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ABSTRACT

VIETNAM’ STRADE LIBERALIZATION AND ACCESSON TO THEWTO
By

Vu Van Hoa

The doi moi (renovation policy) that Vietnam adopted in the late 1980s has led to
high growth and more openness in the economy. However, for fur ther sustainable
development of the country, Vietnam should accelerate the pace of integration into the
world economy, and becoming the member of WTO is an important step for Vietnam in
this integration process.

The purpose of this thesisis amed at (i) understanding the WTO principles and
agreements and based on that to draw implications for Vietnam’ s trade liberalization; (ii)
finding the answer for the question why the accession processis so time-consuming, what
accession procedures are required, especialy for a country in trangition like Vietnam; and
(ili) Reviewing what Vietnam has achieved in trade liberadization process and what are
the challenges/problems remained to be solved with a view to become a WTO member;
and (iv) Proposing relevant conclusions and recommendations for Vietnam' s further trade

liberdization and WTO accesson.
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PART I. INTRODUCTION

1.1. The Background and Purpose of the Thess

While Asd s financid criss has left many questioning the wisdom of
unrestrained capital flons and liberaization of domestic financiad markets without
adequate prudentid regulation, the case of free trade and openness remains intact. In a
global trading environment, minimizing protection of its domestic market will maximize
the prosperity of any single country and opportunities available to its people. There are
many experiences showing that countries open to trade grow faster, and that lowering
trade barriers ddivers economic growth asinefficiencies and digtortions are diminated.

In the literature, overwhelming academic research has shown that more open trade
leads to a higher rate of growth aso in the long run, and that countries with a higher level
of trade distortions have lower productivity growth than those with fewer trade
distortions. So more openness and freer trade is clearly good for productivity growth and
for strengthened competitiveness.

The doi moi (renovation policy) that Vietnam adopted in the late 1980s has led to
high growth and more openness in the economy. However, for further sustainable
development of the country, Vietnam should accelerate the pace of integration into the
world economy, and becoming the member of WTO is an important step for Vietnam in
thisintegration process.

The purpose of thisthesisis aimed at (i) understanding the WTO principles and

agreements and based on that to draw implications for Vietnam' s trade liberdization; (ii)



finding the answer for the question why the accession process is so time-consuming, what
accession procedures are required, especially for a country in trangtion like Vietnam; and
(iii) Reviewing what Vietnam has achieved in trade liberalization process and what are
the challenges/problems remained to be solved with a view to become a WTO member;
and (iv) Proposing relevant conclusions and recommendations for Vietnam’ s further trade

liberdization and WTO accesson.

1.2. Organization of Thess

The Part 1l provides an overview of the WTO. This part is divided into 3 mgor
subsections. In first subsection, basic knowledge such as history and evolution, purposes
and functions, principles and agreements, as well as the organization of the WTO are
provided. The second subsection discusses procedures of WTO accession. Here generd
procedure, including relevant WTO provisons deding with accesson and detail
accession process guidelines are provided and discussed.  Also in this subsection,
procedure and status for countries in transition, experiences of other transitional countries
in acceding to the WTO are discussed with aview to draw relevant experience lessons for
Vietnam. The third subsection of Part Il provides genera implications for Vietnam in
light of the WTO principles and agreements.

Part 111 of the current thesis is about trade liberalization process in Vietnam. In
this part, the main issues such as the role and importance of trade liberalization in
Vietnam' s development strategy; Changes in trade policy since Doi moi (Renovation
Policy); Trade performance in recent years, Vietham current integration program

(multilateral arrangements: AFTA, APEC and bilateral: with EU and US) and its relevant



to the WTO principles are discussed. Part I11 also points out challenges/problems that
have to be solved in Vietnam trade liberdization process.
Finally, the thes's is completed with Part IV on conclusions and recommendations.

It summarizes what have been done and what should be done with a view to accelerate
trade liberalization as well as to become a WTO member for Vietham. Based on the
WTO principles/agreements and requirements, concr ete actions for Vietnam’ s accession

are a0 recommended.



PART Il. OVERVIEW OF THEWTO

2.1. TheWTO in Brief*
2.1.1. History and Evolution of the WTO

WTO (World Trade Organization) is one of the youngest of the internationa
organizations, it was established as a successor to the GATT (Genera Agreement on
Tariffs and Trade) in 1995. So while the WTO is ill young, the multilateral trading
system that was originaly set up under GATT isdready 50 years old.

WTO is the only international body dealing with the principles of trade between
nations. At its heart are the WTO agreements, negotiated and signed by the bulk of the
world’ s trading nations. These documents provide the lega ground-principles for
international commerce. They are essentially contracts, binding governments to keep
their trade policies within agreed limits. Although negotiated and signed by governments,
the goa isto help producers of goods and services, exporters, and importers conduct their
busness

The system was developed through a series of trade negotiations, or rounds, held
under GATT. The firg rounds dealt mainly with tariff reductions but later negotiations
included other areas such as anti-dumping and non-tariff measures. The latest round —

the 1986-94 Uruguay Round —ed to the WTO' s creetion.

! This part is mainly based on official documents of WTO such as WTO (a), WTO(e), WTO (f), WTO(g),
WTO(i) and Ahn (2000).



The negotiations did not end there. Some continued after the end of the Uruguay
Round. In February 1997 agreement was reached on telecommunications services, with
69 governments agreeing to wide-ranging liberalization measures that went beyond those
agreed in the Uruguay Round.

In the same year 40 governments successfully concluded negotiations for tariff-
free trade in information technology products, and 70 members concluded a financia
services dea covering more than 95% of trade n banking, insurance, securities and
finendd informetion.

At the May 1998 ministerial meeting in Geneva, WTO members agreed to study
trade issues arigng from globd eectronic commerce.

The 1999 ministeria conference held in Sesttle, United States was unsuccessful.
The failure of this conference was mainly due to the lack of transparency in the decision
making mechanism leading to the fact that many developing countries could not
participate in important negotiations; due to the strict requirements by the United States
on environmental and labor standards, and no commitments on liberadization of
agriculture by EU (European Union) and Jepan.

2.1.2. Main Purposes of the WTO

The system’ s overriding purpose is to help trade flow as fregly as possble —so
long as there are no undesirable side effects. That partly means removing obstacles. It
aso means ensuring that individuals, companies and governments know what the trade
principles are around the world, and giving them the confidence that there will be no
sudden changes of policy. In other words, the principles have to be “transparent” and

predictable.



Because the agreements are drafted and signed by the community of trading
nations, often after considerable debate and controversy, one of the WTO' s most

important functions is to serve as aforum for trade negotiations.

A third important side to the WTO' s work is dispute settlement. Trade relations
often involve conflicting interests. Contracts and agreements, including those
paingtakingly negotiated in the WTO system, often need interpreting. The most
harmonious way to settle these differences is through some neutral procedure based on an
agreed lega foundation. That is the purpose behind the dispute settlement process written
into the WTO agreements.

2.1.3. The WTO Principles and Agreements

2.1.3.1 Principles of the Trading System

The WTO agreements are lengthy and complex because they are legal texts
covering a wide range of activities. They deal with: agriculture, textiles and clothing,
banking, telecommunications, government purchases, industrial standards, food
sanitation regulations, intellectua property, and much more. But a number of smple,
fundamenta principles run throughout all of these documents. These principles are the
foundation of the multilaterd trading system, they can be summarized asfollows

a) Tradewithout discrimination

Mogt-favoured-nation (MFN): treating other people equaly Under the WTO
Agreements, countries cannot normally discriminate between their trading partners. Grant
someone a specia favour (such as a lower customs duty rate for one of their products)

and you haveto do the samefor dl other WTO members.



This principle is known as mogst-favoured-nation (MFN) treatment. It is so
important that it is the first article of the General Agreement on Tariffs and Trade

(GATT), which governs trade in goods. MFN is also a priority in the Genera Agreement
on Trade in Services (GATS) (Article 2) and the Agreement on Trade Related A spects of
Intellectua Property Rights (TRIPS) (Article 4), although in each agreement the principle
is handled dightly differently. Together, those three agreements cover al three main
aress of trade handled by the WTO.

Some exceptions are allowed. For example, countries within aregion can set up a
free trade agreement that does not apply to goods from outside the group. Or a country
can raise barriers against products from specific countries that are considered to be traded
unfairly. And in services, countries are alowed, in limited circumstances, to discriminate.
But the agreements only permit these exceptions under strict conditions. In general, MFN
means that every time a country lowers a trade barrier or opens up a market, it has to do
so for the same goods or services from dl its trading partrers —whether rich or poor,
wesk or strong.

b) National treatment: Treating foreigners and locas equaly Imported and
locally produced goods should be treated equally —at least after the foreign goods have
entered the market. The same should apply to foreign and domestic services, and to
foreign and loca trademarks, copyrights and patents. This principle of *nationa
treatment” (giving others the same treatment as on€’ s own nationals) is aso found in dl
the three main WTO agreements (Article 3 of GATT, Article 17 of GATS and Article 3
of TRIPS), athough once again the principle is handled dightly differently in each of

these. National treatment only applies once a product, service or item of intellectua



property has entered the market. Therefore, charging customs duty on an import is not a
violation of national treatment even if locally-produced products are not charged an
equivaent tax.

c) Freer trade: gradually, through negotiation

Lowering trade barriers is one of the most obvious means of encouraging trade.
The barriers concerned include customs duties (or tariffs) and measures such as import
bans or quotas that restrict quantities selectively. From time to time other issues such as
red tape and exchange rate policies have also been discussed. Since GATT’ s credtion in
1947-48 there have been eight rounds of trade negotiations. At first these focused on
lowering tariffs (customs duties) on imported goods. As a result of the negotiations, by
the late 1980s industrial countries tariff rates on industrial goods had fdlen steadily to
about 6.3%. But by the 1980s, the negotiations had expanded to cover non-tariff barriers
on goods, and to the new areas such as services and intellectual property. Opening
markets can be beneficia, but it dso requires adjustment. The WTO agreements allow
countries to introduce changes gradualy, through “progressive liberalization”.
Devdoping countries are usudly given longer to fulfill their obligations.

d) Predictability: through binding

Sometimes, promising not to raise a trade barrier can be as important as lowering
one, because the promise gives businesses a clearer view of their future opportunities.
With dability and predictability, investment is encouraged, jobs are created and
consumers can fully enjoy the benefits of competition —choice and lower prices. The
multilateral trading system is an atempt by governments to make the business

environment sable and predictable.



In the WTO, when countries agree to open their markets for goods or services,
they “bind” their commitments. For goods, these bindings amount to cellings on customs
tariff rates. Sometimes countries tax imports at rates that are lower than the bound rates.
Frequently this is the case in developing countries. In developed countries the rates
actualy charged and the bound rates tend to be the same,

A country can change its bindings, but only after negotiating with its trading
partners, which could mean compensating them for loss of trade. One of the
achievements of the Uruguay Round of multilateral trade talks was to increase the
amount of trade under binding commitments. In agriculture, 100% of products now have
bound tariffs. The result of al this: a substantially higher degree of market security for
traders and investors.

The system tries to improve predictability and stability in other ways as well. One
way is to discourage the use of quotas and other measures used to set limits on quantities
of imports —administering quotas can lead to more red-tape and accusations of unfair
play. Another isto make countries’ trade principles as clear and public (“ transparent”) as
possble. Many WTO agreements require governments to disclose their policies and
practices publicly within the country or by notifying the WTO. The regular surveillance
of nationa trade policies through the Trade Policy Review Mechanism provides a further
means of encouraging trangparency both domedtically and at the multilaterd leve.

€) Promoting fair competition

The WTO is sometimes described as a “free trade” ingtitution, lut that is not

entirely accurate. The system does dlow tariffs and, in limited circumstances, other



forms of protection. More accurately, it is a system of principles dedicated to open, fair
and undistorted competition.

The principles on norrdiscrimination —MFN and national trestment —are
designed to secure fair conditions of trade. So too are those on dumping (exporting at
below cost to gan market share) and subsidies. The issues are complex, and the
principles try to establish what is fair or unfair, and how governments can respond, in
particular by charging additional import duties caculated to compensate for damage
caused by unfair trade.

Many of the other WTO agreements aim to support fair competition: in
agriculture, intellectual property, services, for example. The agreement on government
procurement (a “plurilateral” agreement because it is signed by only a few WTO
members) extends competition principles to purchases by thousands of “government”
entities in many countries. And so on.

f) Encouraging development and economic reform

It is widely recognized by economists and trade experts that the WTO system
contributes to development. It is dso recognized that the least-devel oped countries need
flexibility in the time they take to implement the agreements. And the agreements
themsealves inherit the earlier provisions of GATT that alow for specia assistance and
trade concessions for developing countries.

Over three quarters of WTO members are developing countries and countries in
transition to market economies. During the seven and a half years of the Uruguay Round,

over 60 of these countries implemented trade liberalization programs autonomoudy. At

10



the same time, developing countries and transition economies were much more active and
influentid in the Uruguay Round negotiations than in any previous round.

At the end of the Uruguay Round, developing countries were prepared to take on
most of the obligations that are required of developed countries. But the agreements did
give them transition periods to adjust to the more unfamiliar and, perhaps, difficult WTO
provisons —particularly so for the poorest, “least-developed” countries. A ministeria
decision adopted at the end of the round gives least developed countries extra flexibility
in implementing WTO agreements. It says better-off countries should accelerate
implementing market access commitments on goods exported by the least-developed
countries, and it seeksincressed technical assistance for them.

2.1.3.2. The WTO Agreements

Chart 1. TheBasc Structure of theWTO Agreements

Goods Services Intellectual Disputes
Property
Basic GATT GATS TRIPS Dispute
Principles Settlement

Additional | Other Goods | Savices Annexes
Details Agreements
and Annexes

Mar ket Countries’ Countries
Access Schedules of Schedules of
Commitments commitments commitments
(and MNA
exemptions)
Source: WTO (a), Introducing the WTO.

a) Threepart broad outline
The agreements for the two largest areas of trade —goods and services —share a

common three-part outline, even though the detall is sometimes quite different.
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They sart with broad principles: the Genera Agreement on Tariffs and Trade

(GATT) (for goods), and the Genera Agreement on Trade in Services (GATYS).

(The agreement on Trade-Related Aspects of Intellectua Property Rights (TRIPS)

adsofdlsinto this category dthough at present it has no additiond parts.)

Then come extra agreements and annexes dealing with the specia requirements
of gpecific sectors or issues.

Finally, there are the detailed and lengthy schedules (or lists) of commitments

made by individua countries allowing specific foreign products or service

providers access to their markets. For GATT, these take the form of binding
commitments on tariffs for goods in general, and combinations of tariffs and
quotas for some agricultural goods. For GATS, the commitments state how much
access foreign service providers are alowed for specific sectors, and they include
lists of types of services where individual countries say they are not applying the

“mogt-favoured-nation” principle of non-discrimination.

Much of the Uruguay Round dealt with the first two parts. general principles and
principles for specific sectors. At the same time, market access negotiations were possible
for industrial goods. Once the principles had been worked out, negotiations could proceed
on the commitments for sectors such as agriculture and services. Negotiations after the
Uruguay Round have focused largely on market access commitments. financial services,
basic telecommunications, and maritime transportation (under GATS), and information

technology (under GATT).



b) Additional agreements

Two other groups of agreements not included in the diagram are also important:
the agreement on trade policy reviews, and the two “ plurilateral” agreements not signed
by al members dvil arcraft and government procuremerntt.

¢) Specific sector g/l ssues dealt with by WTO Agreements(Table 1)

Table 1: Specific sector g/l ssues dealt with by WTO Agreements

For goods (under GATT) For services (the GATS annexes)
* Agriculture » Movement of naturd persons

* Hedth regulaions for farm products * Air trangport

(SPS) * FHnancid sarvices

* Textilesand dothing * Shipping

* Product standards (TBT)  Tdecommunications

* Invesment measures

* Anti-dumping messures

* Cugoms vauation methods

* Preshipment ingpection

* Rulesof origin

* Import licensang

* Subsidies and counter-measures
o Safeguards

Source: Extracted from WTO(i): “Trading into the Future —the Introduction to
the WTO".

It is mportant to note that WTO Agreements cover many aspects of goods and
services to ensure the same market for members. The key exceptions at present involve
farm products and textiles and clothing, which are subject to separate agreements
involving some quartitative import restrictions still. However, even with these goods,
better (including faster expanding) access can be negotiated bilaterally as part of acceding
to the WTO. In general, an import tariff is the only measure that can be used to restrict
market access. Moreover, that access is guaranteed through upper limits on those tariffs
(called bindings). Typicaly, members have made commitments not just to cap them but

a0 to phase down over time many of those bound tariff rates.
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d) Dispute Settlement

The WTQO' s procedure for resolving trade disputes under the Dispute Settlement
Understanding is vita for enforcing the rules and therefore for ensuring that trade flows
smoathly.

Countries bring disputes to the WTO if they think their rights under the
agreements are being infringed. Judgments by specialy appointed independent experts
are based on interpretations of the agreements and individua countries commitments.

The system encourages countries to settle their differences through consultation.
Failing that, they can follow a carefully mapped out, stage-by-stage procedure that
includes the possibility of a ruling by a pandl of experts, and the chance to appedl the
ruling on legd grounds.

Under the WTO, any member country can challenge the governmental activities
of other member countries. There is a unified and integrated system -- most of WTO
Agreements are to be decided by the single dispute settlement body with two-leve
procedures: (i) Panel Procedures (ad hoc pand) and (ii) Appellate Body to hear an appeal.
This dispute settlement mechanism provides quasi-automatic adoption of panel and
Appellate Body decisions. With adoption, panel and Appellate Body decisions have legal
binding power to be enforced. In case the losing party did not satisfactorily implement
panel and Appellate Body recommendation, a winning party may get an authorization

from the WTO to retdiate in an amount equivaent to theinjury?.

% Thisis different from GATT Dispute Settlement System, in which there was no Appell ate Body to appeal;
Consensus was required to establish a panel and to adopt the panedl decision. With objection from alosing
party, the panel decision is not adopted and thereby had no legal biding power (Ahn, op cit).
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2.1.4. The Organization of theWTO

The WTO' s overriding objective is to help trade flow smoothly, fredly, fairly and
predictably. It does this by: (i) Administering trade agreements; (ii) Acting as a forum
for trade negotiations (iii); Settling trade disputes; (iii) Reviewing nationa trade policies;
(iii) Assisting developing countries in trade policy issues, through technical assistance
and training programs, and (iv) Cooperating with other internationa organizetions.

As of October 2000, The WTO has 136 members, accounting for over 90% of
world trade. Over 30 others are negotiating membership.

Under the WTO, decisions are made by the entire membership. This is typically
by consensus. A magority vote is aso possible but it has never been used in the WTO,
and was extremely rare under the WTO' s predecessor, GATT. The WTO' s agreements
have been rdified in dl members paliaments.

The WTO' s top-level decison-making body is the Ministeriad Conference (see
Chart 2), which meets at least once every two years. Below this is the Genera Council
(normally ambassadors and heads of delegation in Geneva, but sometimes officials sent
from members capitas), which meets several times annualy in the Geneva headquarters.
The Generd Council also meets as the Trade Policy Review Body and the Dispute
Settlement Body.

At the next level, the Goods Council, Services Council and Intellectua Property

(TRIPS) Council report to the Generd Council.
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Chart 22 WTO Sructure

Minigerid Conference

Generd Counail mesting as | | Generd Council meeting
Trade Policy Review Body Gengrd Dispute Settlement Body
Coundil
Appdlate Body
Dispute Settlement pandls
| |
Committeeson Coundil for Coundil for Council for Trade I
Tradeon Environment Trade in Goods TRIPS inSavices | |
Trade and Devel opment |
Subcommittee on Least- I I
Developed Countries .
Regional Trade Agreements Committeeson [
e e s |
rictions
Budget, Finance and Sanitary and Phytosanitary Measures |
Administration Technical Barriersto Trade |
Subsides and Countervailing Measures I
W:r king Partieson ?;S;E,[;;Jsp\l/naglgtﬁtém :
ccession
Rules of Origin |
Working Partieson Import Licensing I
The Relationship between Trade Trade-Related Investment Measures
and Investment Safeguards |
The Interaction between Trade . _
and Competition Policy TextilesMonitoring Body Plurilaterals
Transparency in Government Workina Partieson Committee on Tradein Civil Aircraft
g Committee on Government

Key

State-Trading Enterprises Procurement
=== Reporting to Generd Council  Preshipment Inspection
—Pp Reporting to Dispute Settleme
Plurilateral committees infurin uie Gaa counun ul urkn activities although
these agreements are not sgned by al WTO members

Source: WTO(i): “ Trading into the Future — the Introduction to the WTO” .
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Numerous specialized committees, working groups and working parties deal with
the individua agreements and other areas such as the environment, development,

membership gpplications and regiond trade agreements.

2.2. Accesson Procedure

2.2.1. Rdlevant WTO Provisions

Article XIl of the Marrakesh Agreement Establishing the World Trade

Organistion dedlswith accesson. The full text of this provison reads asfollows:

"1 Any State or separate customs territory possessing full autonomy in
the conduct of its external commercial relations and of the other matters
provided for in this Agreement and the Multilateral Trade Agreements may
accede to this Agreement, on terms to be agreed between it and the WTO.
Such accession shal apply to this Agreement and the Multilateral Trade

Agreements annexed thereto.

2. Decisions on accession shall be taken by the Ministerid Conference.
The Ministerial Conference shall approve the agreement on the terms of

accession by atwo-thirds mgority of the Members of the WTO.

3. Accessonto aPlurilateral Trade Agreement shall be governed by the

provisons of that Agreement.” [WTO (d) — WT/ACC/7/Rev.1].

Perhaps the most striking thing about WTO Article Xl isits brevity. It gives no
guidance on the "terms to be agreed"”, these being left to negotiations between the WTO

Members and the applicant. Nor does it lay down any procedures to be used for
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negotiating these terms, these being Ieft to individua Working Parties to agree. These have
evolved separately as will be seen in the next section of this paper. In this, it follows closdly the

corresponding Article XXXIII of GATT 1947.

A number of other WTO provisions are relevant to accession - for instance:

= Artide XVI.1, lays down that "Except as otherwise provided under this Agreement or the
Multilatera Trade Agreements, the WTO shdl be guided by the decisions, procedures and
customary practices followed by the CONTRACTING PARTIES to GATT 1947 and the

bodies established in the framework of GATT 1947";

= Artide XII:2 dates that "Decisons on accesson shal be taken by the Minigterid
Conference’, Article 1V:2 makes it clear that "In the intervals between medtings of the

Ministeria Conference, its functions shal be conducted by the Generd Council”;

= Artide IX dealswith decisorrmaking. On 15 November 1995 the General Council agreed to
procedures regarding decisiontmaking under Articles X and XII of the WTO Agreement,

which clarified the relation between these two provisons (WT/GC/M/8, page 6);

= Artide Xl providesthat:

"1l.  This Agreament and the Multilatera Trade Agreementsin Annexes 1 and 2
shdl not apply as between any Member and any other Member if ether of the

Members, a the time ether becomes a Member, does not consent to such
goplication.

3. Paragraph 1 shall apply between a Member and another Member which has

acceded under Article XII only if the Member not consenting to the application has so

18



notified the Ministerid Conference before the gpprova of the agreement on the terms of

accesson by the Minigerid Conference” [WTO (b) - WT/ACC/1].

2.2.2. The Accession Process

@ General Procedure

The organisation and pursuit of the accesson negotiations in each Working Party follow
a well-established pattern based on procedures set out in a note by the Secretariat, WT/ACC/1
[WTO (b)] of 24 March 1995.

WT/ACC/1 sats out the different stages in the accession process. It notes that the Genera
Council considers applications to accede under WTO Article X1l and the establishment of a
Working Party. The Working Party first conducts a factua examination of the trade regime of
the acceding government on the basis of a Memorandum presented by the acceding government
and replies to questions from Members. The actua multilateral work commences with the
submission of a Memorandum on the Foreign Trade Regime by the applicant government. At an
gppropriate moment, it moves on to negotiate the terms of accession, which relate to three main
areas. WTO rules, on goods, TRIPS and services. When agreed, the Report of the Working
Party, including a draft Decision and Protocol of Accession, isforwarded to the Genera Council.
The Protocol, which contains a single package of agreed commitments on rules, concessions and
commitments on goods; and specific commitments on services, sets out the terms on which the
goplicant is invited to join WTO. Following the Genera Council's adoption of the Report and
goprovd of the draft Decision, the acceding government becomes a Member of the WTO thirty

days after it acceptsits Protocol of Accession.

It seems Smple, however, it fact it is quite complicated and time consuming. The process

of accesson to the WTO can be divided into an introductory phase of formdlities and three
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substantive phases. The three substantive phases involve: (a) the applicant's preparation of a
Memorandum on the Foreign Trade Regime (heredfter referred to as the "Memorandum”)
describing in detail its policies and ingtitutions that have a bearing on the conduct of international
trade; (b) the members fact finding phase; (c) the negotiation phase.

After a country sends a letter to the Director Generd of the WTO expressing its desire in
acceding to the Organization, the request is congdered by the WTO General Council, which
consigts of representatives of al members and which meets frequently during the course of the
year. The Generd Council routinely decides to set up a working party (WP) with appropriate
terms of reference to consider the accesson application and nominates its chairman .
Membership of WP is open to al members of the WTO. In the case of large countries such as
China or Russa, alarge number of countries participate, in the case of smdler countries, usualy
only the "quad' countries, Canada, EC, Jgpan and the US, plus Audrdia, New Zeadand,
Switzerland, a few of the larger trading developing countries as well as some neighbouring
countries which are sgnificant trading partners. This phase can be quite short.

The first substantive phase, involving the preparation of a Memorandum on the Foreign
Trade Regime by the applicant explaining its policies and ingtitutions, can be a very demanding
task, because of the range of issues that the memorandum has to address and the degree of detail
required. The issues include much more than smply trade in goods and services -- dthough the
latter, which encompasses the financia sector, insurance, telecommunications, professiona
sarvices etc. is alarge task in and of itself. They range over various aspects of macroeconomic
policy, especidly related to foreign exchange management and controls, investment and

competition policy, protection of intellectua and other property rights, as well as enterprise

8 Usually an Ambassador, permanent epresentative to the WTO of one of its members. Countries
frequently request and obtain observer status at the WTO, which permits them to familiarize themselves
with theinstitution and its procedures, prior to aformal request for accession.
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privatization. The preparation of this report is the sole responsbility of the applicant -- and so are
any ddaysin its preparation.

To the extent that the origind Memorandum is done quickly but is incomplete in its
details or the legidation and practices inconsistent with WTO provisions, the more protracted is
the subsequent question and answer period. Sometimes, members have asked the WTO
Secretariat to review draft Memoranda before their circulation so as to prevent incomplete
documentation from being circulated. But the Secretariat does not assume any responsibility

regarding the contents of the Memorandum.

Questions and Answers. Once the memorandum has been circulated to the WP
members, the accession process enters the second and, in most cases, the most time
consuming process, which consists of members asking questions and obtaining
clarifications on the applicant's policies and institutions, either based on the
memorandum or on independent evidence about the situation gathered by the members.
The first part of the process involves the initid questions and answers regarding the
policies and ingtitutions based on the applicant's Memorandum. The Working Party
typically does not meet until the Memorandum and the initial questions and answers have
been distributed. It is followed by further questions and answers of clarification, which
can take severd working party meetings sometimes covering a period of severa years.

(Micha opoulos 1998).
(b) Procedure and gtatus for countriesin trangtion

The WTO treaties contain very few provisons regarding the countries in
transition. The mgjor exceptions are that such countries are given more time to implement
GATT provisons regarding the déimination of export subsidies as wel as the

implementing legidation under Trade Related Intellectua Property Rights (TRIPS). Thus,
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the mgor challenge faced by each country in the process of accession isto enact the laws,
develop the ingtitutions and apply the policies that would enable it to conform to the
fundamental rules and disciplines of the WTO. Thisis a mgor challenge for countries in
trangition, which have to make fundamental changesin the laws, ingtitutions and policies
governing internationd trade.

Countries in transition have viewed membership in the World Trade Organisation,
within which the rules for the conduct of international trade are set and administered, as
essential to their full integration in the international economy. Accordingly, in the
aftermath of the collapse of central planning and the breakup of the Soviet Union, most
countries in transition, which were not members, applied to accede to the GATT and then
the WTO. Those like Hungary, Poland and Romania, which had joined GATT under
specia Protocols, renegotiated them in the early 1990's and joined the WTO at its
establishment. After a decade, accept for countries in Central and Eastern Europe (CEE)
three from the Former Soviet Union - Georgia, Kyrgyz Republic and Latvia- other
countries in trandtion are il in different stages of accesson to the WTO (see Table 2).

The processing is dow because (Michaopoulos C. 1999):

Legidative requirements needed for accesson are time-consuming;

Candidate countries are weak ingtitutionally and unfamiliar with the
economic and lega issues to be addressed;

Thefact finding processis unnecessary cumbersome and time-consuming;

Technica assistance to gpplicants in meeting the requirements for WTO
accesson is not effectively coordinated;

Addressing the commercia interests of al members requires prostrated
negotiations.
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Table 2: Timetable of AccessonstotheWTO

Government | Date of WP Date of Dateof [DratWP] Report | Member
Egtablishment | Circulation of | Circulation | Report | adopted -ship
Memorandum of First by
Q&A Coundil
Armenia Dec 1993 Apr 1995 Sep 1995 | Ma 1997
Azerbaijan Jul' 1997 - -
Belarus Oct 1993 Jan 199% Jun 1997 -
Edonia Ma 194 Mar 1994 Oct 1994 Nov May 99 Nov 99
1998
Georgia X 19% Apr 1997 Sep 1997
Kazakhstan Feb 1996 Sep 1996 Jan 1997
Kyrgyz Rep. Apr 1996 Aug 199% Jan 1997 | Apr1998 | Oct 98 Dec 98
Lavia Dec 1993 Aug I9A Feb 1995 [ Dec 1996 | Oct 98 Feb 99
Lithuania Feb 194 Dec 194 Sep 1995 | Jun 1997
Moaldova Dec 1993 Sep 1996 May 1997 | Jul 1999
Russa Jun 1993 Mar 1994 Jun 1995 -
Ukrane Dec 1993 Jul 194 Feb 1995 -
Uzbekistan Dec 194 - - -
Albania Dec 1992 Jan 1995 Sep 1995 | Jur1999
Cambodia Dec 194 - - -
China Mar 1987 Feb 1987 Nov 1987 | Dec 194
Crodia Oct 1993 Jun 194 Aug 1995 | Apr 1999
FYR Dec 194 - - -
Macedonia
Leos Feb 1996 - -
Vietnam Jan 1995 Oct 199 Mar 1998 1999
Algeia Jun 1987 Jul 199 Jul 1997
Andorra Oct 1997 - -
Nepa Jun 1989 Feb 1990 Nov 1990
Oman Jun 1996 Oct 1996 Mar 1997
Saudi Jun 1993 Jul 194 Nov 1995
Arabia
Seychdles Jul' 1995 Aug 19% Jan 1997
Sudan Oct 1994 - -
Chinese Sep 1992 Oct 1992 Mar 1993 | Ma 1998
Taipei
Tonga Nov 199% - -
Vanuatu Julr' 9% Nov 1995 May 199%

Source: Drawn from WTO

(1999).
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For countries in trangition, there is an important provision to the application of
nontdiscrimination rules. It is that the acceding country has completed bilateral
negotiations with each WTO member and that each of those members consents to the
accesson of the new member. Otherwise, according to GATT Article XXV, a WTO
member has right to deny MFN treatment (Ahn op cit.). The US and EU have designated
many former centraly planned economies ‘ non-market’” economies an use it to apply
different, less transparent and potentially discriminatory practices in their determination
of anti-dumping and their use of safeguards against imports from those economies. The
US aso hasused it to link MFN access to freedom of immigration and other human right
issues under section 402 of US trade law (the Jackon-Vanik Amendment of 1974 Trade
Act).

2.3. WTO Principlesand Implicationsfor Vietham

Becoming a WTO member can bring about both benefit and cost for Vietnam, it
offers rights but with them come obligations; it provides new opportunities but also some
challenges. Evidently the net benefits are overwhelmingly positive, given that 136
countries are members and more than 30 others have applied to joint. To be an outsider of
this trading system is a big disadvantage for Vietnam. To become a WTO member, as
above described, there are many principles and principles to be met, entry conditions and
formal procedures to be followed. Occasiondly the principles and obligations upset
political sengitivities because some groups within a country may lose a privilege (e.g.,
protection from import competition), but amost invariably those rules boost the overal
economy of eech WTO member. As summarized by Rodrick (1995), the generd benefits

that come from the freer trade those prind ples encourage indude the following:
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Better alocation of national resources towards industries with the strongest
compardive advantage;

Enhanced learning and newer technologies from interacting more with the rest of
the world,

Gregter flexibility, viatrade for dedling with shock such as naturd disssters and

Less wadteful rent-seeking lobbying activities by groups seeking government
assgtance and protection.

Three specific benefits of WTO membership are greater and more secure market
access abroad for a country’ s exports, availability of a dispute settlement mechanism, and
greater discipline a homein sound economic policy-making.

Onethe first if these, WTO principles, and particularly GATT Articles | and 11,
ensure that a member’ s exporters are entitled to non-discriminatory treatment by other
WTO members in terms of their access to their markets. This is very important for
Vietnam as a country in transition, being a WTO member ensures that it does not have to
go to the United States government every year to plead for MFN status in US market.
Nor can the US unilateraly impose tighter restrictions on access to another WTO
member’ s exports for say, its own domestic political reasons: its tariffs must remain at or
below the bound rates, and for each tariff item the tariff rate must be the same for all
WTO members (Anderson 1998).

Secondly, if the member feels another member is not playing by the rules, it can
challenge to the dispute settlement body for resolving the issue. Thanks to the Uruguay
Round, the dispute settlement mechanism is now much stronger, faster, impartial, and
biding than was the case under GATT prior to 1995. As a result, members are less

inclined to bend or break WTO principles and, if they do, other members have reasonable
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chance of bringing them back into line and/or being compensated. This ensures much
greater security of access to markets for WTO members as compared with non-members,

And thirdly, Because WTO principles aso apply to one's own policies,
membership brings discipline to economic policymeking & home aswell.

More specificaly, Vietnam will be required to tariffy its nontariff import
restrictions, bind them, and agree to phasing down in those bound rates over time; to free
up in services over time with specific commitments recorded in its schedules; to
strengthen and enforce its intellectual property rights legidation; to reduce state support
for enterprises; to limit any domestic support for agriculture (accept for R&D) and to
enforce WTO principles uniformly and predictably.

All trade and traderelated policy measures must be notified to the WTO
Secretariat. This adds to domestic policy transparency, making it more difficult for
interest groups to be protected without detection. The WTO Agreements require Vietham
asingle enquiry point where WTO members can seek information on policies covered by
those agreements (e.g. TBT, SPS, TRIPsand GATS). Vietnam is aso required to inform
the WTO Secretariat each year if any significant policy changes occur, to provide
statistical information annually in a set format, and to undertake with the Secretariat a
comprehensive review of the member’ s trade and trade-related policies and practices

(Anderson op cit.).
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PART I11. TRADE LIBERALIZATION PROCESSIN VIETNAM

3.1. TheRoleof TradeLiberalization in Vietham’ s Development Strategy

The government of Vietham has recognized that further trade liberdization is an
integral part in the broader strategy for economic integration and development; and has
identified the key elements of its economic reform agenda as follows (WB, ADB and
UNDP, Vietnam Deve opment Report 2001):

Raidng the efficdency and competitiveness of the economy;

Stepping up reform of date enterprises;

Credting a hedlthy financid system;

Combining economic growth and cultural development to achieve socid justice
and progress and to protect the environment; and

Ensuring agriculturd and rurd deve opment.

Trade liberdization hesacriticd role  in achieving these objectives. As in any
country, macroeconomic management and trade, foreign investment, competition and
regulatory policies shape the environment in which industria restructuring occurs, along
with the lega and administrative framework governing enterprise development. But
Vietnam' s trangtion to a market economy, the legacy of centrd planning and the
extensive direct role of the state in industrial production mean that trade liberalization
and industry policy reform are linked to almost every aspect of economic policy and state
adtivity.

For these reasons, a redlistic strategy for sustained economic growth has to

encompass a wide range of concerns. It must emphasize pushing forward with the

27



trangtion to a market economy. Actions must be taken across a wide front, and these
actions will be strongly interconnected, including (CIE, 1999):

Industry policies, dedling with the main macro and microeconomic policies

shaping the environment for decentralized decison making and the investment

and production decisons of Sate and private enterprises,

Enterprise development, covering the regulatory environment for enterprise

formation and development, and the process of SOE divedtiture and reform;

Factor markets, dealing with actions required to promote devel opment of efficient

markets for land, labor and capitd; and

Institutional development issues addressing the need to foster development of

market ingtitutions, strengthen the legal framework for business transactions, and

to create a sound and competitive financiad sector to mobilize finance for
industrial sector activities.

Trade and industry policy reform is central to the government’ s strategy for a
number of reasons, related primarily to the role that open trade policies can play as a
means of ensuring competitiveness and efficiency of resource dlocation, and of
disciplining enterprise investment and production decisions. This becomes apparent
because international trade is as a technologica process for transforming localy
produced goods and services into goods and services made in other countries. It offers
aternative way of supplying the goods and services that the Vietnamese people want to
purchase.

Seen as a production technology, international trade also provides a benchmark

for efficiency of loca production. If local producers can produce at the same cost in local
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resources and factors of production as it takes to acquire goods through trade, then they
are using those resources efficiently. Conversdly, if local producers can only generate

adequate returns if prices are much higher than international prices, then there is a strong
presumption that they are using resources inefficiently, and that those resources would

generate greater benefits to the country if they were used in other activities.

Box 1: Comparative Advantage

What did the classcad economist David Ricardo mean when he coined the term
comparative advantage?

Suppose country A is better than country B a making automobiles and country B is
better than country A a making bread. It is obvious (the academics would say “trivid”)
that both would benefit if A specialized in automobiles, B specialized in bread and they
traded their products. Thet is a case of absolute advantage.

But what if a country is bad at making everything? Will trade drive all producers out of
business? The answer, according to Ricardo, isno. Thereason isthe principle
of comparative advantage, arguably the sngle most powerful ingght in economics,

According to the principle of comparative advantage, countries A and B till stand to
benefit from trading with each other even if A is better than B at making everything, both
automobiles and bread. If A is much more superior at making automobiles and only
dightly superior at making bread, then A should still invest resources in what it does best
—producing automobiles —and export the product to B. B should till invest in what it
does best —making bread —and export that product to A, even if it is not as efficient as
A. Both would still benefit from the trade. A country does not have to be best at anything
to gain from trade. That is comparative advantage.

The theory is one of the most widely accepted among economists. It is aso one of the
most misunderstood among norteconomists because it is confused with absolute
advantage. It is often claimed, for example, that some countries have no comparative
advantage in anything. Thet isvirtudly impossible.

Source: Adopted fromWTO (a): Introducing the WTO.
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3.2. Changesin Trade Policy snceDoi moi (Renovation)
3.2.1. Key policy changes and developments

Changes in trade and foreign exchange policy, along with liberaization of
controls on foreign investment, have been key features of the opening up of the
Vietnamese economy since the introduction of doi moi. As a result of these changes, the
trade regime—and Vietnam's trade performance —has undergone a dgnificant
transformation. The International Monetary Fund (IMF) described the pre-reform trade
sygemin Vietnam asfollows

Before the reforms, foreign trade in Vietham was subject to central decisions by
the planning authorities and could be carried out only by a small number of state trading
monopolies. Domestic prices were isolated from the influence of internationa prices
through a complex system of multiple exchange rates and trade subsidies. Exports were
discouraged through overvalued exchange rates and low procurement prices, while
imports were impeded by an extensive system of quotas and licenses. Isolated from the
world market, Vietnam relied heavily on its former CMEA partners to obtain basic
commaodities, such as petroleum products and fertilizers, while exporters were obliged to
fulfil CMEA quotas (arranged through a system of government-to-government
protocols) before they were alowed to export to the convertible currency area. (IMF
1996.)

To be able to identify ways of further trade liberadization and fulfil the

requirements of becoming a WTO member, it is useful to summarize the evolution of the



current Stuation, based on that to evaluate what have been done and to make
recommendations on whet should be done.

The introduction in 1986 of doi moi, Vietnam’ swide ranging process of economic
restructuring, formaly ushered in a period of profound changes in the ingtitutiona and
policy environment for economic development. Fundamental changes in the underlying
approach to economic management, and efforts to introduce the institutional
underpinnings of a market-oriented economy, have been implemented in a relatively
short period of time. The economy has responded impressively to these changes, and has
weathered shocks, such as the collapse of the former Council for Mutua Economic
Assgtance and the withdrawd of Soviet support.

Some of the key elements of the restructuring and renovation process are listed in
box 3.2. These structural changes have been associated with a strong stabilization effort,
involving hardening state owned erterprise (SOE) budget condraints, increasing
revenues and reducing expenditures, and controls over monetary expansion. This effort
ended along period of hyperinflation, and had a strong impact on confidence in the dong
and in the emerging financid system. At the same time, the government has sought to
cement Vietnam's entry into the multilateral and regiona trading system and to

regularize trading relationships on a bilaterd bess
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Box 2: Key dements of the Restructuring and Renovation Process

Reversal of the process of collectivization of agriculture, by granting individuals
and familiesrightsto land.

Price liberaization, to iminate the * two price system that prevailed under the
old sysem, and removal of barriersto internd trade.

Significant steps toward creation of a modern banking system, by splitting off the
commercia banking functions of the State Bank of Vietnam, and facilitating the
establishment of new foreign and domesticaly owned banking inditutions.

Partid liberdization of controls on foreign invesment and internationa trade.

Foreign exchange market reforms and shifting to a more market determined
exchange rate system. Steps toward reform of the state owned enterprise system,
through enterprise restructuring, introduction of new approaches for management
and oversight and changing the relationship between SOEs and the budget and the
financia sector. Formal acceptance of the role of the private sector, and creation
of thelegd framework for the functioning of acorporate sector.

Budgetary reform, to change the basis of revenue raising to a more modern
sysem of taxation, and adopt formalized expenditure planning and control
sysems.

Source: Adopted from Vietnam Trade Policy (CIE, 1998).

Regarding trade liberalization, initial $eps were taken in the late 1980s”. Trade
reforms gained momentum in early 1990s, dowed in the middie 1990' s and picked up
steam again from 1998. Between 1991 and 1995, private firms were allowed to engage in
foreign trade by obtaining a license, tariff exemptions were smplified, an inter-bank
foreign exchange market was introduced, and quotas on exports were removed except for

rice

4 In 1988, the crucial step of abolishing the central government’ s monopoly on trade and in reducing the
customs tariff was taken. In 1989, quotas were removed on all but few export and severa import
commodities, the rates of export duties were reduced, the foreign exchange system was unified, and
producers were allowed to sell to any licensed foreign trade company.
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Since 1998 the trade regime has been opened up further. The most significant
measure was freeing-up of trading rights for firms registered in Vietnam. These firms

were allowed for the first time, to export and import goods directly without a license.

This newly provided right for domestic firms encouraged significant participation of
private firms in foreign trade. The domestic private sectors share in the vaue of norrail
export rose from 12 percent in 1997 to 22 percent in mid-2000 and in import value, from

4 percent to 16 percent (see Table 3).

Table 3: Sharesin Non-oil Exportsand total Imports

Non-oil Exports Totd Imports
1997 Mid-2000 1997 Mid-2000
State-owned enterprises 65 46 68 57
Foragn-invested enterprises 23 32 28 27
Domedtic private SMIES 12 22 4 16
Total 100 100 100 100

Source: Ministry of Trade

Although doi moi had been preceded by a number of experiments with
liberalizing the domestic economy (such as, the 1979 introduction of a contract system
for agriculture and the legdization of ‘ fence-bresking' by SOES), changes affecting
Vietnam' s interactions with international markets redly only started in 1987 with the
introduction of anew law on foragn investment.

Table 4 presents a chronology of some key changes in policies toward

internetiond trade and invesment, and the foreign exchange sysem.




Table4: Major Changesin Trade Policy snce Doi moi

Year Changesin Trade Palicy Other Reforms
1986 = VI Paty Congress declares
beginning of doi moi
1987 » Law on Foreign Investment—| = Landlaw edablisnes private use
Introduction of * open door’ policy of adlocated land in agriculture
= Cregtion of centra treasury to
execute the budget
1988 = Foreign exchange control decree| = Creation of two-tier banking
liberalizes retention of foreign exchange, | system
g oo oy T = | Copmave  mabod o
loans pay PO it 9 agriculture production abandoned in
favor of households
. ra;’glgéﬁgn (e)fr atgsade and invisble | . Eamming households given long-
pay 9 teem  rights to use land for
= Redrictions on esablishment of foreign | agriculturd production
trading organization relaxed and centrd
government monopoly of foreign trade
terminated = Officid policy of encouraging
= Law on Import and Export Duties private enterprises
introduces the customs tariff
1989 * Quotasremovedondl buttenexportand | = Nealy dl forms of direct

14  import commodities (subsequently
reduced to seven export and 12 import
commodities)

= Requirement that SOEs fulfil CMEA
export targets before exporting to convertible
currency area removed

=  Number of export commodities subject
to duties reduced from 30 to 12 and most
rates reduced

= Producers of exportables dlowed to sl
to any appropriately licensed foreign trade
companies

=  Number of import commodities subject
to duties reduced from 124 to 80, range of
rates expanded from 550 per cent to 5120
per cent.

= Foreign exchange rate system unified
= All budgetary export subsidies removed

subsidization of production and
price control removed — end of * two
price system.

= Domedic trading in gold
legdized
= Ordinance on  Economic

Contracts establishes rights for legd
entities to enter into contracts

= Bank interest
possblein red terms

rates made




Table 4: (Continued)

1990 »  Specid sdestaxesintroduced » Lav for State Bank and
. : Nationd Law on Banks,
imrozﬂgver tax and  profit  tax Cooperative Credit Institutions

_ _ and  Financid Ingtitutions
* Law Foreign Investment revised enacted, Prohibiting SBVN from
= Specid import duties imposed on| commercid  banking  and
sdlected goods such as mopeds and| @mpowering it as centra bank
tourig vehides = Law on Private Enterprises
» Generd export-import companies| €Sieblishes  legd  bass  for
required to register with regulatory| €stablishment of sole
organization for individud commodities proprietorships
= Exports of cetan commodities| * Law on  Companies
limited to member relevant exporters| €steblishes legal basis for limited
asocidions liability and shareholder business

entities

1991 = Foreign exchange trading floors| = Ordinance on Civil contracts
opened at SBVN establishes lega basis for most
= Regulation on setting up export forms of contract
processing zones (EPZS) promulgated = Decrees establish rights of
. - SOEs to manage assets, provide
percE;g[Otg fl g g;trlce reduced from 10 rue for SOE formation and

_ initiate registration review which
* Imported inputs used to produce| |eads to major rationdization of
exports exempted from duty SOE sector
= Pri\_/at_e companies dlowedtodirectly | = Agriculture Bank of Vietnam
engagein intemationdl trade dlowed to lend to households

1992 = Hamonzed system of tariff| = New Constitution alows

nomendatureintroduction

= Foreign investment law amended to
reduce discrimination in favor of joint-
ventures against 100 per cent foreign
owned enterprises, and to introduce
build-operate- transfer (BOT) concept for
infragtructure projects

= Trade agreement signed European
Union (EU) establishes quota on exports
of textiles and clothing to EU and grants
tariff preference on selected imports from
EU

individuals to exercise property
rights over income producing
assats and persond property

= Pilot equitization program for
SOEs introduced




Table 4: (continued)

1993 = Export shipment licensng relaxed —| = New Land Law makes
six monthly licenses issued for 22 export | agriculture land user rights
commodities trandferable and useable as

: collaterd
= 90 day duty suspension system for
inputs into export production introduced = Laws on bankruptcy and
= Tariff and revenue laws amended to | V! rolnmggtal protection
add provisons for other than normd promuigat
Importation (such as, goods in trangt)
= Vietnam joined Customs Cooperation
Coundil
= United Nations (UN) layout key for
customs declaration adopted
1994 * Elimination of import permits for al | ®* Economic Court established

but 15 products

= Responghility to initiate change in
tariff passes from Ministry of Finance to
Minidry of Trade

»  Vieinam gans GATT observer datus

= |ntroduction of interbank foreign

exchange market

= Steps in process of licendng to
engage in internationa trade reduced
from three to two

= Duty exemption system for exports
extended to suspend duty payment for 90
days

= Export shipment licensng further
relaxed —completely lifted for dll

commodities except rice, timber and
petroleum

= Labor Code establishes
protection of employer and
enployee rights, regulation of
contracts, socia insurance and
Sets up arbitration mechaniam

= Law on Promotion of
Domestic Investment, elaborates
roles of different levels of
governments in licensng and
lays out initiatives for domestic
invesmeant

= Plot work on creation of
generd corporations as
groupings of SOEsinitiated




Table 4: (continued)

1995

= Coverage of export quotas reduced to
one commodity—+ce
= Export tax ratesraised on 11 products

*= Vietnam joins ASEAN and accedes
to protocols of merbership of AFTA

= Reduction in number of turnover tax
ratesfrom 18 to 11

* Requirement for importers to get
import permits on a by shipment basis
eliminated for a wide range of consumer
and producer goods

= Range of goods subject to
management by import quota reduced to
seven

= 1996 list of goods under the common
effective preferentia tariff (CEPT) for
AFTA promulgated

= Magor reorganization of ministries
establishes leading role of Ministry of
Planning and Investment (MPl) in
approval and regulation of foreign
investment

= New regulaions on land
limits nature of land use rights
for private sector and erodes
right to mortgage land use rights
held by domegtic organizations

= Gengd Depatment for
monitoring the State Capita and
Assets in State  Enterprises
created in Ministry of Finance to
improve supervision and
management of SOES

= Law on State Enterprises
consolidates previous legidative
initiatives on SOES

= Civil Code enacted to lay
foundation for market economy.
Establishes inter dia legd
protection of industrial property
rights

1996

= Maximum tariff rate reduced to 80
percent special sales tax imposed at rates
up to 100 percent on imported (but not
locally  produced) passenger cars
fallowing reduction in taiff rate

= List of commodities under CEPT of
AFTA for 1997 promulgated

= New law on Foreign Investment
reduces scope of import duty exemptions
for foreign investment projects

* |nward foreign exchange remittance
tax lifted

= Import-export policy decision for 996
reduces number of goods managed by
import quotao Six

= Credit activities exempted
from turnover tax
= Law on State Budget

formalizes budgetary practice
and defines revenue and
expenditure responshbilities of
different levels of government

= Frst Public Investment
Program (PIP) authorized

= Law on Materids lays out
framework for exploitation of
minerd resources

» Regulations elaborate regime
under Civil Code for protection
of indugtrid property rights

37




Table 4: (continued)

1997

= Decree dlocates rice export quotas to
provincial People s Committees as well
as agencies under centra management
thus opening the way for direct export by
the private sector. All distractions on
domedtic trade in rice abolished

= |mports of sugar prohibited. Number
of goods subject to import quotas to
achieve naturd balances increases

= Temporary prohibitions imposed on
imports of wide range of consumer goods
then lifted

= Approvd of certan investment
projects decentralized to sdected
people s committees and indudtria zones

= |mport stamp system introduced as
anti- samuggling messure

= Law on Credit Institutions
establishes basis for supervision
and regulaion of banking system

= Law on Sate Bank of
Vietham specifies role and
functions of SBVN, but still fails
to give SVN autonomy in setting
monetary policy

» Law on Vdueadded Tax
announces introduction of VAT

in 1999 to replace turnover tax

= Law on Corporate Income
Tax announces introduction of
company tax in 1999 to replace

profit tax

= Law on Cooperatives
confirms continued government

support for cooperative business




Table 4: (continued)

1998

= Forwad and swap foreign exchange
transactions authorized

= Foreign invested enterprises alowed to
export goods not specified in investment
license

= Highet tariff rate reduced to 60 percent

= Informa road map of CEPT tariff
reductions to 2006 issued

= List of commodities under CEPT for 1998
promulgated, completing coverage of inclusion
list

= Management of imports of most of
consumer goods shifted to tariffs rather than
quotas or licensing

= Decison to adlocate rice export and

fertilize import quota to private sector
enterprises announced

= Domestic enterprises authorized to directly
export production without an export/import
license

= Partial surrender requirements imposed on
enterprises holding foreign exchange accounts

= Redrictionsimposed on imports of acohal

= Use of minimum price list for valuation of
import by foreign invested enterprises
terminated

= Amendment to import/export law
introduces 3 schedule tariff, and provision for
antidumping and countervailing duty

= Specid sdes tax amended, partialy

extending tax to local motor vehicles,
increasing rates on luxuries

= General conditions and procedures for
Viethamese  enterprises to  undertake
international trading activities smplified with
elimination of requirement for licensng by
Minigry of Trade.

Incentives for domestic

investment extended and
access Smplified

Taxpayer identification
numbering system
introduced
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Table 4: (continued)

1999 = |ssued implementing regulations to free up
rights of al firms to export and import directly

al products listed in firm's business license
without requiring license. Exporters are given
rights to export products not listed in ther
license (Jan)

= |ssued implementing regulations to reduce
the number of tariff rates to 12 (from 26) and
the maximum tariff to 50 percent (from 60)
except for Six categories of goods

= Peamitted private firmsto export rice.

2000 = Quantitative redtrictions (QRs) were
removed from 8 of the 19 items subject to
QRs.

= Bilaterd Trade Agreement signed with the
United State

Source: Official Circulars (various editions); Fforde and deVylder (1996); World Bank
(1993, 1994, 1995, 2000); Fforde and Goldstone (1995); CIE (1998); Viet Law (various
editions); Freshfidds (various editions).
3.2.2. Trade, Exchange and Foreign Investment Policies

Liberdization of Vietnam' s trade and exchange system has involved actions on
ax manfronts

Phasing out of foreign exchange controls and adoption of a more market oriented
exchange rate policy, accompanying large scale restructuring of the financia
Sysem;

Rdaxation of controls on entry into foreign trading activities,
Reaxation of controls used to manage imports and exports,

Creation and amendment of a system of taxation of imports and exports, as part of
acomprehensve change in the revenue rasing sysem; and

Joining regiond and multilaterd trading arrangements.




These actions have accompanied efforts to creste a legal and regulatory
framework to permit and encourage foreign investment.
Exchange Reform
The mgor gepsin exchange reform have been:

Unification of the multiple exchange rate system that prevailed until 1989
following large devaution to dimineate serious overvauation of officd rates,
Liberalization of controls on retention of foreign exchange and use of transfers
from abroad —allowing firms that meet surrender requirements to open foreign
currency accounts and sell foreign exchange at prevailing exchange rates, and
allowing foreign transfers to be used to pay for imported goods and services and
meke outward trandfers;

Establishment of an interbank market in 1994 following the setting up of trading
floors a the State Bank in 1994; and

Pursuit of a market oriented exchange rate policy that has al but eiminated
differentiads between the officid and parald exchange markets.

These changes in foreign exchange management have been accompanied by a
restructuring of the banking sector —to create a two-tier system from the old monobank,
and open up entry to new and foreign banks —and monetary policies aimed at increasing
confidencein thelocad currency and finendd sysem.

3.3. Trade Achievementsin Recent Years

Changes in trade policies have been an essentid component of the doi moi policy
implemented in Vietham since 1986. Over the years, most export quotas have been lifted
and export taxes have been reduced to generaly low levels (World Bank, 2000). In
addition, export activities by private sector (both domestic and foreign) have been
increasingly encouraged, thus breaking the trade monopoly of a smal number of State-
owned enterprises. These reforms — together with sound macroeconomic management

have led to a rapid export and import growth. Asit can be seen in Table 5, between 1992

41



and 1997 (the period before the Asian economic Crisis), the dollar value of imports and

exports roughly quadrupled (to $11,592 million and $9,185 million respectively), raising

the share of trade in GDP from 52 percent to 86 percent —ahigh share by any standard.
Table5: Increased Openness

1992 1997
Vdue of exports (USS million) 2,581 9,185
Vaue of imports (US$ million) 2,540 11,592
(Exportstimports)/GDP (%) 52 86

Source: General Satistical Office (GO)

The dructure of exports also changed. During the 1990s, Vietnam started to
exploit its comparative advantage in labor-intensve manufactures. Table 6 shows that
export growth was led by light manufactures, dominated by the garment and footwear
sectors. Between 1990 and 1999, the share of light manufactures in total exports rose
from 13 percent to 37 percent. It is also noticeable that, despite the shrinking share of
agricultural goods in total exports, there was a strong rise in the volume of rice exports.

In only few years, Vietnam turned from being a net rice importer into the world’ s second

largest exporter.
Table 6: Thechangein Export Structure
Shareintotal Exportsin Sharein tota Export
1992 (%) in1997 (%)

Totd Export 100 100
Agriculture 50 35
Heavy indudry and mineras 37 28
Light Industry 13 37
Of which:

Textilesand garments na 16

Footwear n.a 11

Source: General Satistical Office (GO)
The Asan criss has interrupted Vietnam' s tade expansion. In 1998, exports

increased by a duggish 2.1 percent. To avoid an externa deficit, the Government
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imposed additional import restrictions which, together with dumping domestic demand,
led to a 0.8 percent decrease in the value of imports. This downturn in export
performance was the general phenomenon in the region. However, in 1999 it was a
surprising recovery in Vietnam export performance. Table 7 shows that in 1999,

Vietnam' s exports grew by an impressive 23.4 percent, much faster than in most other

Asan countries.
Table7: Strong Export Growth in 1999
Countries Export growth in 1999

)
Thaland 7.4
Mdaysa 153
Indonesia 0.6
Republic of Korea 119
Philippines 18.6
China 6.0
Vietham 234
Vietnam non-oil 16.3

Source: General Satistical Office (GSO) and Asia Pacific Quarterly Update
(Adopted from World Bank 2000, op cit.).

Between 1997and 1999, exports by private sector grew very fast and much faster
than those of state-owned enterprises (SOEs). As Table 8 indicates that over the two
years 98-99 exports by smal and medium domestic private enterprises grew by 72.5
percent, while exports of SOEs rose by 4.6 percent only. Thus despite its small size, the

private domestic sector accounted for 39.1 percent of the periods non-ail export growth.



Table 8: Nonroil Export Growth by Sectors

1997 1999 2-yeaxr Didribution
(US$ (USss Export of Export

million) million) Growth(%)  Growth (%)
State-owned enterprises 5,207 5,260 4.6 13.7
Foreign-invested enterprises 1,790 2,590 4.7 47.2
Inwhich: EPZs 292 581 98.8 17.0
Private enterprises 915 1,578 725 39.1
Totd 7,732 9,428 21.9 100

Source: General Department of Customs and Ministry of Trade

The generd trend of imports and exports of Vietnam is presented in Chart 3.

Chart 3: Trend of Vietnam’ sImportsand Exports 1990-2000
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Source: General Satistic Office
Based on the trade performance of Vietnam in recent years, the World Bank
(World Bank 2000) suggested the following findings
= Exceptiona export growth of 23.4 percent in 1999, especialy nonoil exports
(growing a 16.3 percent), suggests that Vietnam is very competitive in world markets.

Vietnam' s export growth exceeded those of other countries in the region.



» Reforms expanding trading rights and access of private SMEs have pad off as non
oil exports by these firms grew by 72.5 percent over two years, accounting for

39.1percent of the growth in non-oil exports.

= |If reforms to liberdize the private sector continue and if normal access to al world
markets is enhanced, private domestic SMEs (Small and Medium Enterprises) and
foreign investors are likely to undertake the investment required to sustain Vietnam

rapid export growth.

3.4. Vietnam’'s Current Integration Program and Its Relevance to the WTO
Principles
3.4.1. Current Multilateral and Bilateral Arrangements

Vietnam dgned a preferentia trade agreement with the European Economic
Community (now the EU) in 1992. This involved the granting of quotas to export textiles
and clothing to Europe and the granting of a 2-percentage point preference on imports of
sdlected goods from the EU.

When Vietnam joined ASEAN in 1995 it also became a member of the ASEAN
Free Trade Area (AFTA). Thisinvolved entering into commitments to reduce tariffs on
imports from ASEAN to 0-5 per cent over a ten-year period on awide range of industrial
and agricultural commodities under the Common Effective Preferentia Tariff Scheme
(CEPT). It dso involved making commitments to eliminate nontariff barriers on goods
covered by the CEPT and to harmonize customs, investment and standards regulations

and procedures.



b)

Vietnam' s Specific Commitments under CEPT are as follows (IMF, 2000):

Inclusion List (IL): Thislist covers items on which tariffs are to be reduced to the
common effective preferentia tariff (CEPT) of 0-5 percent by 2006. It effectively
comprises all items not on the exclusion list below and will comprise about 6,030
items by 2003. The IL currently comprises 4,233 items, of which tariffs on 1,270
items are over 5 percent and 451 items are over 20 percent, with tariffs on a few
items as high as 50 percent. Although a linear tariff reduction over the phase-in
period is recommended, the annual tariff rate reduction must be at least 5 percent.
Under the implementing arrangements, by 2003 very few IL items would have
CEPT rates over 20 percent.

Temporary Exclusion List (TEL): Thislist coversitems to be phased into the IL
by 2003. In early 2000, in accordance with the existing plan, 640 items were
moved from the TEL to the IL, to bring the IL up to 4,233 items. After the 2000
installment, the TEL now comprises about 1,800 items, which will be transferred
to the IL in three roughly equa annud installments, so that by 2003 the TEL will
be depleted.

General Exclusion List (GEL): Thislist covers items not subject to liberalization
for cultural, security, health, and environmental reasons. This list comprises 202
items, including alcoholic beverages, automobiles, motorcycles and kits, and
petroleum products, which are currently subject to quantitative restrictions.
However, the scope of the GEL is being reviewed, and a few items, including

radios and larger motorcycles are likely to be removed.



d) Senstive Exclusion List (SEL): In accordance with the Protocol on Sensitive and
Highly Sensitive Products signed on September 3, 1999, Vietnam has 51 items,
mainly unprocessed agricultural products and including sugar, on the sengitive list
and no products on the highly sengitive list. Items on the SEL are to have tariffs
reduced to 0-5 percent by 2013, and by at least 10 percent each year starting no
later than 2006, but sugar is specialy to reach the 0-5 percent target by 2010. All
quantitative restrictions and other nontariff barriers are to be removed from these
items by 2013.

Vignam' stariff schedule under AFTA CEPT for 1999-2000 is presented in Table 9.

Table9: Vietnam' CEPT Tariff Rates, 1999-2000

Ratesin 1999 Ratesin 2000
Bands Number of lines Bands Number of lines
Number Percent Number Percent
0 1,523 27 0 1,690 39.9
1 82 2.3 1 155 3.7
3 332 9.3 3 335 7.9
4 1 0.0 4 0 0.0
5 561 15.7 5 783 185
7 20 0.6 7 10 0.2
10 261 7.3 10 573 135
15 470 13.2 15 129 3.0
20 25 0.7 20 107 25
25 24 0.7 25 13 0.3
30 33 0.9 30 72 1.7
35 3 0.1 35 280 6.6
40 231 6.5 40 82 1.9
45 1 0.0 45 1 0.0
50 3 0.1
Totd 3,567 100 Totd 4,233 100
Average 7.1 Average 7.3
Standard deviation 10.6 Standard deviation 10.7

Source: Tariff Schedule, Ministry of Finance
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While the normd tariff schedule is as follows (Teble 10):

Table 10: Summary of Normal Tariff Schedule, 1999-2000°

Ratesin 1999 Ratesin 2000
Bands Number of lines Bands Number of lines
Number Percent Number Percent

0 1,965 324 0 2,029 320
1 148 2.4 1 173 2.7
3 374 6.2 3 381 6.0
5 616 10.2 5 697 10.7
10 448 7.4 7 7 0.1
15 58 1.0 10 519 8.2
20 531 8.8 12 2 0.0
30 663 109 15 79 1.2
40 617 10.2 18 1 0.0
50 574 9.5 20 516 8.1
60 34 0.6 25 3 0.0
100 28 0.5 30 633 10.0
40 678 10.7
45 2 0.0
50 569 9.0
55 1 0.0
60 12 0.2
80 9 0.1
100 48 0.8
Totd 6,056 100 Totd 6,341 100
Number of bands 12 Number of bands 19
Average 155 Average 154
Standard deviation 17.7 Standard deviation 18.1

Source: Tariff Schedule, Ministry of Finance

In 1994 Vietnam was granted observer status at the GATT and in 1996 it
submitted a memorandum on its foreign trade regime as part of its gpplication to join the

WTO. The gatus of Vietnam' s accesson to the WTO is presented in Table 2 (Part 11).

® The normal tariff rates are termed preferential in the official schedule. There are also non-preferential
tariff rates about 50% higher than these rates, which are applied to imports from countries without a trade

agreement (or not in the process of negotiating one).



The US —Vietnam Bilateral Trade Agreement

The bilatera trade agreement signed in July 2000 with the United States (subject
to approva of parliaments) would give Vietnam normal trade access to the US market in
exchange for Vietnam phasing in seps to liberalize nonrtariff barriers, customs
procedures, investment measures, and entry requirements for some services, and for
reducing some tariffs.

The agreement is divided into six chapters. (1) market access for industria goods
and farm products; (2) intellectua property; (3) trade in services, (4) investment; (5)
business facilitation; (6) transparency. In each case, it sets clear and specific
commitments and timetables, which will go into effect after the agreement is
implemented through a congressional decision of both countries (U.S. Dept. of State,
2000).

In November 1998, Vietnam became a full member of the Asia-Pacific Economic
Cooperation (APEC) group, and submitted an Individual Action Plan (IAP) for meeting

the liberdization objectives associated with membership.

3.4.2. The Relevance of Vietham’ sIntegration Program to the WTO
While there are some important differences in detail, each of other multilateral and
bilateral agreements embraces principles smilar to those of the WTO (CIE, 1998 op cit.):
Transparency;
Reducing reliance on nontariff barriers,
Lowering barriersto trade; and

Non-discrimination and nationd treatment.
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These principles would be important to apply in Vietnam, even if their
implementation was not called for as part of international commitments. This is because
of the critical role that trade and investment policies play in shaping the environment for
investment and economic development. Applying them would be good for both Vietnam,
and for itstrade partners.

Transparency

Policy transparency helps investors, producers, workers and consumersto plan
their behavior with some degree of certainty about the impact of government activities.
Transparency in trade and investment policy may benefit Vietnam’ s trading partners, but
the big benefits are to the people of Vietnam. Improving transparency will require some
important ingtitutional and procedura developments, which may in turn involve changes
in some overall gpproaches to administration of economic management. Some of these
changes are discussed below.
Reducing Barriersto Trade

Despite the obvious benefits flowing from increased trade over the past 10 years
the contribution of lower trade barriers to the welfare of the Viethamese people
questioned by some people. Internationa trade is sometimes seen in Vietnam as more an
aspect of internationa relations policies than it is about domestic economic development
and resource alocation. The adjustments caused by reducing trade barriers are sometimes
Seen asacog of pursuing internationd relations objectives.

They can be, however, the main source of domestic benefit that should drive trade

reform, with the impact on internationd relations being seen as a secondary benfit.



Reducing reliance on non-tariff barriers
The case for reducing reliance on nontariff barriersis often expressed in terms of

transparency. However, the most compelling domestic reason for replacing non-tariff

barriers by tariffs as an instrument for protection lies in the way in which NTBs provide
protection. Of course, some of Vietham’' s NTBs are not directly targeted at industry
protection objectives. Examples include restrictions used to maintain health and safety
standards, or to meet quarantine objectives. For such barriers, acceding to WTO or
meeting regional commitments may require using aternative forms of regulation, or
adopting internationaly recognized procedures for determining the nature and extent of
barriers.

When a tariff is used to protect local producers, there is a fixed percentage by
which these producers can charge higher prices and sustain higher costs of production.
This ensures that producers face incentives to avoid deterioration in their competitiveness.
It dso puts a cap on the costs that the community at large must bear to protect the
industry. Non-tariff barriers, especially quantitative restrictions on imports, by contrast,
impose no explicit limit on the level of protection and extent of costs imposed on the
community.

In Vietnam, some quantitative restrictions on imports, swch as those used for
commodities subject to policies aimed at maintaining balances between supply and
demand, have arather complex effect on locd producers. Among the effects are:

Dedahilization of domestic markets and prices, and

Credtion of windfd| profits which lead to the impagtion of other forms of contral.
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Replacing these non-tariff barriers with moderate levels of tariff protection would
appear in some cases to provide advantages to local producers as well as to consumers.

More generaly, reducing reliance on non-tariff barriers is one of the principles of WTO
that would be unambiguously good for Vietnam, and Vietnam should develop a strategy

for continuing the ongoing process of diminating NTBs as amatter of urgency.

Non-discrimination and National Treatment

While the principle of nondiscrimination seems to have its logic in achieving fair
and equd treatment across trading and investing partners, the more compelling reason for
its goplication liesin its domegtic bendfits

Application of the principle means that Vietnam would always have access to the
best sources of imports and foreign investment. Discrimination may well involve skewing
incentives so that traders purchase imports with higher foreign exchange costs to the
nation because the best value source is subject to a higher tariff. This is why Vietham
should serioudy consider applying AFTA CEPT concessions on a globa basis, rather
then limiting them to importsfrom AFTA countries.

National treatment involves providing country goods and investors the same
treatment as their local counterparts. As far as goods are concerned, it is a logica
counterpart of nondiscrimination, and largely consistent with current practice in Vietnam.
Providing nationd treatment under the General Agreement on Trade in Services and the
Agreement on Trade Related Investment measures will involve more changes from
current practice. It is broadly consistent with much of present thinking, where there is
movement towards creating a unified legal framework for al enterprises regardless of

ownership. But there may be a need to accelerate development of other elements of the
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legal and ingtitutional framework (contract law, financia regulations, for example) to

clear the way for further movement on this front.

3.5. Challenges/Problems and Strategic Consder ations

Many of the changes that are being contemplated as Vietnam pursues accession to
WTO and mesting its commitments under AFTA ae no different from what an
gopropriate economic development and trade strategy might involve.

However, some people in Vietnam are concerned about the impact of open trade
on Vietnam' sexiding indudtries. Thisview may be summarized as follows

Vietnam' s dder technology means that Vietnamese firms cannot compete in an
open trade environment; and

Trade barriers should maintained, & least until the economy becomes modernized.

But modernization will not happen if the economy remains closed. And if the
economy is opened up on a selective basis with a view to protecting the least competitive
—least modern —sectors then, paradoxically, those areas, which need to modernize the
mos;, will be the ones where the least happens.

While many people in Vietnam see an open trade regime as a desirable policy
objective, some of them are concerned that the institutional arrangements for efficient
market allocation are not yet established. On the basis of these concerns it is suggested
that trade barriers be reduced dowly and that there be some centralized direction of
resources.

As other economies in transition pursuing integration activities under the WTO
Vietnam dso has problems with ingtitutional arrangements to support a market

economy. As a centraly planed econony, for many years these ingtitutions were not



encouraged to grow. And many existing ingtitutions, including the continued reliance on
SOEs and the relationship of these enterprises with government line departments, are all
likely to inhibit market responses. This raises three questions from a strategy viewpoint.
First, how much of an integration strategy should be about building institutional
arrangements for a market economy? Second, pending the development of these
arrangements should the government go dow on removing trade barriers? And third,
what should the government do in the interim as indtitutions are evolving?

On the first question —how much should an integration strategy be about
ingtitutional development —the answer is smple: a lot. While many of the lessons from
the experience of other countries are open to various interpretations, this one is not —
there is genera agreement that ingtitution matter. Although Vietnam is starting from
behind due to its centrally planned past, the emphasis is already well recognized in
Vienam.

On the second question — should the lack of market oriented ingtitutional
arrangements be a basis for dowing down the program of trade reform associated with

membership of regiona and multilateral agreements —we see no basis for trying to

dilute or escape these commitments. To the contrary, there are good reasons not to tie the
pace of trade reforms to the negotiation process of WTO accession. Meeting WTO
accesson procedure would help Vietnam to accderate inditutional reform.

Firgt, the government has aready done much to establish market-oriented
ingtitutions. The speed at which these arrangements have become consolidated is partly
driven by demand. If firms, including state owned firms, are to be required to operate in

an administered, centrally directed framework they are less likely to see a need for



market based ingtitutions — private property, rules of contract, banking systems,
financia markets and the like. However, if they operate in internationa markets where
everyone they meet has access to these things they are likely to want them to be
established at home. A perfect harmony between openness and ingtitutional arrangements
is never likely to exist. Even in the most developed economies, ingtitutional arrange ments
for, say, communications, banking and employment is congantly changing as
communication, transport and internationa capital markets are changing. The lack of
perfect ingtitutional arrangements in these countries is a trigger to building better ones
and not abasisfor rasing atificid barriersto the rest of the world.

A second reason for sticking to existing commitments is that the problem with
many of the existing arrangements is that market correction of mistakes will be dow to
occur. Thisis particularly important given the government’ s commitment to the continual
existence of a large state owned sector. Openness creates a powerful source of
information for international markets, centrd planners and SOEs.

A third is the benefit of credibility and predictability. Programs such as the CEPT
program under AFTA and tariff bindings under the WTO will provide a basis for people
to plan their invesments.

The Problem of NTBs (Non-tariff Barriers)

The feature of Vietnam’ s current trade policies lying at the heart of the main costs
being born is the regime of adminidrative controls on trade, especialy NTBsto imports.

Despite the fact that greet efforts have been made in reduction of NTBs, various
kinds of NTBs are ill used in Vietnam to pursue a wide range of objectives. Some

reflect a continued concern to * manage’ or to * balance’ demand and supply for goods that



considered being of strategic importance for the economy. Others are designed to
conserve the use of foreign exchange or to deter imports of goods considered to be of low
priority, or to protect local producers. Some, for goods under specidized line
management, are usad to achieve arange of regulatory objectives.

Effective April 1, 2000, quantitative restrictions (QRs) were removed from 8 of
the 19 items subject to QRs. The items liberalized were liquid soda, raw materia for
plastics, fertilizer, ceramic and glass consumer goods, bicycles, ceramic sanitary wares,
consumer electric fans, and plastic packaging. Tariffs on these items were increased to
100 percent for some glass consumer products and 80 percent for bicycles, but the rate on
fertilizer was only raised to 5 percent.

More generaly, there appears to be much greater easing of import regime than
implied by the removal of QRs. In the first haf of 2000, imports rose by an estimated 34
percent (over the same period in 1999), after three years of no increase in the value of
total imports (despite large increase in ail prices, high export growth in 1999, and red
GDP growth of 5 percent during these three years).

The goods remaining subject to QRs are ceramic and granite tiles, vegetable all,
window glass, paper newsprint writing, and packaging), construction steel, cement and
clinker, motor cars forl6 or fewer passengers, motorcycles and kits, sugar, alcoholic
beverages, and petroleum products. The last two items were removed from the list of
items subject to import licensing (Decision 242/1999/QD-TTg), but are under separate
contralling indruments that il redtrict the totd vaue of permitted imports.

In early 1999, a new and substantially revised the tariff schedule was introduced.

It reduced the maximum standard tariff rate to 50 percent; about 1 percent of line items



had rates above this level, mainly alcoholic beverages and motor vehicles. This new
schedule was aso more in line with the harmonized standard nomenclature, increasing

the tota number of tariff items to about 6,000.

In early 2000, the tariff schedule was again revised, partly to reflect the tariff
increases needed for newly liberalized imports. These changes contributed to the increase
in the number of tariff rates to 19 from 12 in 1999. Notwithstanding the increase in tariff
rates on the liberalized items, the average tariff rate from the schedule remained at 15.5

percent, Snce the number of itemswith rates of 20 percent or lessincreased dightly.

Chart 4: Import Coverage of QRs
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Source: General Satigtic Office (GS0O), 2000
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Chart 5. Production Coverage of QRs
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Chart 4 shows that approximately 40 percent of imports are subject to
adminigtrative restrictions. Chart 5 shows the coverage of QRs under Degree 57 and
Decision 254, in terms of goods production levels. Around 24 percent of production of
goods is subject to protection from QRs. In terms of total production (goods and services)
coverage is about 15 percent. Some 3 percent of the work force | in sectors where QRS
arein effect.

CIE s study of NTBs (CIE 1999) presents information on the potential impact of
QRs on cost of production in the economy. Table 11 shows some indications of the costs
incurred in different sectors of the economy because of the current QRs on imports.

Table 11: Estimated cost savings from removal of QRs and associated protection

Industry Cog svings
%
Agriculture 31
Condruction 3.8
Food processing 6.4
Printing and publishing 2.2

Source; CIE (1999)



For many of the industries, whose outputs are covered by QRs, it is not the case
that dl producers need the blanket protection accorded by the restriction. Case studies of
cement, steel and plastics presented in the report on NTBs (CIE 1999) show that
technology, costs and competitiveness vary considerably across enterprises in these
enterprises. They aso show that the price differentials (between internationa and
domestic prices) supported by these barriers are volatile and often quite small. Many
industries protected by QRs are subject to constraints on pricing, market exploitation and
investment that offset or blunt the incentives for expansion created by the protection. But
at the same time these constraints raise production costs and give rise to inefficiencies. A
policy approach that removed these constraints and the protection might see many
enterprisesin these indudtries to compete better.

NTBs are generaly undesirable ingtruments to meet trade policy objectives
because of the following reasons:

= Theuse of NTBs disconnects an important signal to resource allocation — the price in
international markets — which provides signals to investors, producers and consumers
about Vietnam’ s comparative advantage and the opportunity costs of producing (or
not producing) goods localy;

= Absence of transparency — because trade is subject to administrative controls,
whether or not the import of a particular good is alowed is settled in a process that is
both obscure and unpredictable. This increases the risks associated with trading and
production decisions, and makes them vulnerable to lobbying and dirategic

meanipulation by traders and producers;
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Managing trade to achieve * balances within the economy — an explicit objective for
key NTBs — is becoming close to impossible as the economy becomes more diverse
and complicated;

The level of protection accorded by NTBs is not fixed, and rises to accommodate
deteriorating competitiveness of loca producers. Incentives to become efficient are
thus muted &t bet;

The cost born by other sectors on the economy aso varies according to the
competitiveness of locd producers, increasing their uncertainty;

Curent NTBs, which are often very selective within classes of product, can promote
wasteful importation as users substitute less appropriate aternatives for the imports
under contral;

Allocation of rights to import goods subject to NTB confers access to economic rents
— these rents are often disspated and allocation methods do not ensure that the most
efficient importers get accessto rights, and

NTBs are often complex to adminigter, adding to the burdens on customs and traders.



PART IV. CONCLUS ON AND RECOMMEDATIONS

Since doi moi, many changes have been done in the field of trade liberalization
that have contributed to high growth rate and trade performance in Vietnam. However, to
complete the remaining Stages of accesson Vietnam should:

Incorporate the guiding principles of WTO into domestic policy formulation as
quickly asposshle

Formulae and adopt a strategy for tariff based protection, involving a program for
phasing out NTBs and moving towards a lower and more uniform and more stable
tariff Sructure

- For some NTBs, the key is to develop appropriate, non-discriminatory forms

of regulaion to achieve non protective objectives

- For other, the issue is to switch to tariff based protection as soon as possible to

send clear signals to producers and invedors that the level of protection is
bounded;
Let markets determine the exchange rate;
Adopt an appropriate policy and institutional regime to promote domestic competition
- placing priority on review and reform of regulation, laws and administrative
practices that impede competition; and
Moving towards a unified legal, regulatory and taxation treatment of domestic and
foreign investment.
The process of accession to WTO poses a number of challenges for transition

economies like Vietnam, primarily with respect to how libera a trade and investment
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regime to commit to in the negotiation process. The key areas where these decisions need
to be made relate to the level at which to bind tariffs, the support to be provided to

agriculture and the range of commitmertsin the areaof trade in services.

There is a tendency for some countries to approach these issues with a strategy
amed at the committing to the least liberdization possible to ensure accession. The
negotiation/concession framework of the accession process —and the genera WTO
approach to liberadization —are inclined to foster such an gpproach, since it is seen to
provide countries with * bargaining chips . However this is a very dangerous, and rather
perverse goproach. As one commentator has pointed out (Michaopoulos, op cit):

Individua countries, especialy smal transtion economies, have little leverage in
market access negotiations. hence the potential benefits they may be able to obtain from
such a strategy may be very small. At the same time, naintaining protection through
relatively high tariffs and protected agriculture and service sectors, smply means that
they impose costs to their own economies, by foregoing the benefits of a more liberd
trade regime, which in the first instance accrue to the country itself. If, on the other had,
countries bind tariffs a levels higher than those applied and assume few commitments
regarding agriculture and services, both of which are possible under WTO rules, they are
subject to another risk: they create the opening for domestic interests to exert political
pressure for additiond protection in the future.

The experience of some Former Soviet Union countries has been that placing
limited offers on the table during accession negotiations serves mainly to delay the
process —accession Working Parties have been known to smply ask the country to

submit arevised offer before serious negotiations occur (Michaopoulas, op dit).
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This leads to a broader question of the implications for Vietnam of entering into
binding international commitments that constrain the government’ s scope for imposing
restrictions on international trade and investment. At one level, this could be seen as
accepting externa limitations on domestic policy making. Membership of WTO may
involve adhering to certain codes of conduct with respect to government procurement,
operation of state trading enterprises, quarantine controls, agricultural subsidies, as well
as application of nontariff barriers to imports and short-term protection. And the
forthcoming round of WTO negotiations may lead to further agreements.

In order to address the requirements of joining WTO, attention will need to be
given to awide range of policy and inditutiond issues

Much of the country’ s reform efforts under doi moi have been targeted at
establishing the lega and ingtitutional underpinnings of a market economy. Implementing
a number of the WTO agreements will involve taking these reforms further. This is not
only because agreements (such as TRIPS and TRIMYS) require specific changes in
legidation. Equally importantly, for the domestic economy to take best advantage of the

opportunities created by integration, certain reforms will need to be pursued with urgency.

Some obvious examples are:

» |Improving the framework for governance of SOES,

» Restructuring the banking system, and developing more appropriate systems of

upervison and regulation;

»  Extending and integrating the sysem of enterprise legidation



= Strengthening legal and ingtitutional mechanisms affecting contracting, especialy
credit contracts (secured transactions, bankruptcy, dispute resolution procedures

€lc)

= Making administrative structures more responsive to the emerging systems of

economic management and regulaion in amarket economy.

One of the key considerations in addressing some of the WTO agenda, particularly
the newer agreements such as TRIMS, TRIPS and GATS, is the speed with which
Vietham can improve the environment for domestic investors and corporations.
Acceptance of the integration agenda is dependent on the extent to which al sectors in
the community can benefit from the associated changes in policies. If the domestic
business sector remains constrained by unnecessary regulation, a poorly functioning
financia sector, uncertainty with regard to property rights, there may be strong resistance
to change. More importantly the overal benefits of integration may be dower in coming
if these other improvements are not made.

As discussed in Part 11, the basic reason for the dow process of accepting new
members in the WTO is that potentiad members are subject to far more comprehensive
obligations than before. It is not just the direct and indirect ramifications of trade policies
affecting manufactured imports as, with the conclusion of the Uruguay Round, services,
agriculture and other areas are included in the WTO system. Further more, since specia
exemptions for developing countries have been either reduced or eiminated, new
members must fulfill stricter conditions. Likewise, in the case of the most important
candidates magjor members are attempting to extract even better liberalization and market

agreements (ESCAP, UNCTAD and ADB, 1999).
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In this context, Vietnam should does its best to accelerate trade liberalization to be

eligible for WTO membership while make use of exemptions for a developing country’

where possible.

More specifically, based on the WTO principles/agreements we would like to

recommend the following actions for Vietnam' s accesson to the WTO (Table 12).

Table 12 Summary of WTO PrinciplesAgreements and Recommended Actionsfor
Vietham’ s Accession

[tem

Content

Recommended Actions

Generd principles

MFN

Accord al members the most
favorable treatment accorded

Review of bilateral trade agreements
to ensureMFN consstency

any trading partners
National Treat domestic and foreign| Move to unified legidation,
trestment products, services and | regulatory framework for foreign
nationas the same and domestic enterprises operating
in Vienam
Limitinguseof | Limited use of quotas, | - Phaseout of QRsonimport

non-tariff technica barriers to trade for | - Reform specialized management of
trade protection except in specia | imports of catan commodities
Indruments circumstances

Reducing and | Commit not to incresse tariffs| - Formulate drategy on tariff

binding import

and to paticipate in future

binding for access negotiation

taiffs negotiations to tariffs - Develop long-term taxiff structure
Customs Adopt GATT customs| Phase out minimum price lis, train
Vauation valuation agreement, placing | cusomsin vauation procedures

invoice value as primary lase
for vadue for duty

Agreement on
Technical
Barriers
Trade

to

Refran from usng technica
requirements o create barriers
to trade and provide protection

Reform of pecidized line management
of imports. Upgrading of systems,
procedures associated with design,
recognition and  enforcement  of
technical standards

6 Because this mainly depends on negotiations, the country’ s capacity building and assistance from
international recourses are needed.




Tablel2: (Continued)

Agreement on

Sanitary  and
Phytosanitary
Measures

Quarantine measures should be
transparent and based purely
on scientific considerations.
Information bureaus required
to meet needs of interested

parties

Review and upgrading of quarantine
system and cgpabilities

Agreement on

Ensure licensng procedures

Review and shorten list of goods

import and transparent, predictable, | under specialization management.

licensing far and do not create extra| Make bass of redtriction on

procedures congrainson trade importation of selected goods
explicit. Reform procedures for
enforcing standards to replace
licenang sysem.

Agreement on| - Discouraging and | - Modification certain  export

Subsidies and | condraining use of subsidies| promotion measures and regionad

Countervailing | which may impact and distort | invesment promation.

Measures trade. - Review subsidies provided to state

- Allowing members to impose
measures to countervail effects
of subsdies

- Determining principles for

enterprises (confessional credit, debt
write offs and debt rescheduling).

imposing antidumping duties
Agreement on | Prohibits usng measures| - Significant changes in foreign
Trade Related | inconsistent with  national | invesment legd framework
[nvestment treatment and rules against use| - Further development of market
Measures of QRs, including local content | based management of foreign
(TRIMS) and trade balancing | exchange

requirements, restrictions

access to foreign exchange for

imports
Generd Application of generd | - Changes to mechanisms for
agreement on | principles of nationa and| formulating and implementing laws
Trade inf MEN  treatment, mutual | and regulations impacting on
Services recognition, qualifications for | services to meet transparency
(GATS supply of services, | princple

transparency of procedures.| - Detailed andysis to develop

Also involves specific market | srategy  for  market  access

acoess commitments commitments, to develop

aopropriate regulatory regimes




Tablel2: (Continued)

Agreement on

Application of MFN and

Development of laws and regulation

Government national treatment principles to | on bidding
Procurement procurement by government

bodies’.
Provisons on | Ensure arms length trangitions | Elimination of de jury and de facto
state  trading | with state trading enterprises| date enterprise monopoliesin trade.
enterprises and limitation of privileges

accorded such enterprises.
Agreement on| Set  minimum compulsory | Amendments to provisons  of
Trade-related | standards  for  intellectua | current  legal  basis for IPR
Aspect of | property production protection. Strengthen mechanisms
Intellectual for enforcement of IPRs.
Property
Rights
(TRIPS)®

" Membership of WTO does not require accession to the requirement. But transition economies pressured
tojoin the agreement in WTO accession process.
8 For the details of thisissue see WTO (c) - WT/ACC/9: Implementation of the WTO Agreement on Trade
related A spects of Intellectual Property Rights (TRIPS), Note by the Secretariat, 15 November 1999.
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