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ABSTRACT!

This paper explores the reasons and motivations for Vietnam’s entry into
the World Trade Organization (WTO) in 2007. On the basis of in-depth, semi-
structured interviews with elites, secondary sources, and official documents,
we point to the relevance of political economy considerations in this decision.
In particular, Vietnamese authorities used WTO accession as an instrument to
lock-in internal structural reforms, signal political stability to trade partners,
and secure market access to Western consumer markets. Accession comes
after a qualitative change in the export pattern (increased added value) that
also meant new trade partners, mostly Western partners. Therefore, we inter-
pret WTO accession as the final step of a wider process of economic and trade
“Westernization”.
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RESUMEN

Este articulo explora las razones que llevaron a Vietnam a entrar en la Or-
ganizacion Mundial del Comercio (OMC) en 2007. Sobre la base de entrevistas
semi-estructuradas con élites politicas y economicas, fuentes secundarias y
documentos oficiales, se argumenta que las consideraciones de economia po-
litica fueron clave en esta decision. En particular, las autoridades vietnamitas
utilizaron la adhesion a la OMC para consolidar reformas estructurales inter-
nas, subrayar su estabilidad politica ante sus socios comerciales y asegurar el
acceso de sus productos a los mercados de los paises occidentales. La adhe-
sion llega tras un cambio cualitativo en las las exportaciones (con creciente
valor afiadido) que significo también nuevos socios comerciales (occidentales).
Asl, se interpreta adhesion a la OMC como el paso final de un proceso mas
amplio de “occidentalizacion” economica.

Palabras clave: Economia politica; Desarrollo; Comercio; OMC; Vietnam.

JEL Classification: F13, F53, F63, P11, P16.
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1. INTRODUCTION

On January 11% 2007, Vietnam became the 150" member of the World
Trade Organization (WTQO). This was another key step in the doi moi process
that begun in 1986 with the aim of developing the East Asian country eco-
nomically and socially. The process of structural change that Vietnamese au-
thorities were seeking was to be achieved through different measures, which
included the integration of Vietnam into the global economy.

Over the past 20 years, Vietnam has shown an economic strength that is
both stunning and out of the ordinary for developing countries, even those
in Asia. Rich in natural resources, Vietnam has nonetheless managed to es-
cape the so-called resource curse, or paradox of plenty, that has afflicted many
countries in Latin America and sub-Saharan Africa. Despite being a leader in
exports of raw materials such as coffee and rice, it has carried out a process
of structural change led by a labor-intensive non-durable consumer goods in-
dustry. At the same time, all this growth has led not only to a deep process of
economic development, but also to sustained improvement in social indicators,
such as a huge reduction in the poverty level. This has made for unquestioned
progress in Vietnam'’s pursuit of the Millennium Development Goals and in oth-
er development indicators (McCargo, 2004; Kokko, 2006; Beresford, 2008;
Vu, 2010; Gainsborough, 2010; Cuong, 2011).

As has been the case with several of Asia’s most dynamic economies, one of
the foundations of Vietnam’s strategy is in its dealings with the outside world.
Export growth and the attraction of Foreign Direct Investment (FDI) have been
fundamental parts of the country’s process of structural change. In this regard,
Vietnam has formally joined the world economic system by signing economic
and trade agreements with the European Union and the United States. Eventu-
ally, as part of this development strategy and trade policy, it also became a
member of the WTO.

The economic consequences of Vietnam’s accession to the WTO (more than
Six years ago) have already been studied, though not extensively. These stud-
ies include analyses of impacts on household income, inequality, and output
(Nguyen and Heo, 2009), of exports, imports, and FDI (Hanh, 2011), and of the
outlook for/performance of multinational companies (Shieh and Wu, 2012).

However, the reasons behind why Vietnamese authorities decided to ad-
here to the international organization seem to be under-studied, or taken for
granted. This article is an attempt to partially fill this vacuum.
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There is an extensive literature on the economic reasons for a country to
liberalize its trade and/or to adhere to a free trade space or agreement. Most
of it is built on the basis of standard trade theory: trade openness will lead to
specialization and allow countries to reap the benefits of economies of scale;
thatis, higher efficiency will lead to growth and development. At the same time,
cheaper imports will benefit both consumers and firms that are integrated into
global value chains. Our argument, meanwhile, is that elements of political
economy —such as locking-in internal reforms, or sending signals of stability
and commitment to economic liberalization to international markets, and to
trade and financial partners— seem better suited to explaining the particular
case of Vietnam’s adherence to the WTO, taking account the pros and cons for
the Vietnamese economy of becoming part of the WTO.

More precisely, our hypothesis is that one of the chief reasons that Viet-
namese authorities decided to join this trade organization stemmed from a
combination of (i) signaling stability to new trade partners; (ii) locking-in re-
forms; and (iii) seeking better guarantees of access to new markets. Moreover,
all these might be seen as responding to a wider process of the economic and
trade ‘Westernization’ of Vietnam. In short, as part of the success of the doi moi
process, added-value output and exports were increased, driving a substantive
change in trading partners, from other Asians to Westerners. New partners also
meant new rules of the game. Therefore, Vietnam signed trade agreements
with the European Union and the United States, but also sought a more far-
reaching Western institutional umbrella through WTO accession.

In order to test our hypothesis, which is effectively a qualitative assess-
ment of particular political choices, we agreed on the need to go beyond tra-
ditional positivist and quantitative methods of analysis, and instead to seek
qualitative answers to a qualitative problem determined by notions of political
strategies and power. Hence we decided to use in-depth semi-structured elite
interviews (Aberbach and Rockman 2002; Dexter, 2006) to understand how
Vietnamese elites interpret the country’s policy choices regarding economic
openness. The interview material is complemented by scholarly secondary
sources and official documents, when available, in order to triangulate the
evidence. As with all qualitative research done with a reduced number of
interviews, we should highlight here that our results are only exploratory, and
not conclusive. Nonetheless, since the literature has hitherto not been able
to address this issue, we think that our approach provides original insights
to the debate.

In April and May of 2008, 15 interviews were held in Hanoi with Vietnam-
ese government officials at the ministries of planning and investment, industry,
trade, finance, and foreign affairs, and with staff at the Vietnamese delegations
of multilateral organizations. These included the World Bank, the Asian Devel-
opment Bank, the European Commission, and the United Nations Develop-
ment Program. We also received input from NGOs involved in development
issues, as well as experts in the field, on the development prospects for Viet-
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nam. Some subjects were interviewed again in June of 2009, in order to up-
date data, opinions, and information. Once the elites agreed to be interviewed,
the conversations were usually insightful and friendly. None of the interviews
lasted less than 30 minutes, while the average duration was one hour, meaning
that in general the interviews were sufficiently in-depth to grasp the percep-
tions of the interviewee.

The article is organized as follows. The next section explores the theoreti-
cal literature on international trade in order to identify the main motives for
a country to liberalize its current account and/or join an international trade
organization or agreement. Economic but also political economy motives are
surveyed. Section 3 explores the particular case of Vietnam adhering the WTO:
it assesses the country’s trade policy and performance as elements of the de-
velopment model and process, and it details the motives behind Vietnam'’s
accession. The final section presents a reflection on the consequences for Viet-
nam'’s development strategy of its entry into the WTO, as well as the implica-
tions of our research for the overall development debate.

2. WHY DO COUNTRIES LIBERALIZE TRADE AND JOIN THE WTO?

Trade policy has historically been an important element in a country’s de-
velopment strategy. For the last two centuries, an ongoing theoretical debate
has divided supporters of free trade from those who argue for selective protec-
tionism.? This theoretical debate has never been completely settled because
national experiences diverge widely, and because most cross-country empiri-
cal studies have failed to establish a clear link between trade liberalization and
economic growth (Rodriguez and Rodrik, 2000).

Moreover, since countries can liberalize trade unilaterally, or enter prefe-
rential or multilateral trade agreements, there is an extensive literature that un-
derscores the advantages and challenges associated with each alternative. In
practice, countries find it more useful to liberalize trade bilaterally, regionally,
or multilaterally than to do so unilaterally. This is because a principal reason for
liberalizing trade is for a country to gain access to foreign markets, and market
access is generally granted on a reciprocal basis.

In this section, we critically review these theories and show that political
economy explanations provide a better account of why countries liberalize tra-
de and join multilateral trade institutions than narrow economic theories are
able to do.

> It would be impossible to reference all the literature that has covered the free trade versus
protectionism debate over the years. For highlights of a few examples, see Bhagwati (1988) and
Irwin (1996).
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2.1. ECONOMIC ARGUMENTS

The benefits of trade liberalization were first identified in classical trade
theory, which attempted to reject the mercantilist view in which power and
plenty depended primarily upon exports. The Ricardian model of comparative
advantage and its neoclassical ramifications (Hechscker-Ohlin and specific-fac-
tors models) emphasized the static gains from trade, mainly cheaper imports,
which allowed consumers to increase their utility and businesses to reduce
their production costs. In addition, the new trade theory introduced economies
of scale and product variety to the rationale for trade openness. In doing so,
these models also showed how exports can be welfare enhancing.

In fact, the importance of exports for productivity growth in particular, and
for economic development in general, has also been underscored by scho-
lars who argued that industrial policy and the selective protection of infant
industries is key to promoting industrialization and economic growth (Prebisch,
1950; Singer, 1950; Chang, 2002; Hausmann and Rodrik, 2003). Moreover,
the theory of strategic trade policy (Brander and Spencer, 1983) —derived
from the new trade theory— showed how in imperfectly competitive markets
with positive externalities, countries can gain by promoting and subsidizing ex-
ports in high value-added sectors. All these theories have the common feature
of going beyond the static gains from trade. They point out that dynamic gains
from trade, particularly those associated with increased competition and tech-
nology transfer, provide the most important rationale for trade openness in the
long run. However, they also advocate for gradual and strategic openness, not
plain liberalization. Finally, the importance of exports has also been corrobo-
rated by recent historical evidence, especially from the Asian economies that
have followed an export-led growth strategy (Authors, 2004).

The empirical method of accounting for the effects of trade liberalization is
through Computable General Equilibrium Models (CGEMs). However, these mo-
dels have a number of methodological shortcomings associated with their restricti-
ve assumptions. Specifically, they tend to underestimate gains from trade because
they do not accurately capture dynamic trade effects, which are virtually impos-
sible to measure. In fact, as we will see in the next section when we analyze the
Vietnamese case, the results from CGEMs are seldom a decisive factor that leads
to trade liberalization. Rather, once a government takes the political decision to
open its economy, it uses CGEMs to provide a justification for the decision.

Economic theory has also provided a rationale for why countries join trade
agreements. As Bagwell and Staiger (2002) show, trade agreements allow coun-
tries to avoid the negative externalities that other countries could potentially
impose on them by shifting the terms of trade in their favor. However, as Ethier
(2004) has argued, this elegant model provides only a partial explanation for
preferential or multilateral trade agreements, because most of these do not
forbid all the instruments that could potentially shift terms-of-trade (e.g., they
may allow export taxes). As Hoekman and Kosteki (2010:38) put it: “although
the terms-of-trade (...) framework is elegant and generates important insights

©
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into the factors that will support trade agreements, it is too abstract to help un-
derstand the actual process of multilateral cooperation on trade. The genesis
of the GATT reveals rather unambiguously that terms-of-trade considerations
did not drive negotiations or determine the final outcome. In practice, the po-
litical economy-based frameworks provide greater insights into the design and
mechanics of cooperation in the GATT/WTO.” We now turn to these political
economic arguments.

2.2. POLITICAL ECONOMY ARGUMENTS

The political economy approach provides key insights for understanding
trade policy outcomes, as well as for explaining why countries join trade agree-
ments. Bringing domestic and international political considerations into the
picture is a useful complement to the more narrow economic theories dis-
cussed above. As Grossman and Helpman (2002) show, trade policy outcomes
crucially depend on political economy factors, because governments that seek
reelection (or whose goal is to stay in power in authoritarian regimes) will maxi-
mize a utility function that includes both welfare and campaign contributions,
which are a way to model lobbying activities. Their approach is useful to pre-
dict protectionist patterns, but it can also be applied to explaining why export-
oriented sectors can act as a counterbalance to import-competing industries,
thus facilitating trade liberalization.

Ethier (2004) also explores the incentives faced by governments and pro-
vides a theory of ‘political externalities’ that helps explain why countries join
trade agreements. He argues that governments are reluctant to liberalize trade
unilaterally, because doing so could damage certain domestic constituencies
that compete directly with imports. However, reciprocity provides a solution:
if foreign governments do liberalize their trade, the export-oriented sector will
gain, thus shifting the balance of political support in favor of trade liberaliza-
tion. Hence reciprocity is the key factor in generating political externalities
because liberalization in one country facilitates openness in another, and vice-
versa. In addition, Ethier's (2004) theory provides a justification for gradual lib-
eralization, a feature observed in most developing countries, including Vietnam
(Ljungreen, 1993; Authors, 2004). Gradual reform spread over time generates
high levels of political support and is more sustainable than ‘shock therapy’.

Countries can also decide to join trade agreements as an instrument for
locking in internal economic reforms and for sending signals to international
economic actors. Hudec (1987) and Finger (2008) show that trade agreements
can help developing countries to credibly sustain trade and other economic re-
forms that might otherwise be politically unacceptable due to the opposition of
powerful domestic constituencies.® Since international trade agreements can

5 See Staiger and Tabellini (1987) and Maggi and Rodriguez-Claire (1998) for formal political economy
models of trade agreements that support this hypothesis.
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serve as rules that bind certain policies and reduce government discretion (and
also policy space), they can also make it more difficult to reverse economic
reforms, and they can also serve to justify specific reforms that produce pain-
ful short-term adjustment costs on society. Moreover, as Maggi (1999) shows,
joining the WTO tends to work better for locking in internal reforms than would
a web of bilateral trade agreements, which facilitate the verification of trade
violations and promote multilateral trade negotiations.

Finally, the international political economy literature on international re-
gimes (Krasner, 1983; Keohane, 1984) shows that joining an international
trade agreement such as the WTO reduces a country’s transactions costs, fa-
cilitates among countries the exchange of economic policy commitments, and
allows each country to monitor and predict the behaviour of others. In sum, by
creating a more predictable environment and incorporating sanctions, inter-
national regimes allow countries to escape the prisoner’s dilemma of interna-
tional economic cooperation.

3. WHy pip VIETNAM JOIN THE WTO?
3.1. TRADE AS A MAJOR COMPONENT OF THE DEVELOPMENT STRATEGY

Like several of its neighbors, for the past 25 years Vietnam has been con-
ducting a development strategy of which external trade is a key element (Au-
thors, 2004; Kokko, 2006; Abbott et al., 2008; Masina, 2009; Gainsborough,
2004), and development strategies adopted in national congresses of the
communist party have given high priority to economic external relations.

For instance, in the strategy for the period 2001-10, which was approved at
the 9" National Congress of the Communist Party of Vietnam and meant to be
implemented into two five-year plans (2001-05 and 2006-10), the importance
given to trade was paramount. The paper for the 2006-10 period in particular
established three main goals: (i) on the economic front — growth, industrializa-
tion, external opening, and a balanced budget; (ii) in the social arena — poverty
reduction, employment, and education; and (iii) regarding environment — re-
forestation, improved access to drinking water, and a more intensive use of
clean technologies (SVR, 2006). Thus, international trade was established as
a major development objective during the period of accession and adaptation
of Vietnam to the WTO.

In that sense, one of the main goals was to change —or to keep changing—
Vietnam'’s export pattern, increasing the share of products with a greater tech-
nological component while at the same time reducing the proportion of more
basic products. To achieve this, several measures affecting both exports and
imports were considered necessary.

For exports, the plan sought (i) a gradual cut in exports of raw materials
(crude oil or coal, for instance) and of agricultural goods, along with (i) an im-
provement in the quality and/or degree of processing of traditional export pro-
ducts. With regard to (i) manufactured goods, the country was set to maintain
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exports of key products, such as clothing or shoes, meanwhile expanding into
exports of shipbuilding, mechanical and electrical products, and handicrafts. At
the same time, (iv) the quality of Vietnamese footwear was slated to improve,
in order to export to new markets in Japan, the United States, or the European
Union. There was a requirement for (v) innovation in exports of wood furniture,
and the productive sector was encouraged to increase exports of other deco-
rative products (ceramics, porcelain, bamboo). Exports of (vi) electronic and
computer-related goods and software were also expected to increase.

As for imports, the main goal was to control the trade deficit and to give
priority to imports of materials, equipment, and technology, while limiting im-
ports of products that might take the place of local goods.

To sum up in the area of trade, during the period of its entry into the WTO,
Vietnam was pursuing a continuation of structural change, as well as a change
in its export pattern, gradually raising the proportion of goods with high added-
value and technological content —meaning a greater role for the manufacturing
sector, at the expense of the primary sector— while adapting imports to this
structural change. In order to move production from non-durable consumer
goods such as shoes to durable goods like furniture, the government adopted
various trade and industrial measures that featured protection of certain key
industries, selective attraction of FDI under strict government supervision, and
stimulus for exports that would produce revenue to finance the development
process. As in other countries in the region, the close links between govern-
ment and industry were instrumental in implementing the strategy (Gainsbo-
rough, 2010).

3.2. CHANGES IN THE TRADE PATTERN: VIETNAM GOES WESTERN

The doi moi process, taken as a whole, might be said to have an uneven
record. For instance, as in China, spectacular reductions in poverty have been
accompanied by increased income inequality (Cuong, 2011). Nevertheless, as
regards structural change and the export pattern, these reforms were a suc-
cess and yielded the expected results: despite a resilient trade deficit, exports
boomed, and there was a technological scaling-up. By the end of the 2000s,
Vietnam’s export pattern was quite different from the ‘classic’ pattern exhibi-
ted by developing countries, and yet very similar to that seen in Asian econo-
mies, which have shown greater dynamism over the past few decades. Exports
of non-durable consumer goods dominated, and those of durable consumer
goods were on the rise, while imports concentrated around equipment and
inputs.

At very low levels just 25 years ago, Vietnam's foreign trade has been parti-
cularly dynamic since the mid-1990s. According to WTO data, between 1995
—the year when Vietnamese trade definitively takes off— and 2006 —the year
before accession to the WTO—- exports of goods and services grew sixfold, and
imports fivefold (Graph 1). Structurally, these data reflect Vietnam'’s industrial
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and trade policy: support for exports has translated successfully into an ex-
port increase, while measures to encourage the manufacturing industry have
led inexorably to a greater technological dependence on other countries, and
therefore to more expensive and diverse imports. The worsening of the trade
deficit over the past five years is probably explained by the current global eco-
nomic crisis, and perhaps by the WTO adherence itself.

GRAPH 1. VIETNAM'S FOREIGN TRADE (MILLIONS OF CURRENT US$)

140000
120000 -
100000 1
80000
60000
40000 -
20000

0 -
-20000

-40000 -

* Note that due to lack of data, 1986-1989 reflect merchandise trade only.
Source: WTO database online and authors’ calculations.

Although impressive, the explosion in both imports and exports has not
been the most important trend in Vietnamese foreign trade. Over the past two
and a half decades, Vietnam has radically changed the substance of what it
trades, and with whom.

According to the WTO, of the nearly 55 billion dollars in exports that Viet-
nam posted in 2007, nearly 89% was merchandise. The situation with imports
is similar: in that same year, 10% corresponded to services, and more than
90% were of goods. In other words, Vietnam’s current foreign trade mainly
involves goods. Furthermore, and also according to the WTO, manufacturing
accounts for more than 53% of total exports; even though Vietnam is a major
exporter of oil —and a leader in markets for raw materials such as rubber,
coffee, or rice (EIU, 2006)— the process of structural change and productive
diversification can be seen in its foreign trade.

The ranking of Vietnam'’s top trading partners has changed in recent years,
stemming from policies of increased openness and structural change, but also
due to external factors such as the Asian crises of the late 1990s, or the reces-
sion of 2001. In the 1990s, the main destinations for Vietnamese exports were
Asia’s top consuming countries: the Four Dragons (Hong Kong, Singapore, South
Korea, and Taiwan) and Japan. However, as Vietnam diversified its exports, they
began to head toward Western Europe, the United States, Australia, and China.

©
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In fact, according to data from EIU (2006), the United States went from receiving
just over 7% of all Vietnamese exports in 2001 to more than 20% in 2005.
Thus, according to WTO data, by the time it began its accession to that inter-
national organization, Vietham’s main trading partners were China, Singapore,
Taiwan, Japan, and South Korea (as import sources), and the United States, the
European Union (EU27), Japan, Australia, and China (as export destinations).

The simple explanation for this shift is that the financial crisis that erup-
ted in Thailand in 1997 and that affected the entire region —except, perhaps,
China- led to a drop in consumption that forced a greater focusing of Vietna-
mese exports into new consumption markets. However, there may be other
long-term factors, as the features of trade with Asian countries might be quite
different from those with Western countries. Probably the process of structural
change and the technological upgrading of output and exports also implied
new partners, and the market for durable consumption goods is much wider in
Western countries than in the Asian region.

This reasoning becomes evident if we follow the government’s trade strate-
gy from the beginning of the doi moi. Although the bilateral trade agreement
with the United States was signed as late as 2000, the first European trade
agreement was signed in 1992 (Table 1). In other words, given such a process
of economic development, the Vietnamese communist party must have known
that sooner or later it would have to turn West.

TABLE 1. VIETNAM'S KEY TRADE AGREEMENTS AND REFORMS

1986 Doi Moi
1988 Import tariffs introduced
Market-oriented reforms, unified exchange rate, ‘state monopoly of foreign

1989 trade’ eliminated
1990 Export processing zones established
1991 Law on import and export duties — established preferential tariffs
1992 European Union trade agreement
1995 WTO accession working party established
Joined ASEAN (Association of South East Asian Nations)
1997 Reduced requirements on firms to enter foreign trade
1998 Joined APEC (Asia-Pacific Economic Cooperation)
1999 Most-favoured-nation agreement with Japan
2000 United States bilateral trade agreement signed
CEPT (Common Effective Preferential Tariff) / AFTA (ASEAN Free Trade
2001 Agreement) implementation begins
New trade policy roadmap, most quantitative restrictions removed
2002 ASEAN China free trade area

Implementation of United States bilateral trade agreement begins

2003 ASEAN Japan comprehensive economic partnership

European Union — Vietnam bilateral agreement on WTO accession
2004 .
Competition law

2005 29 new or amended laws on commerce and trade

5006 Final bilateral agreements for WTO accession reached
CEPT/AFTA implementation to be completed

2007 WTO accession

Source: Abbott et al. (2008).
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In the decade preceding its WTO accession, Vietnam had sought to formali-
ze its trade relations by signing agreements with its main new partners, and by
joining and participating actively in regional and international trade organiza-
tions. In 2001, Vietnam signed a bilateral trade accord with the United States
that lowered the average tariff on Vietnamese products from 40% to just 3-4%.
Its impact was immediate: in 2002, Vietnamese exports to the United States
more than doubled. In fact, EIU (2006) explains Vietnam's export strength in
the late 2000s by citing its renewed access to the U.S. market. In terms of
access to the European market, apart from the cooperation agreement sig-
ned in 1995, Vietnam (like many developing countries) further benefited from
the GSP regime (Generalized System of Preferences); a new agreement was
reached in 2004 that eliminated all quantitative restrictions (as of 1 January
2005) on access to the European market for Vietnamese products. At the re-
gional level, Vietnam became part of ASEAN. According to a representative of
the Ministry of Foreign Affairs interviewed in 2008, this regional agreement
had at that time advanced more in the safety and social pillars, with economic
progress lagging behind. In any case, the highlight of Vietnam’s trade policy
was probably its membership in the WTO, beginning on 11 January 2007.

As early as 1986, Vietnamese authorities had chosen a path that would
eventually take them toward consistent change in the composition of the GDP
and the export pattern. This new pattern would inevitably lead to a shift in tra-
ding partners, and would imply new rules of the game. From our point of view,
Vietnam's adherence to the WTO was mainly an institutional step toward this
Westernization of external trade.

3.3. Pros AND cONS OF VIETNAM'S ACCESS TO THE WTO

So, regarding trade, the success of the doi moi strategy resulted in products
of greater added value being sold to new Western markets as a consequence
of a highly interventionist industrial and trade policy.

In explaining the accession of Vietnam to the WTO, purely economic argu-
ments such as an increase in trade or the reduction of import prices do not
seem to be a key explanatory factor and/or do not show the whole picture:
accession to this particular organization could pose a threat to the abovemen-
tioned strategy. Moreover, multilateral trade liberalization might reasonably
be expected to have negative impacts in sensitive sectors of the economy,
particularly non-competitive agriculture, which accounts for over 60% of GDP.
Therefore, Vietnamese authorities probably did not have a CGEM in mind when
starting accession negotiations to the WTO. This was corroborated in our field
work.

What about political economy arguments?
According to most of the elites interviewed, joining the WTO was a way to
send a clear signal —at the national, regional, and international levels— that the

©



ViETNAM GoEgs WESTERN: A PoLimical EcoNomy ANALYSIS OF VIETNAM'S ACCESSION To THE WTO

economic reforms which began more than twenty years before were irrever-
sible. Moreover, some interviewees mentioned that this strategy of locking-in
reforms, which also signaled to foreign investors that Vietnamese authorities
were willing to play by the strictest rules of the game in the global economy
(those of the WTO), was similar to what China had done six years earlier, when
it joined the multilateral trading system in 2001 .# In fact, for one member of
the World Bank delegation in Hanol, joining the WTO was a logical step in the
development strategy implemented since the 1980s; it was a way to conso-
lidate Vietnam’s incorporation into the global economy, a key element in the
national development model.

In addition, joining the WTO was a way to establish an external imperative
for certain domestic reforms, which were considered crucial by some sectors
of the Government but which faced major resistance and pressure from other
sectors — including within the same Government. This is the case, according to
a representative from the Asian Development Bank, with the reform of state-
owned companies. In general, competitiveness and productivity among state-
owned companies are mediocre, but they wield considerable political power
and account for a large part of national production (Beresford, 2008).

A second rationale that emerged in our field work was that joining the WTO
would guarantee access to the world’s main markets at the consumer level. Un-
til very recently, maintaining high export volume was a top driver in Vietnam’s
continuous posting of double-digit growth. However, as with other developing
countries in recent decades, Vietnam began to encounter restrictions on its
products at some major export destinations and had no institutional tools with
which to respond. Vietnamese exports had risen so dramatically that some
importing countries saw them as a threat to domestic production. This pheno-
menon mirrored what had happened over the four previous decades, when the
dynamism of cheap labor-intensive exports from emerging Asian economies
triggered protectionist reactions in the West.

Several interviewees referred to this threat, citing in particular the Agree-
ment on Textiles and Clothing, which replaced the Multi-fiber Accord in 1995.
The new agreement called for an end in 2005 to importers establishing con-
tingents for particular products or discriminating against source countries.
When that deadline arrived, both the United States and the European Union
adopted measures to avoid —or to delay for as long as possible— the removal
of trade-protection measures. Nonetheless, WTO membership was meant to:
give greater guarantees of access to important export destinations; limit the
possibility of trading partners arbitrarily erecting trade barriers; and (in more
general terms) allow for the expansion of markets at a global level, beyond
bilateral or regional trade accords.

So dealing with new partners also meant, for Vietnamese authorities, dea-
ling with new rules. Therefore a second reason for joining the WTO may have

4 See Prime (2002) for an alalysis of the process that led China to join the WTO.
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been access to markets. Vietnam was probably not seeking to enter new mar-
kets, but rather to guarantee access to old ones under a common institutional
umbrella. This strategy is consistent with the literature on international regi-
mes, discussed above, according to which countries join international institu-
tions to reduce transactions costs, to make international economic relations
more predictable, to reduce the incentives for cheating by trading partners
and, in the case of the WTO, to use the institutional umbrella of the dispute
settlement mechanism to confront protectionist threats.

In sum, our field work seems to suggest that political economy considera-
tions were an important explanatory factor in the decision to join the WTO. In
particular, our field work indicates that locking-in structural reforms, sending a
signal to investors to increase confidence, and securing access to Western con-
sumer markets in an increasingly protectionist environment appear to be key
goals pursued by the Viethamese government through WTO accession.

However, Vietnam's membership in the WTO has also brought about a
series of problems or challenges which the government had not anticipated,
according to several people interviewed for this study. First of all, regarding
market access, some of Vietnam’s trading partners began to complain to the
WTO that the country was not a ‘market economy’, and this allegation could
be used as a tool in favor of trade barriers in countries that buy Vietnamese
exports. Further, as a WTO member, the Viethamese government was now in a
position where it had to press the European Union for maintenance of its GSP
status. This led to a second problem, of a more general nature, having to do
with the Vietnamese government’s ability to ‘digest’ and finance reforms stem-
ming from its entry into the WTO.

Indeed, Vietnam'’s entry into the WTO has involved a series of reforms, both
before and after joining, in many areas beyond those strictly involving trade.
Some of the industrial and trade policy measures applied in Vietnam like ex-
port credits or tax breaks for exporters are not allowed by the WTO (Chapon-
niére et al., 2008). Some reforms undertaken prior to entry included a review
of export subsidies, requirements for local components in production, and the
granting of national treatment to foreign investment: the reformed business
law now gives Vietnamese and foreign companies the same rights. Other rules
that have been revised (or are in the process of being revised) have to do with
corruption, bankruptcy, trade, intellectual property, and the tendering of offers
for government contracts. Furthermore, in order to be recognized as a ‘market
economy’, Vietnam would have to deepen reforms to its government and state-
owned companies. Other requirements over the mid-term include financial re-
forms, such as greater openness to foreign commercial banks.

Therefore, rather than to gain access to over 100 new export markets, on
the basis of a strictly economic rationale, it could be said that Vietnam adhered
to the WTO in order to maintain its access to its new Western trade partners
and to lock-in domestic reforms. This is a consequence of the doi moi itself:
economic development was conceived as a process of structural change. New
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outputs and exports needed new buyers — something that inevitably led to
greater involvement with Western countries and, therefore, new rules of the
game, despite the risks involved.

4. CONCLUSIONS

As we have indicated, there was a kind of contradiction —as regards growth
and openness— in the Vietnamese development strategy that could potentially
undercut the whole process. In the mid-1980s, the Asian country gambled
on very active trade and industrial policies in order to promote growth and
structural change. And the gamble worked, but it also implied new markets
for exports, and new institutional arrangements. Because the WTO aims to
promote free trade and free markets, joining the organization would immedia-
tely raise tensions between the conditions of access and membership and the
maintenance of high levels of economic intervention, which were inconsistent
with WTO rules.

There are a variety of opinions as to whether the reforms triggered by WTO
accession will encourage or limit the process of economic and social develop-
ment in Vietnam. This debate —part of a broader debate on the role of the State
in development models, and on the successes and failures of active industrial
and trade policies— also came up during the interviews conducted in Hanoi in
the preparation of this study. Aside from the issue of whether the benefits out-
weigh the costs of joining the WTO, what is clear is that the country faces the
prospect of eliminating or transforming some of the economic policy measures
which have been key to the economic and social development strategy under-
taken 20 years ago. Specifically, Vietnam'’s policy space has been significantly
reduced by WTO regulation.®> For this and other reasons, the country has had
to rethink its development strategy over the medium and long term, meaning
that the ownership of its development strategy could also be undermined.

Along with some of the persons interviewed for this paper, one joint analy-
sis by donor countries of Vietnam's development strategy (DA, 2006) holds
that, in reality, the WTO requires the reformulation or redesign of trade and
industrial support measures, but not their complete elimination. This study
argues that WTO rules have sufficient built-in flexibility to allow for some policy
space in the implementation of industrial policies. Were this not the case, it
would be virtually impossible for the WTO to embrace such a diversity of mem-
ber states with so wide a variety of economic systems and societal preferences.
But this ties into the problem of the ability of the Vietnamese government, and
of the country in general, to operate in this new economic environment, as
stated by a wide diversity of those interviewed, from NGO representatives to
the Administration itself. In order to carry out the process of adaptation, Viet-

® See Wade (2003) for a discussion of how WTO rules limit policy space for developing countries. See
Gainsborough (2010) for a discussion of the challenges facing Vietnam.
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nam will require technicians, lawyers, and economists with a deep knowledge
of the country’s economic structure, the global economic and trading system,
and the workings of the WTO. As Vietnamese government representatives have
made clear, the country does not have such necessary human resources at this
point.6

In fact the literature on the current consequences of Vietnam'’s accession to
the WTO highlights various downsides. For instance, according to Hanh (2011),
there may have been no direct and positive effect on exports following WTO
membership, contrary to what Abbott et al. (2008) predicted. If anything, ex-
ports may have increased indirectly, as a consequence of higher FDI flows. Mo-
reover, higher imports seem to have resulted. However, it should be taken into
account that Vietnam acceded the WTO just two years prior to the onset of the
global economic and financial crisis, which has been impacting on Vietnam’s
macroeconomic indicators at almost every level.
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