.84 0.16 0.09 0.01 0.01 4.75
96 Miscellaneous manufactured articles 1.23 0.79 0.63 78 0. 0.3 0.89 2.99 1.35 0.58 0.07 0.11 g.82
69 Ceramic products. 1.2 0.63 0.48 0.12 0.06 1.12 2.92 0.68 0.12 0.07 0.03 0.56
41 Raw hides and skins (other than fu 1.14 0.42 0.06 02 0. 0.19 1.34 0.11 0.21 0.97 2.56 6.96 4.17
60 Knitted or crocheted fabrics. 1.12 0.36 0.26 0.17 0.11 0.77 3.22 0.47 4.02 0.02 0.18 oj2
7 Edible vegetables and certain roots 1.08 0.16 0.23 301 0.02 1.86 0.95 0.01 0.08 1.05 2.35 1.1
56 Wadding, felt & nonwoven; yarns; twine, cordage 071. 0.57 0.6 0.68 0.17 1.26 1.33 0.97 0.99 0.08 0.43 0.75
24 Tobacco and manufactured tobacco substitutes 1 2.2 72 0 2.67 0.94 0.19 0.26 0.14 0.43 0.09 0.74 .38

Source: COMTRADE database and the author’s caloulat

Notes: (i) This table only lists the products thigtnam has a comparative advantage
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Table 4: Vietnam's Top Exports 2004

Product Product Vietnam's Exports | Ranks of Top ExparRBCEP Countries (i)
Code Description Value | Ranks] Malaysia| Singaporl& Thailarfi hing&C | Japan | Korea | Australia'New Zealari India
2709 |Petroleum oils and oils obtained from bituminous] 5670.6 ] 4 1175 22 85 965 1188 4 14 17
306 Crustaceans, whether in shell or not 1362.6 2 58 2 21 21 156 519 547 27 47 | 2
6404 | Footwear with outer soles of rubber 1154.8 3 197 7 29 191 68 787 605 593 513 20
1006 | Rice. 950.3 4 782 347 5 356 666 863 229 1090 6
6403 | Footwear with outer soles of rubber 761.4 5 276 242 45 12 695 238 323 122 P1
9403 | Other furniture and parts thereof. 716.7 6 17 203 28 14 462 221 149 82 g1
6203 Men's or boys' suits, ensembles, jacket 694.3 7 3 16 155 63 20 649 160 354 132 38
901 Coffee, whether or not roasted or decaffeinated; 642 9 691 320 463 831 876 919 390 690 99
6204 | Women's or girls' suits, ensembles 634.5 9 112 147 8 4 6 423 80 278 166 9
4001 | Natural rubber, balata, gutta-perch 480.7 10 18 86 4 1126 826 873 855 995 185
801 Coconuts, Brazil nuts and cashew nuts 436.7 11 463 44 3 493 1180 1180 1140 688 1090 27
8473 |Parts and accessories suitable for use with magid 433.1 13 3 4 3 2 4 5 31 127 b2
8544 | Insulated (including enamelled or a 389.8 13 41 62 2 3 35 70 37 107 89 147
6405 | Other footwear. 381.9 14 185 232 455 138 933 630 503 524 370
2701 | Coal; briquettes, ovoids and similar 354 15 742 8110 975 34 1023 834 1 34 198
6110 | Jerseys, pullovers, cardigans 347.4 16 115 48 57 11 90 3 75 288 233 9L
6205 | Men's or boys' shirts. 330.6 17 108 270 119 61 833 110 39 5 354 1}
6402 | Other footwear with outer soles 316.2 18 151 418 99 7 1 676 419 714 488 640
304 Fish fillets and other fish meat 300.2 19 477 265 74 1 440 260 290 18 397
6104 | Women's or girls’ suits, ensembles 297.1 20 142 8 11 160 23 693 257 428 335 D6
4202 | Trunks, suit-cases, vanity-cases 273.1 21 392 169 91 13 509 239 334 258 39
307 Molluscs, whether in shell or not 269.5 22 153 313 05 161 328 108 73 16 145
6109 | T-shirts, singlets and other vests 252.9 23 156 140 76 31 583 122 430 294 |13
6201 | Men's or boys' overcoats, car-coats 252.6 24 396 73 6 257 57 786 335 799 409 164
9401 |Seats (other than those of heading 94.02), and j| 250 25 39 428 43 27 131 156 226 168 B50
6202 Women's or girls' overcoats, car-coats 244.1 26 91 3 565 243 51 634 336 867 537 439
8471 | Automatic data processing machines 221.6 27 2 3 1 1 0o 1 6 28 152 108
8712 | Bicycles and other cycles, not motorised. 208.4 8| 2 760 678 318 76 675 1026 712 568 b63
2710 |Petroleum oils and oils obtained from bituminou 207.2 2 8 2 8 29 77 7 14 146 2
904 |Pepper of the genus Piper; dried or crushed om; 152.1 3 251 306 651 446 943 670 868 960 114

Source: COMTRADE database and the author’s calonlat
Notes: (i) Trade data is not available for Indoaesid Philippines at the HS classification
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Table 5: Vietnam's Top Exports 2013

Product |Product Vietnam's Exports The Ranks of Top Exports in RCEP Partners

Code Description value | Rank Indonesia | Malaysia | Philippines | Singapore | Thailand | china | Japan | Korea | Australia | New zeland | India

8525 |Transmission apparatus for radio-telephony 19475.5 1 60 23 62 8 18 2 19 7 53 106 19
2709 |Petroleum oils and oils obtained from bitumino] 7375.4 2 4 5 10 1018 37 258 1166 1166 5 6 1193
8471 |Automatic data processing machines 5787.2 3 21 6 2 3 1 1 44 16 43 132 163
6403 |Footwear with outer soles of rubber 3639.2 4 8 343 461 234 115 34 665 354 276 479 24
9403 |Other furniture and parts thereof. 2961.8 5 26 18 53 189 80 8 466 278 237 113 109
1006 |Rice. 2926.3 6 751 651 318 284 9 518 638 845 59 759 5
6404 |Footwear with outer soles of rubber 2865.1 7 33 458 213 280 246 43 764 543 506 601 311
0901 |Coffee whether or not roasted 2551.4 8 27 596 705 346 812 645 738 717 346 383 104
8517 |Electrical apparatus for line telephony 2527.1 9 143 11 33 12 21 4 43 8 55 87 46
8544 [Insulated wire, cable 2516 10 28 37 6 76 48 22 73 31 130 81 75
6204 |Women's or girls' suits ensembles 2440.9 11 34 385 39 276 219 24 513 251 332 282 18
4001 |Natural rubber balata 2378.7 12 5 12 101 177 4 920 955 926 623 915 370
0304 |Fish fillets and other fish meat 2262.1 13 84 357 79 436 130 98 383 216 496 26 267
8542 |Electronic integrated circuits and micro assembl 2179.1 14 63 1 1 1 5 3 3 2 206 165 213
6110 |Jerseys pullovers cardigans 2081.7 15 31 167 82 242 150 20 546 369 515 321 176
6203 |Men's or boys' suits ensembles 2056.2 16 38 258 85 333 193 37 541 408 328 273 50
0306 |Crustaceans whether in shell or not 2052.9 17 22 85 43 423 47 228 637 569 44 22 11
6402 |Other footwear with outer soles 1729.5 18 55 300 424 312 172 17 699 478 475 670 226
4202 |Trunks, suit-cases, vanity-cases 1687.1 19 122 332 60 99 126 12 569 122 255 354 43
0801 |Coconuts, Brazil nuts and cashew nuts 1668.6 20 121 518 46 369 438 1131 1166 1071 801 637 55
9006 |Photographic (other than cinematographic) 1511.4 21 441 120 29 141 147 406 382 424 329 508 567
6104 |Women's or girls' suits, ensembles 1423.5 22 44 272 51 218 238 9 688 334 485 364 85
6109 |T-shirts, singlets and other vests 1398.3 23 76 198 113 247 107 46 608 269 399 433 15
1605 |Crustaceans, molluscs and other aquatic inverte] 1178.5 24 51 320 149 366 29 109 206 313 224 114 369
2710 |Petroleum oils and oils obtained from bitumino 1158.7 25 20 3 14 2 2 15 5 1 13 27 1
4401 |Fuel wood 1125.6 26 140 234 694 681 123 1044 967 1038 37 99 1099
6201 |Men's or boys' overcoats, car-coats 1035.9 27 94 664 227 724 399 68 701 542 584 614 600
8518 |Microphones and stands therefor; 1024.9 28 82 45 142 98 131 27 262 103 180 261 313
9401 |Seats (other than those of heading 94.02), and 970.7 29 61 61 111 431 76 16 124 89 296 230 300
5205 |Cotton yarn (other than sewing thread) 912.1 30 87 293 986 786 180 216 716 197 853 1113 7

Source: COMTRADE database and the author’s caloulat
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Table 7: List of Trading Partners in the Gravity déb

Partner Name Partner Code Vietnam's Exports 2013
Million USD | %

Angola AGO 125 0.]
United Arab Emirates ARE 4138 3.1
Argentina ARG 192 0.]
Australia AUS 3488 2.4
Austria AUT 1905 1.4
Belgium BEL 1323 1.4
Bangladesh BGD 486 0.4
Brazil BRA 1105 0.4
Canada CAN 1558 1.9
Switzerland CHE 288 0.2
Chile CHL 220 0.4
China CHN 13178 10.9
Cote d'lvoire Clv 247 0.4
Czech Republic CZE 180 g1
Germany DEU 4737 3.4
Denmark DNK 267 0.4
Algeria DZA 177 0.1
Egypt, Arab Rep. EGY 220 02
Spain ESP 2110 1p
France FRA 2203 1.7
United Kingdom GBR 3696 2|8
Ghana GHA 247 0.4
Greece GRC 186 0.1
Hong Kong, China HKG 4113 31
Indonesia IDN 2502 1.9
India IND 2355 1.9
Israel ISR 405 0.
Italy ITA 2291 1.1
Japan JPN 13544 10
Cambodia KHM 2934 2.4
Korea,Rep. KOR 6683 5.]
Lao PDR LAO 423 0.3
Mexico MEX 892 0.1
Malaysia MYS 4984 3.4
Netherlands NLD 2936 2.3
Norway NOR 109 0.1
New Zealand NZL 274 0.4
Pakistan PAK 187 0.1
Panama PAN 235 0.4
Philippines PHL 1732 1.
Poland POL 351 0.]
Portugal PRT 245 0.2
Russian Federation RUS 1921 1.5
Saudi Arabia SAU 471 0.4
Singapore SGP 2691 2p
Slovak Republic SVK 392 (0] K]
Sweden SWE 905 0.y
Thailand THA 3070 2.3
Turkey TUR 1174 0.9
Ukraine UKR 257 0.4
United States USA 23870 184.1
South Africa ZAF 764 0.4

Sub-total 124986 94.Y
Total Exports of Vietnam 132034 100.p

Source: COMTRADE database and the author’s calounlat
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Table 8: List of Product Groups in the Gravity Mbde

Product HS Code Description
Name

Tot Total Total trade

Anim HS 01 HS 05 Animal, fish, eggs and dairy product

Veget HS 06 to HS 15 Fruits and vegetables, coffeet@m, cereal,
animal and vegetable fats and oils

Foodp HS 16 to HS 24 Processed fish and meat, medeggetables and
fruits, sugar, cocoa, tabacco and beverage

Miner HS 25 to HS 26 Salt, sulfur, Earth and stomespslag and ash

Fuel HS 27 mineral fuel, oil and products

Chem HS 28 to HS 38 Organic chemical, pharmaceuyticaducts, fertilizers
Tanning/dyeing extract

Plast HS 39 to HS 40 Plastic and rubber thereof

Skin HS 41 to HS 43 Raw hides and skins, and artmfiésather, furskins
and artificial furs

Wood HS 44 to HS 49 Wood and article of wood, chdrqmap of wood
paper, paperboard, printed books

Textile HS 50 to HS 60 Silk, wool, cotton, fibresypat, fabrics

Garment HS 61 HS 63 Apperal and clothong access

Footw HS 64 to HS 67 Footwear, gaiters, umbrella

Glass HS 68 to HS 71 Glass and glasswear, ceranilipts) stine, cement

Metal HS 72 HS 83 Iron and steel, copper, and otretaim

Machin HS 84 Machinery and mechanical appliance

Electr HS 85 Electrical machinery and equipment

Transport HS 86 HS 89 Trans portation means, Autolapliiootorcycles, bycycles

Misc HS 90 to HS 99 Other manufacturing products

Source: COMTRADE database and the author’s caloulat
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Table 9: Impacts of Tariff Reductions on Vietnarm&gorts

Tot Anim Veget | Foodp | Miner | Fuel | Cheml Plastl Skinl Wooii Textile an@entl Footw | Glass | Metall Machirl Electrl Transpbrt Mis
Log of (GDRjietnanGDPrartne) 0.48** -0.32 0.20 -0.41 3.79% 1.83* -0.23 0.46 0.36 242 1.28%* 0.76** 2.22%% 2.88%* 1.69%*  -1.63%* 0.21 3. 57 1.09%**
(0.191) (0.542) (0.260) (0.346) (1.248) (0.925) (0.532) .3(0) (0.490) (0.355) (0.461) (0.352) (0.333) (0.361) B  (0.562) (0.566) (0.708) (0.390
Log of (PORjietnanPORbartne) 0.86*** 1.16%* 0.56%** 1.81% 1.02 -0.74 0.91* 2.31 % 0.2 1,710 0.50 1.12% -0.57 2.87%* 0.45 0.21 -2.73% -1.8* 0.12
(0.278) (0.477) (0.205) (0.831) (2.913) (2.132) (0.542) .4(B) (0.557) (0.296) (0.466) (0.344) (0.374) (0.374) gy  (0.628) (0.721) (0.983) (0.321
Differernce in per capita income -0.17* 0.29* -0.22% 20 0.18 -0.31 0.08 0.10 0.50** 0.27* 0.13 0.02 0.00 -8.0 -0.07 0.01 -0.68%* 0.23 0.06
(0.086) (0.163) (0.084) (0.075) (0.585) (0.471) (0.083) .089) (0.198) (0.127) (0.118) (0.145) (0.135) (0.143) ©r (0.255) (0.188) (0.176) (0.139
Real Exchange Rate 0.32* 2.69%* -0.27 0.58* 2.10** -0.98  0.65 0.03 -0.10 -0.64** -0.77* -0.12 0.66** 0.39 1.62%* 174+ 0.34 -0.12 0.27
(0.177) (0.479) (0.274) (0.338) (1.029) (0.630) (0.505) .27@) (0.350) (0.282) (0.430) (0.262) (0.292) (0.312) @By (0.507) (0.488) (0.670) (0.308
Tariff Reductions 0.04** 0.14% 0.00 0.01 0.04 -0.08** 00 -0.03 -0.03 -0.11% 0.03 0.00 0.00 0.11%* 0.04 0.13** PRl -0.11 0.05*
(0.018) (0.026) (0.016) (0.019) (0.052) (0.035) (0.027) .083) (0.047) (0.024) (0.022) (0.024) (0.026) (0.031) %0  (0.053) (0.038) (0.072) (0.025
Constant -25.17%* -25.10 -5.97 -22.90 -162.42**+  -40.10 8.58 -61.47¥*  -19.04  -113.92%* -49.14** -41.16*** -6474** -158.46** -71.68** 47.99**  56.68** -85.02** -37 .16%*
(7.865) (17.453) (8.370) (16.091)  (55.381) (42.379) (69)5 (11.400) (18.941) (12.991) (17.175) (10.898)  (12.255(12.421) (17.531) (19.591) (19.828) (26.997) (13.43
Adjusted R-squarred 0.930 0.830 0.885 0.877 0.685 0.844 7620. 0.879 0.880 0.895 0.831 0.907 0.921 0.879 0.810 0.782 190.8 0.696 0.907
Number of Observations 728 659 724 702 451 430 681 721 677 2 71 699 715 717 698 697 696 687 665 721

Source: The author calculation

Notes: Robust standard errors in parentheses
* *x ** indicate the significant lesls at 10%, 5%, and 1% respectively.
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Table 10: Impacts of Tariff Reductions on Vietnarigorts by Trading Partners
Tot | Anim | veget | Foodp | Miner] Fuel | chem] = Piast] Skin] Woof  Textfe rmBent] Footw | Glass |  wetal| wmachid  Elect]  Transpprt  misd
Log of (GDRyernarGDPrare) 034 -0.09 0.14 029  490%  256%  .041 0.36 032  28%¢ 099 037  211% 273  138%  .184v 039  370%%  111%
(0209)  (0.605)  (0.305)  (0.394)  (1.381)  (LO51)  (0.617) .32B)  (0.496)  (0.418)  (0.542)  (0.360)  (0.368)  (0.395) @55  (0.565)  (0.603)  (0.763)  (0.412
Log of (PORiemnarPOFbartne) 0.89%%  0.86*  0.54%  171%  -0.04 1.67 092+ 220 0B 161%™ 056 1327 053 318" 051 037 2647 1 0.08
(0279)  (0.482)  (0.210)  (0.846)  (3.186)  (2.465)  (0.553) .40)  (0.495)  (0.299)  (0.486)  (0.339)  (0.370)  (0.394) @Y  (0.584)  (0.711)  (0.993)  (0.317
Differernce in per capita income -0.22** 0.21 -0.22%  1@** 0.11 -0.21 0.05 0.03 0.38** 0.24* 0.11 0.01 -0.03 -0.09 -0.12 -0.14 -0.78*** 0.20 0.04
(0.088)  (0.172)  (0.087)  (0.074)  (0.682)  (0.531)  (0.084) .08B)  (0.167)  (0.132)  (0.124)  (0.148)  (0.140)  (0.146) 282 (0.262)  (0.196)  (0.169)  (0.145
Real Exchange Rate 0.41* 2.59%+* -0.26 0.50 2.41% -1.06  0.80 0.03 0.05 -0.68** -0.74* -0.03 0.71* 0.39 1.80%** 1.56 0.44 -0.22 0.30
(0.179)  (0498)  (0292)  (0.354)  (LO78)  (0.658)  (0.533) .27@)  (0.335)  (0.294)  (0.446)  (0.268)  (0.302)  (0.325) @@y (0.521)  (0.510) (0.712)  (0.316
Tariff Reduction
Cambodia -0.03 -0.20 -0.06 0.05 -0.17 0.08 -0.14 -0.02 -0.34* -0.28* -0.10 0.22% -0.16 0.12 0.14 -0.45** 0.37 7] 0.10
(0.055)  (0.278)  (0.058)  (0.034)  (0.365)  (0.109)  (0.098) .063) (0.184)  (0.113)  (0.136)  (0.044)  (0.184)  (0.129) 481 (0.190)  (0.341)  (0.165)  (0.082
Indonesia -0.05 0.15* -0.12 0.03 -0.13 -0.06 0.05 620. -0.83** -0.53** 0.52%* 0.46** 0.16 0.56** 0.68**  -0.39%* -0.24 0.81*+* 0.12
(0.078)  (0.086)  (0.092)  (0.072)  (0.357)  (0.089)  (0.093) .408) (0.251) (0.223)  (0.107)  (0.060)  (0.100)  (0.252) 88 (0.116)  (0.146)  (0.151)  (0.214
Philippines 0.17% -0.27 -0.09 0.15 0.18* -0.07 a* 0.10 -0.06 0.05 -0.18*+* -0.08 -0.00 0.62%* -0.09 0.90* 0.18 -0.37 -0.09
(0.061)  (0.186)  (0.073)  (0.144)  (0.090)  (0.085)  (0.099) .1{B) (0.229) (0.059)  (0.070)  (0.146)  (0.111)  (0.089) €31 (0.182)  (0.152)  (0.429)  (0.079
Thailand 0.13%** 0.29%* 0.01 -0.09 0.00 0.01 -0.01 AT 0.07 -0.04 -0.19%* 0.02 0.19 -0.03 0.03 0.57* 0.35¢  -0.65* -0.04
(0.028)  (0.074)  (0.064)  (0.053) (0.062) (0.059)  (0.076) .040) (0.084)  (0.026) (0.072)  (0.051) (0.158)  (0.050) 5O (0.260)  (0.092)  (0.103)  (0.096
China 0.08** 0.84*+* -0.03 0.27*+* 0.56*+* 0.23*+* 0.05 0.04 -0.67*+* -0.04 -0.03 -0.33* -0.10 -0.16 0.16 -0.10 0.19* 0.29* 0.20
(0.033)  (0.191)  (0.083)  (0.071)  (0.191)  (0.082)  (0.066) .08B)  (0.110)  (0.049)  (0.083)  (0.154)  (0.100)  (0.117) O  (0.095)  (0.111)  (0.153)  (0.166
Japan 0.11%+* 0.25*+* 0.06*+* 0.10*+* -0.08 -0.06 0.6 -0.03 0.14** -0.13%*  0.17*+* 0.05 -0.13* -0.15%** 0.09* 0.38*+* -0.13* 0.01
(0.016)  (0.033)  (0.021)  (0.023)  (0.088)  (0.084)  (0.035) .0K1)  (0.060)  (0.025)  (0.039)  (0.053)  (0.052)  (0.043)  IP (0.057)  (0.050)  (0.031)
Korea -0.05**  0.10*** 0.04** -0.03 -0.19* -0.22%*  -0.08**  0.06*** 0.08*** -0.08** 0.04 -0.03 0.03 0.13**  -0.18** 0.05 0.31**  -0.39*** 0.02
(0.016)  (0.034)  (0.017)  (0.025  (0.082)  (0.064)  (0.029) .01®)  (0.023) (0.031) (0.025) (0.055) (0.033) (0.027) 8BD (0.097)  (0.054)  (0.133)  (0.028
Australia 0.31*+* 0.24%+* 0.05** -0.06 0.27 0.02 0.2a* 0.12%+* 0.10**  -0.13*** 0.07 0.11* 0.08*** 0.20*+* 0. 30*+* 0.31%+* 0.27*%*  -0.19**  0.07**
(0.050)  (0.034)  (0.022)  (0.046) (0.168)  (0.054)  (0.063) .048) (0.030) (0.028) (0.042)  (0.043)  (0.029) (0.052) AP (0.080)  (0.056)  (0.054)  (0.025
New Zealand 0.02 0.01 -0.02 -0.05 -0.27* 0.01 0.07* 128>  -0.13**  0.09** -0.00 0.01 0.16*+* 0.20*+* 0.10 0.19% -0.08 0.16%*
(0.016)  (0.028)  (0.023)  (0.042) (0.140)  (0.051)  (0.034) .088)  (0.019)  (0.024)  (0.019)  (0.027)  (0.043)  (0.036) €0 (0.067)  (0.153)  (0.036)
India -0.41%* 0,73 -0.10* -0.40** -0.08 0.07 -B7F* -0.627*  -0.41%* -0.24* -0.32%+* -0.25** -0.23** 0.10 -0.64**  -0.58%*  -0.49%*  -0.82** -0.17*
(0.052)  (0.182)  (0.060)  (0.157)  (0.247)  (0.205)  (0.102) .1PB)  (0.148)  (0.094)  (0.095) (0.112)  (0.081)  (0.149) T (0.107)  (0.130)  (0.217)  (0.091
Constant -21.34%* -25.62 -3.63 -24.41  -180.31**  -46.39 3.22 -57.11%* 1.33 -114.94¥*  -40.18*  -32.12** -61.67** -159.76** -62.68** 52.68"* 76.04** -87.77** -36.8 3**
(8.163)  (19.151) (9.383)  (16.432) (60.644) (47.881) (Z8)5 (11.547) (19.304) (14.745) (18.898) (11.139) (13.167)13.106) (18.617) (19.811) (20.209) (28.277)  (14.44
Adjusted R-squarred 0.935 0.837 0.884 0.878 0.687 0.843 7620. 0.885 0.887 0.897 0.832 0.908 0.921 0.884 0.816 0.791  220.8 0.706 0.906
Number of Observations 728 659 724 702 451 430 681 721 677 2 71 699 715 717 698 697 696 687 665 721

Source: The author calculation
Notes: Robust standard errors in parentheses
* *x *% indicate the significant lesls at 10%, 5%, and 1% respectively.
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