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Abstract 

Vietnam has been applauded as a development success story. Reforms launched in 1986 
have transformed the country from one of the world's poorest into a lower middle 
income country, open to trade and investment.  

Despite the country's success, Vietnam is still a mixture of a state-controlled and market-
driven economy. For the past five years, growth has slowed, and the country has faced 
severe macroeconomic problems. Aware of persistent inefficiencies, the Vietnamese 
authorities have committed to a series of economic reforms.   

The negotiations on a comprehensive free trade agreement (FTA) with the EU launched 
in 2012 will take Vietnam's development level into account. In order for the EU to reap a 
significant benefit, the Union's ultimate goal remains the conclusion of a larger, region-
to-region FTA with the Association of South East Asian Nations (ASEAN). 
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1. Economic background 

1.1. The pattern of economic development of Vietnam 

 
 
 
 
 
 
 
 
 
 
 
 
The transition towards a 
modern economy has just 
started. 

Political and economic reforms (called Doi Moi, or 'renovation' in 
Vietnamese) launched in 1986 have transformed Vietnam from one of 
the poorest countries in the world to a lower middle income country. 
The shift introduced market reforms and opened up the country for 
foreign investment. The accession process to the WTO — launched in 
1995 and finalised in 2007 — transformed the country's regulatory and 
economic environment, resulting in a massive inflow of foreign 
investment. In 1995, the country also joined the Association of South 
East Asia Nations (ASEAN). As a member of this group, it has begun 
preferential economic integration with other partners, including the EU.  

Before the reforms, Vietnam was a full centrally planned economy, 
heavily dependent on agriculture. Between 1990 and 2010, Vietnam’s 
economy grew at an annual average rate of 7.3 %, and from 1995 to 
2005 was one of the best performing economies in the world. Even so, 
the country's transition towards an industrialised and modern economy 
is in its initial stages.  

Vietnam's Socio-Economic Development Strategy for 2011-2020 remains 
loyal to Marxist-Leninist doctrines, with the aim of 'making the country 
become an industrialised one which operates in line with socialist 
orientation'1. 

Rapid growth has revealed new structural problems. The country has 
experienced considerable macroeconomic instability in recent years: 
double-digit inflation, depreciating currency, capital flight and loss of 
international reserves. 

The sustainability of 
Vietnam's growth is being 
questioned. 

The sustainability of Vietnam's growth has therefore been questioned, 
including by Vietnam's Communist party. The growth pattern has been 
generally resource-intensive and driven by capital accumulation rather 
than productivity growth. The environmental degradation that has 
accompanied this pattern of development also is a source of concern2.  

Since the launch of economic reforms in the 1980s, Vietnamese leaders 

                                                               
1 Party General Secretary Nong Duc Manh at the opening session of the congress, January 
2012, at Vietnam Investment Review, http://www.vir.com.vn/news/coverage/party-
congress-talks-up-sustainable-future.html 
2World Bank Vietnam Development Report 2012, 
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/VIETNA
MEXTN/0,,contentMDK:23087025~pagePK:141137~piPK:141127~theSitePK:387565,00.ht
ml 
3 Ibid. 
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have accepted the co-existence of a large state economic sector and a 
market-oriented economy. In recent years, however, the country seems 
to have leaned towards a form of state capitalism in which certain 
economic groups enjoy significant privileges3. These flaws have been 
recognised by the Vietnamese authorities. In October 2011, the 
government announced its intention to restructure state-owned 
enterprises, the public investment regime and the financial sector4.   

1.2. Economic structure   

 Agriculture and fisheries  

Agriculture, including the forestry and fisheries sector, represented 
20.6 % of Vietnam's GDP in 2010. The principal products cultivated are 
rice, coffee, cashews, maize, pepper (spice), sweet potato, pork and 
peanuts, all in an area covering 21 % of the territory. Agriculture 
(including aquaculture) occupies 56 % of the country's workforce.   

In 2010, Vietnam was world's sixth largest exporting country of fisheries 
products: 2.8 million tonnes came from Vietnam's aquaculture and 2.4 
million tonnes from capture. Aquaculture has recently raised 
environmental concerns, and the World Wide Fund for Nature (WWF) has 
classified Vietnamese pangasius as a 'do not buy' product.  

Industry  

Industry and construction represents 41.1 % of gross domestic product. 
The principal industries are quarrying, manufacturing, electricity, gas, 
crude oil, water supply, cement, coal and steel. Natural resources include 
phosphates, coal, manganese, rare earth elements, bauxite, chromate, 
offshore oil and gas deposits.  

The garment, textile and footwear industries are export-oriented and 
the most important earners of foreign currency. In recent years, these 
sectors have benefited from the shift of foreign investors' attention from 
China to Vietnam, and from regional FTAs. Most enterprises operate as 
processing centres, since 80 % of the materials and other inputs are 
imported5.  

During the last decade, Vietnam's mechanical engineering industry 
has had annual growth rates of 23 % in value. Still, the country lacks 
research and development (R&D) personnel, a skilled work force and 
investment capital, and competitiveness is hampered by the inefficiency 
of state-owned enterprises.  

                                                               
4 Vietnam's Government portal - Economic Restructuring, 
http://news.gov.vn/Home/economic-restructurning.vgp 
5 EU Economic and Commercial Counsellors Report on Vietnam 2011, 
http://www.eeas.europa.eu/delegations/vietnam/documents/eu_vietnam/greenbook_10
_en.pdf 
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In recent years, more electronics companies have been establishing 
subsidiaries in Vietnam, and many investors see Vietnam as alternative 
to China. In the near future, the growth rate in the electronics devices 
market is forecast to be 13 %. However, Vietnam still lags considerably 
behind Thailand, Singapore, Indonesia and the Philippines. These 
countries have specialised in R&D and are clearly export-oriented, while 
Vietnam's production remains mostly destined for the local market6.   

Services  

The services sector represented 38 % of GDP in 2010. The main activities 
are tourism, wholesale and retail, repair of vehicles and personal goods, 
hotel and restaurant, transport storage, and telecommunications. 
Furthermore, with the rapid liberalisation of the financial services 
market, the banking (which remains largely dominated by state-owned 
banks) and insurance sector are attracting significant foreign investment. 

Vietnam’s banks have recently faced rising bad debts from credits 
channelled to Vietnam's inefficient state-owned companies and 
speculative property investments. In March 2012, the government 
unveiled a three-year restructuring plan including measures to compel 
weak banks to merge7. 

1.3. Current economic outlook  

 According Vietnam's Socio-Economic Development Strategy for 2011–
2020, the country aims at a per capita income level of USD 3 000 (EUR 
2 450) by 2020, which would require 10 % annual growth in per capita 
income over the next decade8. However, expansionary politics, which 
were favoured for decades, have revealed their weaknesses. The 
economic growth will need to be balanced with an acceleration of 
inflation.   

From 2000 to 2012, GDP growth rates averaged 6.45 %, reaching an all 
time high of 8.46 % in December 2007. The record low of 3.14 % 
occurred in March 2009, when Vietnam was adversely hit by the financial 
recession that had begun the previous year.  

                                                               
6 Ibid. 
7 Vietnam outlines banking system overhaul, Financial Times, 05.03.2012    
8 Vietnam’s development goals, 2011 – 2020 , 31.03.2010, Vietnam's Communist Party 
online newspaper, 
http://www.cpv.org.vn/cpv/Modules/News_English/News_Detail_E.aspx?CN_ID=396692&
CO_ID=30113 
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The deterioration of the 
macroeconomic situation 

The macroeconomic situation deteriorated rapidly in 2010. At the 
beginning of 2011, the country faced rising inflation rate, extreme 
volatility in the foreign exchange market, diminishing international 
reserves, a sharp rise in risk following default by one of its biggest state-
owned enterprises, high levels of fiscal and trade deficits, and 
weaknesses in the banking and corporate sectors.  

Stabilizing the economy The economy suffered a slow-down in 2011 as the result of a new, 
restrictive monetary policy. The policy did achieve the desired effect of 
reducing rampant inflation. According to World Bank, regaining 
macroeconomic stability was costly, but inaction would have let to even 
bigger losses9. After stabilisation measures were adopted, the recovery 
in 2011 and 2012 has been relatively rapid.  

At the same time, credit growth declined sharply from 32.4 % at end-
2010 to 14.3 % at end-2011. The fiscal deficit is estimated to have 
declined from a peak of 7.2 % of GDP in 2009 to 2.7 % of GDP in 2011.  

In the first quarter of 2012, Vietnam's Gross Domestic Product (GDP) 
expanded by 4 %. In the second quarter of 2012, Vietnam's growth 
strengthened from the previous quarter, but remained at 4.7 %10.  

The recovery remains fragile, due in part to the global outlook and the 
moderate growth in the Asia Pacific region. China's decreased demand 
for certain Vietnamese imports has adversely impacted the private 
sector, with an unprecedented number of companies filing bankruptcy 
cases11.  

                                                               
9 World Bank, An update on Vietnam's recent Economic Development, June 2012. 
10 Economist Intelligence Unit, Vietnam 2012. Second quarter analysis 
11 17 000 businesses ceased operations in the first four months of 2012, compared to the 
54 000 businesses in 2011. (The number recorded in 2001 was a 25 % leap over the 
previous year's.)Economist Intelligence Unit, Vietnam 2012. Second quarter analysis 
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 Inflation has fallen for the ninth consecutive month — from a peak of 
23 % in August 2011 to 8.3 % in May 2012. The surge in inflation was 
triggered by high global commodity prices, the ease of obtaining credit 
and a weak currency (the Vietnamese dong, or VND).    

 In light of the recent slowdown, the State Bank of Vietnam has cut 
interest rates five times in 201212, resulting in a cumulative drop of 13 % 
of the dong on the US dollar. 

1.4. Trade and investment 

 
Business environment 

According to the World Bank's 'Doing Business 2012' survey, Vietnam ranked 
89th of 184 countries assessed. The country is well behind Thailand (17) and 
Malaysia (18) but close to the regional average and well above Indonesia (129) 
and Philippines (136)13. 

                                                               
12 Economist, The government announces pro-growth measures, 19/06/2012 
13 World Bank Doing Business Report: Vietnam's profile 2012, 
http://www.doingbusiness.org/~/media/fpdkm/doing%20business/documents/profiles/c
ountry/VNM.pdf 
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Strong export performance 

Exports of goods and services today represent around 70 % of Vietnam's 
GDP, up from 30 % in the mid 1990s. While the macroeconomic situation 
remains highly vulnerable, Vietnam's exports performance has been 
strong. Its growth rate in 2011 was 34.2 %, far ahead of China (7.6 %). In 
2010, exports of higher value added products experienced a 
considerable increase of growth. Exports slowed in 2012, due to 
decreases for oil, coal, rice and other agricultural commodities.  

Vietnam's main exports are crude oil, textiles, footwear, seafood, timber, 
rice, rubber, coffee and coal. The main export partners are the US (21 %), 
the EU (16.7 %), Japan (11.4 %), China (10.8 %) and South Korea (4.5 %).  

Main imports Vietnam's major imports are machinery and machinery parts, refined 
petroleum, fertilizers (urea), steel, pharmaceuticals, textile and garment 
inputs, plastics and chemicals14. The main sources of imports are China 
(26.3 %), South Korea (12.8 %), Japan (11.8 %) and the EU (8.3 %).   

 Source: European Commission, DG Trade15 

 Investment 

Foreign direct investment (FDI) flows into Vietnam have continuously 
fallen since the global crisis in 2008. The year 2011 witnessed a further 
decline. The total FDI committed by foreign investors in 2011 was USD 
14 695 billion, a 26 % reduction compared to 2010. Inflows were also 
targeted differently. 

Contrary to the 2008 wave of FDI, which poured into Vietnamese real 
estate mega-projects, up to 48.5 % of inflows in 2011 were investments 
in manufacturing industries, followed by those in the electricity 
distribution and construction sectors. FDI in real estate in 2011 was only 
5.8 % of the total committed FDI figure for the year16. 

                                                               
14 General Statistics Office of Vietnam, 
http://www.gso.gov.vn/default_en.aspx?tabid=472&idmid=3 
15 http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113463.pdf 
16 EU Delegation of the EU to Vietnam, 
http://eeas.europa.eu/delegations/vietnam/eu_vietnam/trade_relation/index_en.htm 
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Number of projects 

Total registered capital 
(Mill. USD) (*) 

Total 12 463 194 572.2

Of which:  

Taiwan 2 171 22 981.2

Korea Rep. of 2 699 22 389.1

Singapore  895 21 890.2

Japan 1 425 20 959.9

Malaysia 376 18 417.4

British Virgin 
Islands 

487 14 513.8

United States 568 13 103.9

Table 1: 
Number of projects and 
total registered capital 
(Mill. USD) 

Hong Kong   622 7 846.4

 Source: General Statistics Office, Vietnam 

2. Framework of Vietnam's trade relations 

 

The long-term objective of Vietnam's trade policy is global economic 
integration through participation in Asia Pacific Economic Cooperation 
(APEC), the Association of Southeast Asian Nations (ASEAN) free trade 
area (FTA), the Trans-Pacific Partnership (TPP) and the World Trade 
Organisation (WTO).  

ASEAN free trade area 

Vietnam joined ASEAN in 1995. As a member of ASEAN, Vietnam 
participates in the five free trade agreements the group has concluded 
with its trading partners — China, India, South Korea, Japan and 
Australia-New Zeeland.  

 

Following its FTA in place since 1993, ASEAN has set the goal of creating 
an ASEAN economic community by 202017. This initiative aims to 
establish a single market with free movement of goods, services, 
investment and skilled labour by 2015.   

                                                               
17 In fact, despite ambitious objectives, ASEAN never became a full-fledged free-trade area 
like the EU. 
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The United States  

The US-Vietnam Bilateral Trade Agreement (BTA), in force since 2001, 
constitutes a commitment by both sides to create the conditions 
necessary for market operators to compete in one another’s markets. 
The BTA is not an FTA.    

Under the Trade and Investment Framework Agreement (TIFA), in force 
since 2007, the US and Vietnam hold regular dialogues on trade and 
investment issues.  

Trans-Pacific Partnership Agreement 

Vietnam was one of the nine Pacific Rim countries whose governments 
announced the broad outline of an enhanced Trans-Pacific Partnership 
Agreement (TPP) on 12 November 201118. The TPP is intended to serve 
as a second-generation trade agreement, including not only the 
traditional chapters of trade in goods and services, but also provisions 
on regulatory issues, public procurement, competitiveness and business 
facilitation, environment protection and development19.   

Vietnam and the WTO 

Vietnam began the accession process to the WTO in 1995, the same year 
that the country joined ASEAN. The requirements that Vietnam had to 
fulfil upon accession propelled significant economic regulatory and 
economic reforms, and served as an incentive for inflows of foreign 
direct investment. 

Vietnam joined the WTO in 2007, 12 years after the start of negotiations.  

 

 

 

 

 

 

 

 

 

                                                               
18 Australia, Brunei Darussalam, Chile, Malaysia, New Zealand, Peru, Singapore, Vietnam 
and the United States. 
19 See Quick Policy Insight on TPP (13.12.2012) of DG EXPO Policy Department,  
http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documen
ts/Themes/External_Economic_Relations_Trade_and_Globalisation/transpacific_partners
hip_agreement_qpi_2011.pdf 
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Main commitments with WTO 

Goods: For the majority of goods, Vietnam committed itself to ceilings or 
'bound' rates on duties ranging between zero and 35 %. (The actual duties 
may be lower.) Some of these involve phasing in reductions before 2014.  

A number of products of interest to the EU have high tariff ceilings. They 
include alcoholic drinks (54 % on average), new and used motor vehicles 
and components (78 % for passenger cars) and machinery (up to 50%).   

Services: In some cases, Vietnam reserved the right to limit foreign 
ownership of service companies operating in Vietnam (e.g. in certain 
telecommunications services, the limits can be 49 % or 65 %). In many 
cases, the level of foreign ownership permitted was phased in to reach 
100% after a few years.  

State enterprises: A number of products are subject to state trading 
enterprises: tobacco products, petroleum, aircraft and cultural products 
such as newspapers, journals and audio-visual materials.  

WTO agreements on rules: Vietnam committed itself to comply with the 
Customs Valuation, Rules of Origin, Pre-shipment Inspection, Anti-
dumping, Safeguards, Subsidies, and Trade-Related Investment Measures 
agreements, with some provisions to be phased in. 

Export restrictions: To prevent illegal exploitation, Vietnam maintains 
export controls on some products, such as rice, some wood products and 
minerals.   

Government procurement: Vietnam is not a member Government 
Procurement Agreement, but has announced that it will consider signing 
it.   

Intellectual property: Vietnam agreed to comply with the Trade-Related 
Aspects of Intellectual Property Rights (TRIPS) Agreement immediately, 
without a transition period.  

Non market economy status: As in China's Protocol on accession to the 
WTO, Vietnam's contains provisions for a non-market economy (NME) for 
12 years from the date of accession . Generally, the non-market economy 
treatment means the other countries will use a different methodology to 
assess dumping practices, yielding significantly higher dumping duties. 

3. EU-Vietnam trade relations 

3.1. The current framework  

 

Since the establishment of diplomatic relations in October 1990, 
Vietnam-EU relations have moved rapidly from a focus on trade and aid 
to a broader, more diversified and more political partnership. The new 
EU-Vietnam Partnership and Cooperation Agreement (PCA), signed on 
27 June 2012, will replace a Cooperation Agreement that dates to 1995. 
The new Agreement broadens the scope of EU-Vietnam cooperation in 
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areas such as economy, environment, energy, science and technology, 
good governance, tourism, culture, migration, counterterrorism and the 
fight against corruption and organised crime. 

Development partnership 

The EU is one of Vietnam’s largest donors of development assistance. 
Despite the country's strong economic growth in recent years, Vietnam 
remains a predominantly agricultural country, with more than 90 % of its 
poor living in the countryside.  

Within its Multi-Annual Indicative Programmes, the EU coordinates 
assistance for Vietnam's development. For 2007-2013, the EU has 
allocated EUR 144 million. The main foci are support for poverty 
reduction strategies (48.5 %), the health sector (39 %), trade related 
assistance (10.5 %) and governance (2 %). Other assistance is provided 
through the European Commission's thematic budget lines and Asia-
wide programmes20.  

3.2. Trade regime   

 

Vietnam's 1992 textile trade agreement with the European Community 
constituted one of its first trade deals with a Western partner. This was 
followed by a broader Framework and Cooperation Agreement in 
199521, which granted Vietnam most favoured nation treatment in its 
trade relations with the EU. 

The EU supported Vietnam's endeavours to join the WTO. In October 
2004, the EU became the first main trading partner to conclude bilateral 
WTO accession negotiations with Vietnam.  

The Market Access Agreement of 2004 lifted all EU quantitative 
restrictions for Vietnamese textiles as of 1 January 2005, which put 
Vietnam on a par with WTO members such as China, even before 
Vietnam acceded to the WTO22. In return, Vietnam agreed to further 
open its market to the European Union in a number of areas of interest, 

                                                               
20 Multi-Annual Indicative Programme,, Mid-erm review, July 2010, EEAS, 
http://eeas.europa.eu/delegations/vietnam/documents/eu_vietnam/approved_mip_2011
-2013_en.pdf, p.26.   
21 OJ L 136/28 (07.06.1996), 
http://eeas.europa.eu/delegations/vietnam/documents/eu_vietnam/framework_cooperat
ion_agreement_en.pdf 
22 Agreement on Trade in Textile and Clothing Products between the European 
Community and Vietnam, as amended, initialled 31.03.2000, 
http://eeas.europa.eu/delegations/vietnam/documents/eu_vietnam/marketaccessagree
ment15feb2003_en.pdf   
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in the in 1995. 

Currently around 35 % of Vietnam's goods enter the EU duty free under 
the most favoured nation treatment23. An additional 10 % are eligible to 
enter the EU at zero duty under the Generalised System of Preferences. 
The rest of Vietnam's exports to the EU — more than 55% —are subject 
to import tariffs (e.g. footwear, textiles and fisheries).  

3.3. EU-Vietnam trade and investment flows 

 

Vietnam is the EU's fifth-largest trading partner within ASEAN, and the 
35th in general. The EU is Vietnam's third largest trading partner after 
China and the US. 

 Trade in goods with ASEAN countries (2010) 

 

 

 

The EU and Vietnam's commercial exchanges in 2011 amounted to EUR 
18 billion. The EU has a trade deficit with Vietnam of EUR 7.2 billion. 
Trade has grown significantly since 2007, with a temporary decrease in 
2009, following the financial crisis. Since then, trade has once again 
grown. 

EU imports from Vietnam amounted to EUR 12.8 billion, including 
manufactured articles (41.1 %), machinery and transport equipment 
(29 %) and food and live animals (18.6 %). Imports from Vietnam have 
increased by an average of 19.4 % since 2007. 

EU exports to Vietnam amounted to EUR 5.2 billion and have grown by 
11.9 % every year since 2007. These exports include machinery and 
transport equipment (47.2 %), chemicals and related products (16 %) 

                                                               
23 Normal non-discriminatory tariff charged on imports. It excludes preferential tariffs 
under free trade agreements and other schemes or tariffs charged inside quotas. 
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and manufactured goods (12.3 %). 

Although Vietnam has a positive trade balance with the EU, the country's 
balance with all its partners is negative. Imports into Vietnam 
continuously exceed its exports, and have given the country a negative 
trade balance — with a few exceptions — since 1990. 

The EU is one of the largest foreign investors in Vietnam, with 
investments worth around USD 1.8 billion, representing more than 12 % 
of Vietnam's total committed FDI in 2011. 

3.4. Trade 'irritants'  

 

In the past 10 years, the European Commission has imposed the 
following anti-dumping duties on Vietnamese goods:  

 An anti-dumping duty on imports of bicycles originating in Vietnam 
was imposed in 2005 and expired in 201024. 

 An anti-dumping proceeding concerning imports of certain tube or 
pipe fittings originating in Taiwan and Vietnam was launched in 2005 
and terminated in 2006 without impositions25.  

 An anti-dumping duty on imports of certain leather footwear 
originating in China and Vietnam. In this case, the Commission 
imposed a 10 % duty on Vietnamese shoes and a 16.5 % duty on 
Chinese shoes in 2006. Despite the duties, the Commission found the 
shoes continued to be dumped on the EU market. The duty was 
therefore extended in 2010 and expired in 201126.   

At one point, Vietnamese footwear exports to the EU represented nearly 
75 % of the total value of the country's exports to the EU. That 
proportion has been declining continuously — to 47 % in 2010 —mainly 
due to the diversification of export markets. 

There are no trade disputes between the EU and Vietnam in the WTO.  

 

 

 

                                                               
24 Council Regulation (EC) No 1095/2005 , http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2005:183:0001:0036:EN:PDF 
25 Notice of initiation of an anti-dumping proceeding, OJ  L 203 , 11.08.2004, p. 5 - 9 
 http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52004XC0811(02):EN:HTML 
26Council regulation  (EC) No 1472/2006 of 5 October 2006 imposing a definitive anti-
dumping duty and collecting definitely the provisional duty imposed on imports of 
certain footwear with uppers of leather originating in the People's Republic of China and 
Vietnam http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:275:0001:0041:EN:PDF 
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3.5. Towards a free trade agreement  

3.5.1. An EU-ASEAN free trade agreement remains the ultimate goal 

 

Vietnam started FTA negotiations with the EU as part ASEAN, which is 
the EU's third biggest trading partner after the US and China, and 
represented with EUR 206 billion in trade in goods and services in 201127. 
Because ASEAN markets are still protected by high tariff and non-tariff 
barriers, they hold significant potential for the EU operators.   

In 2007, the EU launched region-to-region FTA negotiations with seven 
ASEAN countries: Brunei Darussalam, Indonesia, Malaysia, Philippines, 
Singapore, Thailand and Vietnam28. By March 2009, nine negotiation 
rounds had been held, but progress was slow, and both sides agreed to 
put negotiations on hold. One of the principal difficulties was the 
significant disparity within ASEAN, which required different levels of 
liberalisation and negotiation objectives. 

In December 2009, the Council authorised the Commission to hold FTA 
negotiations with individual ASEAN countries, starting with Singapore 
and Malaysia. Vietnam was the third country to start the FTA process.  

For the European Commission, bilateral agreements between the EU and 
individual ASEAN members remain the building blocks for creating a 
region-to-region EU-ASEAN agreement.   

3.5.2. EU-Vietnam FTA 

 

Preparations for starting negotiations on an EU-Vietnam bilateral free 
trade agreement were concluded in Phnom Penh, Cambodia, on 31 
March 2012, in the margins of the 11th ASEAN-EU Economic meeting. On 
31 May 2012, the EU Council authorised the Commission to start the 
negotiations on an EU-Vietnam free trade agreement, following the 
conclusion of the scoping exercise29. 

The talks were formally launched on 26 June 201230. Negotiations will 
cover trade in goods and services, investment and trade-related matters, 
such as public procurement, customs and trade facilitation, competition, 
intellectual property protection, sustainable development and 
regulatory issues (technical standards and sanitary and phytosanitary 

                                                               
27 As a group of ten countries: Brunei Darussalam, Cambodia, Indonesia, Laos, Myanmar, 
Malaysia, Philippines, Singapore, Thailand, Vietnam 
28 The others include Brunei Darussalam, Indonesia, Malaysia, Philippines, Singapore and 
Thailand. 
29 Council's Press Release, 31.05.2012, 
http://www.consilium.europa.eu/uedocs/cms_Data/docs/pressdata/EN/foraff/130540.pdf 
30Council's press release, 26.06.2012, 

http://trade.ec.europa.eu/doclib/press/index.cfm?id=811 
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measures).  

Goods 

The agreement will aim to gradually eliminate tariffs for 90 % of trade 
and tariff lines. For the EU, the key export interests lie in sectors that are 
protected by high tariffs: machinery and automatic appliances, steel, 
chemicals and pharmaceuticals, and food and alcoholic beverages. 

Vietnam's main export interests lie in the textile and garment sector, 
footwear and the food sector, e.g, seafood and rice.  

Services  

Unlike in the goods sector, the EU runs a deficit in trade in services (EUR 
1.8 billion in 2011). Yet with a population of almost 90 million, Vietnam 
offers important market opportunities for EU service providers.   

Vietnam maintains equity participation caps: for mergers and 
acquisitions of banks, telecommunications services and the distribution 
of products not covered by the WTO commitments. These sectors, as 
well as others that hold significant potential (e.g. transport and tourism), 
are areas where commitments may be sought.  

Public procurement  

European companies are already present in Vietnam's public 
procurement market in the public works, utilities, IT and service sectors. 
However, tendering procedures are reported to lack transparency, and 
the legislation maintains requirements for local content.  

Intellectual property rights   

Since Vietnam's accession to the WTO, the legislative framework on the 
protection of intellectual property has improved, but enforcement 
remains weak. Piracy and counterfeiting is a common practice in 
Vietnam. These issues could be tackled through the introduction of 
supplementary protections and the enforcement of geographical 
indication (GI) protection.  

Competition and state-owned enterprises (SOE) 

Vietnam has not yet completed the transition from a state-controlled 
economy to a market economy. Despite the Competition Law of 2005, 
little has been done to prevent anti-competitive behaviour. Small and 
medium sized enterprises abstain from the costly process of filing 
complaints.  

 
The deficiencies of the 
competition policies may 
undermine the results of 
otherwise successful 
negotiations. 

State-owned enterprises (SOEs) represent 39 % of both GDP and 
industrial output and 35 % of non-oil exports, but only 10% of 
employment. The government wants the SOE sector to become more 
profit-oriented, as the sector consistently performs worse than the non-
state sector, not least as the result of ineffective corporate governance. 
SOEs easily absorb one third of the available bank credit and enjoy 
preferential treatment from the authorities, for instance, regarding land 
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allocation. SOEs also account for the lion’s share of Vietnam’s non-
performing loans, resulting in charges for the government estimated at 
8 % of GDP. As a result, these enterprises deprive the non-state sector of 
growth opportunities, discourage investors and weaken the position of 
the banking sector and Vietnam's overall macroeconomic outlook31.  

The deficiencies of the country's competition policies may undermine 
the results of otherwise satisfactory FTA negotiations. Anti-competitive 
practices could therefore be addressed in a comprehensive manner 
within or outside the FTA framework. The EU is providing training 
programmes on competition.  

Sustainable development  

Vietnam has made impressive progress at reducing poverty over the 
past 20 years but new vulnerabilities are arising due to macroeconomic 
instability and slower growth. In the last five decades, Vietnam has also 
witnessed significant damage to its natural resources, including an 
increasing rate of deforestation, biodiversity loss and a rapid 
deterioration in environmental quality.  These issues are likely to be 
addressed through promotion of social and environmental standards in 
line with international agreements 

Other provisions 

The agreement would also include provisions on customs and trade 
facilitation, technical barriers to trade (TBT), and improved cooperation 
on sanitary and phytosanitary measures. As Vietnam has made 
commitments with the WTO in these areas, the new agreement's 
provisions will go beyond the WTO requirements. 

3.5.3. Possible outcomes for the FTA  

 

After the start of negotiations with ASEAN in 2007, the European 
Commission mandated an external contractor to carry out a Trade 
Sustainability Impact Assessment (TSIA) of the FTA between the EU and 
ASEAN32. The assessment was submitted in June 2009. 

Although the purpose of the TSIA was to serve the negotiations between 
the EU and the ASEAN region as a whole, the assessment also presents 
information at the country level. 

Given that the EU's long-term objective is an EU-ASEAN FTA, the longer 
term effects should remain close to those projected for a regional 
agreement. However, the gains estimated may be less relevant, as they 

                                                               
31 Vietnam -European Community Strategy Paper 2007-2013,  
http://eeas.europa.eu/vietnam/csp/07_13_en.pdf 
32  Trade Sustainability Impact Assessment of the FTA between the EU and ASEAN, 
Rotterdam, June 2009, 
http://trade.ec.europa.eu/doclib/docs/2010/april/tradoc_145989.pdf  
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depend essentially on increased trade and investment in the entire 
ASEAN region.  

Macroeconomic impact 

Overall, the FTA is expected to have a substantial positive impact (on 
GDP, income, trade and employment) for all ASEAN countries, and a 
small but positive effect for the European Union. 

The TSIA concluded that Vietnam will be the country to benefit the most 
in terms of its GDP increase — 15 % in the long run33.  

While some ASEAN countries, e.g. Thailand and the Philippines, would 
reap benefits from the removal of non-tariff barriers, Vietnam would 
benefit the most from the removal of tariffs.  

Sectors: growing and declining 

 
The output in the leather 
and footwear sector might 
increase up to 150%. 

Vietnam is ASEAN’s largest manufacturer of leather. The study estimates 
that the removal of trade restrictions for the Vietnamese leather and 
footwear sector will increase its competitive potential and lead to output 
increases of up to 150 %.  

The clothes sector and services sector are also expected to increase in 
the long run.  

Agricultural output and 
electronics/ machinery 
sectors might decline. The  
production would then shift 
to more competitive sectors. 

By contrast, commodity-type agricultural output (and the employment 
that depends on it) could decrease by as much as 27 %.  

Compared to its neighbours, especially Thailand and the Philippines, 
Vietnam entered the electronic/machinery equipment and motor 
vehicles sectors relatively late. These sectors in Vietnam have not yet 
been able to build up competitive strength, and are therefore expected 
to decline.   

Overall, the study assumes a structural change in Vietnam will take place, 
privileging the more efficient and competitive sectors.  

 

 

                                                               
33 There is no definition of 'the long run' but, as a general rule, macroeconomic analysis of 
a market uses 'the long run' to mean a period of time during which all prices, especially 
wages, are flexible, and are able to achieve equilibrium levels. 
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Trade  

In the long run, the overall value of Vietnam's exports could increase by 
nearly 35 %. This is the biggest increase in relative terms among the 
members of the potential EU-ASEAN FTA. The smallest increase in 
relative terms is estimated for Malaysia: 8.3 %.  

Environmental impact   

A negative impact might be felt in the fisheries sector in Vietnam.  Most 
of Vietnam’s fish production comes from aquaculture, which heavily 
impacts land-use and biodiversity. Those catches and by-catches that 
come from other sources also increase, contributing to the country's 
overfishing problem, 

Social impact 

As a general rule, FTAs are expected to have a generally positive impact 
on poverty alleviation. However, certain groups may see an increase in 
poverty in the short run due to a negative net price and income effects.    

In Vietnam, increased employment opportunities in the textile, clothing 
and footwear sectors are expected to speed up the economy's structural 
transformation, as workers currently employed in agricultural can be 
employed relatively easily (i.e. without substantial retraining) in these 
sectors. 
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