On the American-Vietnamese Trading Relation

by NGUYEN THANH XUAN

n the past five

years, the Ameri-

can-Vietnamese
trade has made good
progress, As a country
with no relation with
Vietnam up to 1994, the
U.S. has become the
biggest export market
for Vietnam. this article
want to present a look
at effects of the bilateral
trade on the Vietnam-
ese economy, the impor-
tance of the American
market to Vietnam and
benefits for each side
from the bilateral trade.

1. Trade develops
along with political re-
lation

The American- Viet-
namese bilateral trade
has been greatly af-
fected by their political
relation. After the em-
bargo was lifted, the bi-
lateral trade made its
appearance immedi-
ately and increased in
size after the BTA came
into effect as from 2001.

2. Trade balance is fa-
vorable to Vietnam
Trade value between
the two countries has
increased quickly for
the past 13 years. The
highest growth rate was
found in 1995 (over
100%) and the lowest in
1999 (4%). In this pe-
riod, the bilateral trade
rose by 2.5 times a year
on average, This growth
rate is twice as much as
the rate gained by Viet-
nam’s foreign trade, six
times higher than the
Vietnam's economic
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growth rate and seven
times higher than the
growth rate of the
American trade (1).

The trade balance is
always favorable to
Vietnam in this period,
except for 1996. From
2000 to 2006, the trade
surplus rose particularly
fast equaling over 50%
of the value of exports to
the U.S. Although the
American imports to
Vietnam increased,
Vietnam's exports to the
U.S. rose faster and
more steadily with the
result that the Viet-
nam's exports value ac-
counted for a big share
in the bilateral trading
value. In 2008, the value
of Vietnam's exports to
the U.S. was seven
times higher than the
value of imports from
the U.S; 19 times higher
than the value of Viet-
nam's exports to the
U.S. in 2001; and 140
times higher than the
one in 1994,

The surplus in trade
with the U.S. becomes
more meaningful be-
cause Vietnam has suf-
fered the trade gap for
decades. Net exports to
the U.S, helped Viet-
nam reduce its trade
gap by some 40% in the
years 2002-04 (2). The
surplus in trade with
the U.S. is significant
when the Vietnam's
GDP is so small. The
trade surplus in 2006
accounted for some 12%
of the Vietnam's GDP

while this figure in 1994
was only 0.3%.

3. The U.S.: "An ex-
travagant rich boy"”

Warren Buffett has
said so when discussing
the American prolonged
trade gap in the past
few decades (3). At pres-
ent, the American trade
gap amounts to US$700
— 800 billion a year. Its
aggregated trade gap in
1994 -~ 2006 was
US8$5,300 billion equal-
ing some 50% of its
GDP in 2006. Most
American trading part-
ners enjoy some trade
surplus, All countries in
Southeast Asia, besides
Vietnam, enjoy very
large trade surplus.

Regarding the trade
surplus, the one gained
by Vietnam in 2004
equaled the Thai one in
1994 and some 50% of
what Thailand gained
from the U.S. in 2004.

In 1994-2006, Thai
trade surplus from the
U.S. was three times
higher than the Viet-
nam’s one. In 2002-06,
the American trade sur-
plus gained from the
U.S. by Vietnam only
equaled a half of Indo-
nesia’s; a third of Thai-
land’s; a fourth of Ma-
laysia's;, one-tenth of
Mexico's and a thirty-
seventh of China's.

The growth of trade
surplus shows that Viet-
nam exports more and
more goods to the U.S.
like Thailand. Up to
2006, the Vietnam's

trade surplus from the
U.5. equaled two thirds
of Thailand’s.

More than 50% of the
trade surplus from the
U.8. goes to China, Ja-
pan, Canada and Mex-
ico and the Chinese
share equals the three
other countries put to-
gether. Moreover, the
China trade surplus
tends to increase while
shares of Japan and
Canada decrease.

In short, the trade
surplus from the Ameri-
can market produces a
great and positive effect
on the Vietnamese econ-
omy, but its share in
this cake is still very
small in comparison
with the ones enjoyed
by regional countries.

4, An attractive market

for Vietnamese
goods?
In the past five

years, the U.3. has be-
come one of the leading
trading partners of
Vietnam, accounting for
11% of Vietnam's for-
eign trade. For many
reasons, China and Ja-
pan have established
trading relations with
Vietnam before the U.S.
based on advantages of
geographical locations
and cultural factors.
This means that compa-
nies from the two coun-
tries haven't reached
their full potentials.

In the past 10 years,
the U.S. was the fifth
biggest trading partner
of Vietnam and ac-



counted for 7% of the
Vietnam's foreign trade.
In addition, many
branches of American
companies in Singapore
and Hong Kong have
traded with Vietnam for
years. This means that
official statistics didn't
reflect the importance
of the U.S. to the Viet-
nam's foreign trade but
in fact, the US. has
been an important part-
ner to Vietnam, espe-
cially to its export.

In the past five
years, the American
market accounted for a
fifth of Vietnamese ex-
ports and become the
biggest market for Viet-
nam. Its share in the
Vietnam’s exports in-
creased at the highest
rate in the past 10 years
as compared with those
of other markets, such
as China, Australia and
the U.K, Some of Viet-
nam's export markets
that developed well in
the past, such as Japan,
Singapore, Germany
and France, have
slowed down.

Vietnam’s compara-
tive advantages reflect
themselves in exports to
the American market.
Such labor-intensive in-
dustries as clothing,
footwear, aquatic prod-
uct and farm product ac-
count for over T0% of
the export value. With a
share of 38%, the cloth-
ing goods are consid-
ered as Vietnam's staple
exports to the U.8. The
mining industry also oc-
cupies large shares.
This means that Viet-
nam's exports are natu-
ral resources and la-
bor-intensive goods that

have low added value
with the result that the
export development is
not sustainable,

Unlike export, Viet-
nam imports more from
China, Singapore and
Japan than from the
U.8. because their goods
are more appropriate to
Vietnam production and
consumption, and
needed for their invest-
ment projects in Viet-
nam. The American
goods have been expen-
sive as compared with
Vietnam's personal in-
come for years and only
a handful of American
projects were carried
out in Vietnam then.
Until recently, many
facts have shown that
American investors
started paying more at-
tention to the Vietnam-
ese market and there
was a need for modern
technologies from the
U.S. And as a result, the
U.S. can become a big
supplier for Vietnam in
the coming years,

Machines, equip-
ment and vehicles ac-
count for two thirds of
Vietnam’s imports from
the U.8. The biggest
shares belong to such
goods as plane, ma-
chine, electric equip-
ment, vehicle, fertilizer
and chemicals. Gener-
ally, they are goods
from capital- and tech-
nology- intensive indus-
tries that are the lead-
ing advantages of the
u.s.

In short, the U.8. has
an increasingly greater
meaning to Vietnam
and a positive effect on
the Vietnamese econ-
omy. Moreover, Viet-

nam is in need of Ameri-
can resource in order to
accelerate its takeoff.
5. Vietnam: Is it in-
cluded in the Ameri-
can long-term vision?

The bilateral with
Vietnam produces al-
most no effect on the
American economy (its
GDP amounted to some
US$11,711) because
this bilateral trade rep-
resents only 0.3% of the
total value of American
foreign trade and Viet-
nam ranks 47th among
trading partners of the
U.S. Vietnam's trading
value with the US is
much smaller in com-
parison with Indonesia
(a half); the Philippines
(a third); Thailand (a

fourth); Singapore (a
fifth); Malaysia (a sixth)
and China (a
thirty-sixth).

The Vietnamese
market accounts for

only 0.08% of American
exports. With its cur-
rent spending power,
the Vietnamese market
produces no effect on
the American GDP,

Exports from Viet-
nam rank 34th among
American imports but
they acecount for only
0.37%. Vietnamese
clothing products that
represent 40% of the
value of exports to the
U.S. occupies a very
modest position in the
American market for
clothing.

Looking at a more
positive  aspect, the
trading relation with
Vietnam, to the U8,
will be profitable in the
long run because (1)
Vietnam with its high

and stable growth rate
is buying more and
more goods from the
U.S. and American com-
panies coming to Viet-
nam scon will face less
competition; and (2) in-
creasing trade with
Vietnam forces Viet-
namese companies to
improve their perfor-
mance and productivity,
which will bring about
more benefits for Amer-
ican consumers and pro-
ducers.

In short, the trading
relation with Vietnam
has almost no effect on
the American foreign
trade but it has more in-
direct than direct bene-
fits, and more in a lon-
ger run than in a
shorter one.

6. Does the structure
of exports change fa-
vorably?

In 1990, 90% of Viet-
nam's exports to Amer-
ica were raw, unpro-
cessed goods but this
figure decreased to 24%
in 2006. Manufactured
goods increasing at the
expense of the raw ones
is a noticeable trend of
Vietnam'’s export to the
U.S. in the years
1994-2006. In the last
three years, manufac-
tured poods accounted
for three fourths of the
Vietnam's exports to
America. This means
that Vietnam gained
more added value and
the structure of exports
has changed favorably.
7. Rivals or partners?

With different com-
parative  advantages,
companies from the two
countries supply differ-
ent goods and services,
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Table 1: Some ic differ bet

Vietnam and the U.S.

Vietnam

The U.S.

Just escaped from the group of 48 poorest countries

Superpower, the world's richest economy

Of the world's lowest parsonal income

In the world’s top 10 in terms of personal income

GDP: USS45 billion (2004)

US§11,711 billion (2004)

Backward agricultural economy

Knowledge-based economy

Advantage: cheap and young labor

Advantage: capital and technology

Table 2: American — Vietnamese trade over three
periods (USS mn.)

Table 4: Growth of Vietnamese trade with Amer-
ica in 1994- 2006 (%)

1975-1993) 1094-2000 | 2001-2006 | 1994-2006 Export- | Expot | tmport | Vietam- Warid
Exportandim- 10| 4147 32080 38208 import
% 1894 3500 - -
nnual average 0.5 5925 5,343.; EJ_E,&_ lyaos 118 9
Source: Author's calculations based on data from Asmn Devel- j z 194 -
opment Bank-Key Indicators 2007 (www.adb. ) 1908 ) 20 68 35
1987 20 40 2 13
Table 3: Top-5 trading partners of Vietham (UD$ 1998 48 64 30 0
mn.) o . 1999 4 7 -1 12
Country | 1994-2006 2002-2008 £000 a3 45 18 29
Value Hank Value Rank 2001 45 13 4
Japan 61,657 | 35,554 | 2002 :f-l 130 11 17
China 44,984 1] 33,968| il 2003 75 61 149 25
[The U.S. 37217 v 31,503 11} E004 21 28 -1 29
Bingapore 48,797 I 25714 v RO0S 10 18 -24 19
South Korea 32,692 | 18,220 v|  poos 42 42 40 26
Source: Author's calculations based on data from Asian Devel- 1904-08 42| 45| 3;‘ 251

opment Bank-Key Indicators 2007 (www.adb.org/ 1

they are more trading
partners than rivals,
and many theories can
apply to their case:

- Heckscher — Ohlin:

and they have no direct
competition, Unlike
China or Thailand, the
U.S. is no direct compet-
itor to Vietnam. Many

Source: Auther's calculations based on data from Asian Devel-
opment Bank (ADB)-Key Indi 2007 www adb.

nam, transfer of tech-
nology and production

cause the U.S. is more
developed than Viet-

Table 5: Vietnam’s net export to America in
1994-2006 (USS mn.)

companies in the ser- Based on their para-
vice sector (finance, in- tive advantages, Viet-
surance, telecom, retail- nam supplies goods

from labor-intensive in-
dustries while the U.S.
offers ones from capital-
and technology-inten-
sive industries.

- Economies of scale:

ing, and banking, etc.)
are worrying about the
American competition
in the domestic market,
but up to now, import
from America is still

small in comparison Based on their own
with Vietnam's export comparative advan-
to the U.S. Moreover, tages, both countries

can gain some profit
and keep on specializing
and expanding their
supplies, thereby gain-
ing more economies of
scale,

the increasing competi-
tion in the domestic
market has positive ef-
fects on the economy,
In short, there is no
reason to consider Viet-

nam as a rival to the - Arguments about
U.S. The increasing product life cycle and
trade between the two the flying-geese devel-
countries shows that opment pattern: Be-
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Year | Export | Import | Net |Vietnam's| Share of trade
export| GDP surplus from
America in
___|Vietnam’s GDP {%)
ki 95| 443 51l 18281 0.3
1995 170/ 130.4| 39| 20,738 0.2
1996 204| 2458| 42| 24657 -0.2
fe97 287| 251.5| 35| 26844 01
ees 489| 326.4| 143| 27210 0.5
1999 504| 3231] 181) 28.684 0.6
2000 733| 3640 3sal 31173 1.2
001 | 1086| 4113 gs4| 32e8s| 2.0
002 | p453) 458.6| 1995/ 35084 5.7
RO03 | 50| 1.144.1] 2705 39882 71
PO04 | s5025| 1.133.9) 3891| 45441| 86
PO0S | 5931 864.4) 5086 52917 9.6
006 | gaz3 12102 7213] 60884 11.8

Source: Author's calculations based on data from Asian Devel-
opment Bank (ADB) - Key Indicators 2007



Table 6: Vietnam's and Thailand’s net export to
America in 1994-2006 (USS mn.and %)

WTO and integrate into
the world economy and
(3) American Congress

Bank - Key Indi

Source: Author's calculations based on data from Asian Devel-
2007 (www.adb org/statistics)
44 ]The ratio = (Vietnam's net export/ Thailand's net export) x 100

i ‘s trade
vou | Novomen || naed W5 | Cpprovd th BRTH i
Vietnam Thailand Vietnam, ete.

Hag4 51 3.076 2| 8. Conclusi
1085 39 1572 3 - The U.5. is a trad-
1996 -42 786 ing partner who is help-
1957 35 2.484 1| ful to Vietnam because
1998 143] 6.122 s/ (1) The American mar-
1990 181 5.024 a| ket produces guod e‘i‘-
bo0o Pre 7415 p fects on the Vietnam's

a growth and
e £ 6.047 u foreign trade develop-
2002 1.995 7.325 21l ment; (2) It buys more
o3 2785 6.484 43 3nd more manufactured
£oo4 3.891 8.227 47| goods from Vietnam; (3)
PO0S 5.0 8.226 82| It offers sources of capi-
R00G ?.ﬂ 11.002 68| tal and modern technol-
H994-2006 zzlgggi 74.988| 30/ ogies of which Vietnam

is badly in need; (4)
Trading relation with

Table 7: Trade surplus of some countries from American market (%)

Country 1994-2006 2002-2008 Country | 1094-2008 | 2002-2008
China 23,85 25,39 Thailand 2,13 177
Japan 16,90 11,78 Indonesial 1 1,28
Canada 10,49 9.90 Vietnam 0,44 088
Mexico 7,04 7.31 Philippines 0,75 0,38
Ma’“\fs!ﬂ 3.29 2.&6 ln ora -0,08] -0,60

S revos oo Jan. 11, 2008

in Vietnam with a view
to exporting goods back

Table 8: Vietnam’s
main trading partners
(%)

94-06 | 02-06

World 100|100
Uapan 13 12
China 10 11
The U.S. ] 11

ingap 10 9
South Korea® 7 [}
The rest 52 51

Source: Author's calculations
based on data from Asian De-
velopment Bank - Key Indica-
tors 2007

(") Based on date from Asian
Devalopment Bank Key Indi-
cators 2008; Key Indicators
2007 (www adb org/siatistics).
as for 2006, only data on im-
port are available,

to the U.S. can bring
about benefit for both
sides.

Although the
above-mentioned facts
can be more persuasive
if they are supported by
detailed studies, many
experts believe that
they are really mean-
ingful in Vietnam. Poli-
cies adopted recently by
the two governments
also show that they are
trying to expand and
consolidate the eco-
nomic cooperation.
Their efforts reflect in
such facts as (1) The
U.S. supported Viet-
nam's accession to the
WTQ; (2) Vietnam has
tried its best to join the

the U.S. brings about
mutual benefits; and (5)
Broader free trade can

allow Vietnam get more’

benefits from the trad-

Table 9: Vietnam's im-
ortant customers (%)

tem | 94-08 | 02-06
Warld 100 100
Japan 15.2 13.3
The U.S. 14.1 19.4
China 7.4 7.5
A li 7.0 8.0
Bingapore EEI 4.7

¥ 4.7 4.8
[The UK. 3.4 3.j
France 2.5 24|

Source: Author's calculations
based on data from Asian De-
velopment Bank-Key Indica-
tors 2007

www adb.org/statislics

Table 10: Vietnam's
major suppliers (%)

ltem
orld

ingapore

Vapan

China

South Korea)
[Thailand
Hong Kong
[The U.S.
alaysia
ermarn

Indonesia
The rest

Source: Author's cah:ulatlona
based on data from ADB - Key
Indicators 2007

(www.adb. org/statistics)
ing relation with Amer-
ica.

- The U.S. is an im-
portant and demanding
partner to Vietnam be-
cause (1) Differences be-
tween the two
economies are very big;
(2) Advantages of cheap
labor and abundant nat-
ural resources will di-
minish; (3) Vietnam
may suffer short-term
budget deficit when tar-
iffs are cut; (4) There
will be a trade-off be-
tween industries; and
(5) Vietnamese compa-
nies are at a disadvan-
tage in the American
market. Local compa-
nies will find it diffieult
to deal with these prob-
lems and they are badly
in need of help and sup-
port from the govern-
ment and associations.®
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Table 11: American trading partners (%) o S e ¥
BT 8T Ex. Ex. Im. Im. 2002-2006 *
1994-2006 | 2002-2006 | 1994-2008 | 2002-2006 | 1094-2008
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China 7.63 10.24 3 4.@' 4,48 5 10.55
Malaysia 17 175 11 1.21 1.22 17 2.05
Singapore 1.& 1,$ 15 2.52 2.49 11 1.51
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hilippi 0.81 0.74 27 0.93 0.70 21 0.88 0.66 31
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-Based on data from, mlrl-swad on Jan, -l?. 2008 and ratrieved on J;arl. 17, 2008 (*) BT: bilateral trade; Ex.: export; and Im.: import





