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Summary 
 
 

The puzzle of small countries joining WTO is the main subject of this paper. We first 
organize the pros and cons arguments into a structured controversy. Second, we isolate the 
increase in market’s extent as a key assumption underlying the expected gains from accession. 
Third, we break down the possible changes in the extent of the market into two components. 
A presumably positive change occurring through the granting of Most-Favoured Nation 
(MFN) status to new member’s exports. And a presumably negative change arising through 
higher non-tariff barriers faced by new members’ exports, under the Sanitary and 
Phytosanitary (SPS) and also Technical Barriers to Trade (TBT) agreements in particular. We 
make the proxy that the removal of trade barriers epitomizes accession benefits, while the 
increase of non trade barriers, along with the compliance cost incurred to abide by SPS and 
TBT rules, point more specifically to membership costs. Fourth, we review evidence on 
accession benefits and membership costs in the particular case of Vietnam.  
 
Our main findings are that Vietnam’s records to date on both accession and memberships 
benefits and costs are outstanding. Substantial trade barriers were faced by Vietnam exports 
prior accession’s negotiations, contrary to most of recent new member countries which 
already benefited either from MFN or from a comprehensive Generalized System of 
Preferences (GSP) status. Further, the cost of membership, at least part of it, expressed by 
export revenues foregone because of stringent non tariff barriers and by the compliance cost 
incurred for upgrading production and exports is of serious concern, but Vietnam’s 
performance in this matter remains far beyond recent WTO members or candidate members 
from ASEAN such as Cambodia and Lao. Last, Vietnam exports’ structure considerably 
limits its exposure to non-trade barriers in relative terms, the top SPS-affected products 
worldwide and the top exported products by Vietnam showing no sign of correlation at the 
HS2 digit level. The intersection of the two sets of products at the HS6 digit level is almost an 
empty set. This does not mean that non-trade barriers (NTBs) are insignificant for Vietnam, 
but rather that they are relatively low when compared to other recent member countries and to 
other products exported which suffer the most from NTBs. 
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The World Trade Organization (WTO) has been experiencing undisputable success and 
spectacular appeal in attracting new members since its creation in the wake of the GATT in 
1994. It has been extending membership noticeably to formerly non market economies such 
as Cambodia (Oct 04), Vietnam (Jan 07), giving green light to Libya (July 04), Russia, 
Afghanistan and Irak (Dec 04) and Iran (May 05) to enter membership negotiations. Countries 
as tiny as Nepal (Nov 04) and Tonga (July 07) are now members and confront giants – in 
economic terms – like EU, US and China in trade talks. 
 
Surprisingly, the economics of the WTO provides little arguments for a small economy to join 
the Organization. By small (large) economy we mean a price taker (price maker) country, viz. 
a country incapable (capable) to cause world price changes through changes in her export or 
import volumes. Paul Krugman maliciously wondered what the rationale for a multilateral 
body could be as long as comparative advantages provided any country liberalizing its own 
trade with ascertained gains unconditionally to other countries’ policy. “If economists ruled 
the world” he indeed wrote, “there would be no need for a World Trade Organization: […] 
global free trade would emerge spontaneously from the unrestricted pursuit of national 
interest” (Krugman, 1997: 113). Bagwell and Staiger (1999) replied a couple of years later in 
their now classical Economic Theory of the Gatt, demonstrating that the GATT and the WTO 
had been originally created for large economies, allowing these to tap cooperative gains that 
unilateral liberalization, in their specific case, could not have otherwise provided. Large 
economies, Bagwell and Staiger’s argument goes, have interest in resorting to non nil tariffs 
(the so-called “optimal tariffs”), depressing whereby world prices for the imported products of 
their choice, transferring a part of the consumer cost of protection to foreign exporters, and 
reaping off aggregate welfare gains by a deliberate change in their export/import price ratio. 
The replication of this strategy by other large countries, they further demonstrate, leads to 
retaliation in cascade, over protectionism worldwide, and world prices overall decline, 
whereby all large countries are ultimately left worse off. The best trade policy in the large 
country case remains trade liberalization, but conditioned by other large countries liberalizing 
their own trade. This cannot be achieved unless a multilateral body secure reciprocal 
liberalization, they conclude. Reciprocity indeed is a core principle of the GATT and the 
WTO. Bagwell and Staiger have demonstrated that the main rationale for the GATT/WTO 
lies in large protectionist countries entrapped in prisoner dilemma situations. Cambodia, 
Vietnam, Nepal or Tonga, whatever their relative economic size and power, have very 
limited, not to say nil capacities to influence world prices by restraining imports. They 
therefore do not fit in this explanatory framework.  
 
The momentum over WTO accession by small countries seems hence paradoxical. Firstly 
they join an Organization built up for large protectionist countries. And secondly, the appeal 
of joining the WTO does not seem to be weighted against the increasing difficulty and cost, 
for WTO members, to strike a deal, and particularly so for developing countries, as the 
endless Doha development round would tend to suggest. So why join the WTO? 
 
The puzzle of small countries joining WTO is the main subject of this paper. Our contribution 
is twofold. First we organize the pros and cons into a structured controversy, by reassembling 
the scattered arguments for a small country to join the Organization, as well as the 
corresponding evidence and counter-arguments brought against them. Second, we assess the 
explanatory power of both sets of responding arguments in the particular case of Vietnam.  
 
Our main findings can be summarised as follows. Firstly, market access, and its corollary 
WTO principle of reciprocity, provide the basis of the pro-accession arguments, leading to an 



expected increase in wealth, efficiency, growth, and pro-poor redistributive effects among 
acceding countries – all these four expected effects being conditioned to the securing of 
market access at the Dispute Settlement Body (DSB). Secondly, all of these effects lack either 
empirical evidence or consensual simulation results, notably in the case of low income 
economies. Thirdly, and contrary to the case of some other small economies, Vietnam faced 
specific incentives to join the WTO over a wide range of the arguments selected. Last, the 
cost of membership associated we higher non-tariff barriers (NTB) faced by new members’ 
exports, under the Sanitary and Phytosanitary (SPS) and also Technical Barriers to Trade 
(TBT) WTO agreements, as well as the compliance costs incurred, are of limited magnitude 
in the case of Vietnam when compared to other Asean countries and to the most NTB-affected 
products worldwide.  
 
We wrap up in section 1 the economic, political economic and law arguments for a small 
country to join the WTO. We review in section 2 the most salient evidence and counter-
arguments brought against them over the very last years. In section 3, a pre-assessment of 
arguments and counter-arguments value is carried out in the case of Vietnam, with a primary 
focus on the implications of tariff barriers’ removal. We extend the analysis in section 4 to 
non tariff barriers, and particularly to SPS and TBT constraints Vietnam is facing now that the 
accession process is over. Policy implications are discussed in conclusion, paving a possible 
way for Vietnam to transform accession’s expected gains to full-right member actual gains 
with predictable – and hence manageable - costs. 
 
 
1. The rationale for a small economy to join the WTO 
 
The GATT and WTO being created to allow large countries dismantle super tariffs and escape 
prisoner dilemma situation does not make multilateralism useless for small economies. In 
short, even if the economics of the Gatt contends that large countries do primarily benefit 
from it, small countries can still reap off benefits when acceding. Contrary to the large 
country case, such benefits are basically those associated with unilateral liberalization. The 
Gatt/WTO possibly hastens, magnifies, and secures such gains.  
 
To understand why and how, one has to fall back on governments’ reluctance to move toward 
free trade in spite of economists’ careful advice and nation’s alleged best interest (should you 
agree with the comparative advantage theory). Reciprocal exchange of market access, which 
still constitutes the main process and outcome of WTO talks (Bagwell, Mavroidis and Staiger, 
2002), triggers a series of virtuous mechanisms within economies. The most famous in 
economic literature lies in the fact that it allows a government to give a voice to exporter 
lobbies and counterweight protectionist pressure. This argument is presented first; 
complementary arguments follow. 
 
 
Counterbalancing protectionist lobbies 
 
Understanding why “the compelling economic case for unilateral free trade carries hardly 
any weight among people who really matter” (Krugman, 1997: 113) provides a first set of 
reasons for a small country to join the WTO. Let’s assume that a country best serves its own 
interests by pursuing free trade regardless of what other countries may do. A privileged 
explanation for the reluctance of government to “pursue its own interest” (presumably defined 
by the comparative advantages theory) is to be found in the political economy argument for 



protection. The rationale for trade agreements is to allow governments to overcome their 
national interest-groups in a way that increases the welfare of the general electorate. In this 
perspective, trade agreements serve as exogenous constraints for economic reforms that 
governments would not dare to, or simply could not, pass against the interest of some specific 
groups: “Trade negotiations may be based on a false theory, but by setting exporters as 
counterweights to producers facing import competition they nonetheless are politically 
crucial to maintaining more or less free trade. That is, the true purpose of international 
negotiations is arguably not to protect us from unfair foreign competition, but to protect us 
from ourselves” (Krugman, 1997: 118).  Hoekman and Kostecki (2001) explicitly reckon that 
“a rationale for the [WTO] organization is that political constraints prevent government from 
adopting more efficient trade policies, and that through the reciprocal exchange of 
liberalization commitments these political constraints can be overcome (...).The WTO is 
somewhat analogous to a mast to which governments can tie themselves to escape the siren-
like calls of various pressure groups”. Read also Michalopoulos (2002): “WTO membership 
also offers the opportunity for new members to lock in existing, relatively liberal trade 
regimes. Although the trade regimes in acceding economies vary considerably, many have 
established regimes with relative low tariffs and no significant formal nontariff barriers. For 
these countries, membership provides the opportunity to lock in these regimes by assuming 
legally binding obligations regarding tariff levels. This not only permits them to enjoy the 
benefits of liberal trade but also gives them a first line of defence against the domestic 
protectionist pressures that are present in all market economies”. The political economy 
argument for a small country to join the WTO is basically an efficiency argument. Associated 
WTO principle is reciprocity. 
 
Increasing the extent of the market 
 
In An Inquiry into the Nature and Causes of the Wealth of Nations (1776), Adam Smith 
stressed that economic growth depended upon specialization and the division of labour. 
According to Smith, the division of labour was limited by the extent of the market an 
economy could enjoy. When liberalising their own trade following the most favoured nation 
(MFN) principle, WTO member countries increase the extent of the market to all WTO 
member countries. Irwin (2001) underlines: “international trade effectively increased the size 
of the market for any given country, allowed for more refined specialization, created an 
international division of labour and thereby benefited all countries by increasing the world's 
productivity and output”. The extent of the market-argument is basically a wealth argument, 
in the sense of the “wealth of the nations” defined by Smith. Associated WTO principle is non 
discrimination. 
 
Fostering investment, innovation and growth 
 
"Economists have likened free trade to technological progress: although some narrow 
interests may be harmed, the overall benefits to society are substantial" Irwin (2001) further 
recall. The assumption that trade liberalisation should act as technological progress (and lower 
hence consumption prices for the benefit of the whole society) goes beyond the mere analogy. 
Locking-in trade liberalisation through binding tariffs and domestic supports stabilises 
expectations, reduces uncertainty associated with unexpected changes in policy, and hence 
bolsters investment and growth. WTO acts herewith as an insurance mechanism for 
worldwide traders and investors. The transparency enshrined in the WTO legal texts and 
materialized for instance by the Trade Policy Reviews helps reduce trade-policy induced 
uncertainty. Such uncertainty is associated with lower investment and growth rates and with a 



shift in resources toward nontradables, economists argue : “Countries with policy regimes that 
are perceived by investors as unstable are generally associated with higher capital costs – 
investors will demand a risk premium on funds invested in such countries to take into account 
the probability of losses due to policy reversals (...). The safer a market, the lower the 
premium. Mechanisms to improve transparency can help lower risk perceptions by reducing 
uncertainty. WTO membership itself, with associated commitments on trade policies that are 
subject to binding dispute settlement can also have this effect” (Hoekman and Kostecki, 
2001). The investment and innovation argument is basically a dynamics argument, for 
countries to turn static welfare gains into growth. Associated WTO principle is transparency. 
 
Reducing poverty and inequality 
 
Doha oblige, WTO member countries are “determined (...) to maintain the process of reform 
and liberalization of trade policies, thus ensuring that the system plays its full part in 
promoting recovery, growth and development. (...) International trade can play a major role 
in the promotion of economic development and the alleviation of poverty. We recognize the 
need for all our peoples to benefit from the increased opportunities and welfare gains that the 
multilateral trading system generates. The majority of WTO members are developing 
countries. We seek to place their needs and interests at the heart of the Work Programme 
adopted in this Declaration” (Doha Declaration, 14 November 2001). Making trade 
liberalisation an engine of poverty alleviation and inequality reduction was a novelty of the 
Doha round even though broad statement had been made before on the trade and development 
nexus (Narlikar, 2004, 2005). Literature on trade, poverty, and inequality has been 
experiencing a fascinating expansion after the UN Millenium Summit in 2000 and the WTO 
Doha Declaration in 2001. Institutional bodies such as DFID3, UNDP4, UNCTAD5, the World 
Bank6 and the IMF7 published their own reports on this issue. Confronted with a lack of 
theoretical framework linking in a systematic and predictable fashion trade liberalization and 
poverty and inequality reduction, academic research has strived to identify empirically the 
transmission channels from world trade down to poverty and inequality8. What comes out of 
this body of literature is that the trade and poverty and trade and inequality nexus remain by 
far country specific. This may ultimately explain why poverty alleviation and inequality 
reduction can be considered as Doha-specific – and not a core WTO objective9. Indeed, no 
underlying principle of the GATT/WTO can be explicitly associated with their specific 
achievement (Voituriez, 2007).  
 
 
 

                                                 
3 DFID (2000). Eliminating World Poverty: Making Globalization Work for the Poor. White Paper on International 
Development. http://www.dfid.gov.uk/Pubs/files/whitepaper2000.pdf. See also  
4 Rodrik D. (2001). The Global Governance of Trade as if Development Really Mattered. UNDP. See also UNDP (2001). 
Making Global Trade Work for People. 
5 UNCTAD Trade and Development Reports, issued on a yearly basis. See in particular Trade and Development Report 
2004, Policy coherence, development strategies and integration into the world economy. 
6 The World Bank, World Development Report 2000/2001.  
7 Geoffrey J. Bannister and Kamau Thugge, 2001, "International Trade and Poverty Alleviation," IMF Working Paper No. 
01/54 (Washington: International Monetary Fund). 
8 L. Alan Winters, 2000, "Trade Liberalization and Poverty," paper prepared for the United Kingdom's Department for 
International Development (Brighton, United Kingdom: University of Sussex). 
9 This problem directly point to the lack of common understanding of WTO is all about. As Charnovitz (2003) once wrote 
“One of the biggest challenges facing the World Trade Organization is to determine its own mission. The failure to launch 
new trade talks at the WTO’s Ministerial Conference at Seattle in late 1999 was due, in large part, to disagreements between 
members about what “new” issues should be placed on the negotiating agenda. These problems continued to stymie the WTO 
in the run-up to the Doha ministerial meeting in 2001”. 



Securing enforcement 
 
All the four aforementioned arguments would be considerably weaker could a partner country 
free ride and renege on its market access commitments. This is particularly true for the extent 
of the market-increase and poverty reduction arguments, but it remains decisive also for the 
other three. As soon as a country does not abide by WTO rules, the expected gains from 
joining WTO – and hence the expected gains from abiding by the rules – altogether shrink or 
vanish. Protectionist pressures may resume, investors may be deterred, and expected gains 
turn into losses. The dispute settlement body (DSB), by securing enforcement and deterring 
free riding behaviours among countries, secure the expected gains for any member, and 
provide WTO with an incomparable power and appeal when compared with other multilateral 
bodies where voluntary instead of binding commitments prevail. “The legalized dispute 
settlement system of the World Trade Organization has been hailed as a new development in 
international economic relations in which law, more than power, might reign. Nowhere has 
the international “rule of law” advanced more than in trade law” Shaffer (2005) wrote. 
Heinz Hauser (1988) emphasized that properly enforced international rules “reduce the risk of 
government interventions into private transactions” and in so doing, “perform a function 
which is analogous to domestic constitutional law.” In Hauser’s view, “the ultimate test of 
international trade law is to be seen in the extent to which international commitments make 
government behaviour more stable and easier to predict, both for private investors and for 
other governments.” Securing enforcement improves predictability and bolsters trade, 
business and growth. The four previous arguments can be considered conditionally with the 
enforcement-securing argument.  The whole set of arguments is wrapped up in table 1. 
 

Table 1: A summary of arguments for a small country to join the WTO 
Arguments for a small country to join the WTO Expected effect Underlying WTO 

principle 
Increase the extent of the market Wealth Non discrimination 
Foster investment  Growth Transparency 
Counter domestic protectionist lobbies  Efficiency Reciprocity 
Reduce poverty and inequality Development None 
Secure enforcement  Accountability Enforceable 

commitments 
Source : Author 
 
2. Dissent voices over real cost of membership 
 
The five arguments provide reasonable assumptions on why a developing economy such as 
Vietnam may decide to join the WTO. They still need to be carefully examined; they indeed 
face uneven status when confronted with empirical assessment of developing countries record 
once accession has occurred. Some expected effects happen to culminate, vanish or even turn 
opposite across countries.  
 
The most contentious effect certainly is the so-called “development” effect (line 4 in table 1). 
Empirical evidence surveyed by Chabe-Ferret et al. (2006) shows that inequality rises on 
average when developing countries open up their trade. Such empirical findings are based on 
ex post analysis. For this reason, they have much powerful and persuasive effect than ex ante 
assessment results which are based upon numerical simulations. They confirm previous 
survey made by Banerjee and Newman (2003). Similarly, in one of the most recent surveys of 
the evidence on the linkages between globalization and poverty, Ann Harrison (2006) 



emphasized that the so-far classical argument according to which global economic integration 
should help the poor (since poor countries have a comparative advantage in producing goods 
that use unskilled labour) was misleading. An emerging body of empirical evidence indeed 
suggests that although in the medium to long-term trade reforms may result in improved 
growth, trade liberalisation alone is insufficient to reduce poverty and inequality. Hence some 
poor get poorest; and the beautiful story told by Hecksher-Olin predictions on the relative 
gains from trade does not hold. 
 
At country level, no poverty-reduction effect seems to prevail either. “In the early years of 
this decade, as the World Trade Organization’s “Doha Round” of multilateral trade 
negotiations began to take shape, simulations carried out by the World Bank suggested that 
the world economy would be as much as $800 billion richer with an ambitious and successful 
trade round, and approximately two-thirds of these gains would be appropriated by 
developing countries. The picture presented by the models today is very different. The global 
increases in real income predicted from the Doha Round have shrunk, and the gains for 
developing countries appear now to be vanishingly small – raising doubts about the Round’s 
very reason for being” (Subsidy Watch, Issue 2, July 2006)10. The relationship between trade 
liberalization and poverty reduction is country specific; the poor are more likely to share in 
the gains from globalization when there are complementary policies in place. Hence the 
development argument is fragile and should be examined in a country case-by-case basis. 
 
Recent analyses further suggest that the impact of agricultural trade liberalization on 
developing countries will be similarly uneven (Congress of the United States, 2005) . Some 
simulations reviewed by Bureau, Jean and Matthews (2005) a few months before the WTO 
Ministerial Conference in Hong Kong was convened confirmed that the effects of agricultural 
trade liberalization will be small, overall, and are likely to be negative for a significant 
number of developing countries. The main counter-argument they raise is that the Doha 
Round focuses on tariff issues, but these countries currently have practically duty-free access 
to European and North American markets under preferential regimes such as the Everything 
But Arms (EBA) initiative from the EU and the US African Growth and Opportunity Act 
(AGOA). Multilateral liberalization would hence erode the benefits of these preferences, 
especially in the agricultural sector, the authors add.  
 
Further, the main obstacles to the exports of sub-Saharan African and least developed 
countries appear to be in the nontariff area (sanitary, phytosanitary standards) which 
increasingly originate from the private sector and are not dealt with under the Doha 
framework (traceability requirements, etc.). “An agreement in Doha is unlikely to solve these 
problems and open large markets for the poorest countries. It might even increase their 
handicap relative to developing countries that are more advanced from a technical and 
commercial standpoint” (Bureau, Jean and Matthews, 2005). This particular point will be 
addressed in section 4 below. 
 
Last, the extent of the market argument was undermined by research findings underlying that 
most developing countries gains would come at least as much from own liberalisation as from 
other countries market openness (Panagaryia, 2004 ; Hertel and Winter, 2006). Unilateral 
gains equate or exceed multilateral gains, undermining hence the case for a multilateral trade 
liberalisation in the case of a small economy (table 2). 
 

                                                 
10 Read also Polaski (2006) 



Table 2: The cost of membership 
Expected gains from accession Potential cost of memberships 
Increase market access (wealth) Margin erosion 

Rising nontrade barriers (SPS, TBT) 
Foster investment (growth) No systematic positive effect 
Counter lobby (efficiency) No systematic positive effect 
Reduce poverty (distribution) No systematic positive effect 

Loss of tax revenues 
Secure enforcement (Accountability) Cost of litigation 

Cost of (non) compliance 
Source: Author 
 
If we turn now to the argument 2 – investment, innovation and growth – we find an extensive 
literature on the impact of FDI on trade, but hardly any literature on the impact of trade on 
FDI flows. With the growing volumes of trade, the focus of policy makers in the developing 
countries has shifted from whether FDI causes trade to whether trade can boost FDI inflows 
and in particular, what kinds of trade can boost FDI inflows. The answers to these questions 
have gained importance with the bilateral and plurilateral trading options becoming available 
to the developing countries. Among the few existing studies reviewed by Goldar and Banga 
(2007), some indicate that FDI is used to preserve markets that were previously established by 
exports while others have suggested that FDI and, in particular, U.S. FDI, follows exports. 
“Though a large number of studies have been undertaken on the impact of FDI on trade, the 
impact of trade on FDI inflows yet remains to be estimated empirically” (Goldar and Banga, 
2007). The country-specific status of the investment bolster argument seems hence similar to 
the poverty reduction argument discussed above. Accompanying policy, institutions and 
infrastructure altogether condition the leverage effect of trade liberalisation on investment 
flows. 
 
The last and central counter-argument relates to the dispute settlement mechanism and its 
effective use by developing and small economies. Evidence collected by Leitner and Lester 
(2007) shows that developing countries have been increasing their participation in the world 
trading system and also the dispute settlement processes of the GATT/WTO. There have 
already been more disputes with developing country complainants and respondents initiated 
since the WTO’s 1995 inception than there were during the entire 1947-1994 GATT period. 
As noted by Bown (2007), “Some of this increase merely reflects the growth of developing 
country membership; nevertheless, the increase in complainant activity is consistent with the 
idea that some barriers to the initiation of disputes have been reduced. Furthermore, the 
increase in respondent activity suggests that some developing countries have increased their 
market access commitments to a level that trading partners increasingly find such 
commitments valuable enough to spend resources to defend them”.  
 
Still, two major factors still impede broader participation to the dispute settlement mechanism 
from developing countries, and particularly from low income economies. The first one pertains to 
the cost of litigation. A case that goes the full three-year course with appeal and subsequent 
wrangles over implementation may cost millions. Nordström and Shaffer (2007) report that the 
unofficial record is the Japan-Photographic Film case where the legal fees for each side are 
estimated to have topped US$ 10 million for each party ; yet this amount is likely being exceeded 
by a wide margin in the current US-EU dispute over aircraft subsidies respectively granted to 
Airbus and Being. Their calculation of litigation costs in three typical dispute cases (ordered by 
degree of complexity) varies between 321250 to 882500 US$ (table 3). 
 



Table 3: Estimated litigation cost 
Time budget (hours) Low degree of 

complexity 
Medium degree of 

complexity 
High degree of 

complexity 
TOTAL 643 1110 1765 
Consultations    
Panel    
Appeal    
Estimated costs at $500 per hour 
TOTAL 321250 555000 882500 
Consultations 53750 100000 158750 
Panel 178750 320000 513750 
Appeal 88750 135000 210000 
Source: Nordström and Shaffer (2007) 
 
The second factor is the cost of non compliance by the defendant country. Developing 
countries may be unwilling to spend substantial resources on litigation tied to their market 
access interests if they believe that legally “winning” a case would lead to an economically 
unsuccessful outcome relative to a world in which the dispute had never been pursued. 
Despite a legal victory at the DSB, the economic result of no increased market access (i.e., 
noncompliance) could arise if developing countries ultimately cannot force respondent 
compliance due to the lack of retaliatory capacity through the imposition of unilaterally 
damaging trade restrictions as “compensation” – compensation, through retaliatory tariffs, 
acting against their own interest. Bown (2004a, 2004b) documents how the retaliation 
capacity of the complainant country may affect the market access outcome of the trade 
dispute and any resulting liberalization by the respondent. Alternatively, Bown and Hoekman 
(2007) add, “developing countries could face a bad economic outcome even if they legally win 
a case, if the respondent engages in retribution outside of the WTO system, for example, 
through the reduction of bilateral (e.g., development, military) assistance or reductions in 
preferential access under the Generalized System of Preferences (GSP) or another 
preferential trade agreement. Together, these factors may contribute to an unwillingness of 
developing countries to invoke the DSU against larger and richer trading partners”. These 
two factors significantly contribute the lack of developing countries’ engagement in potential 
dispute settlement activity related to their market access interests, diminishing their effective 
gains thereby. 
 
 
3. Vietnam accession gains  
 
Vietnam joined ASEAN/AFTA in 1995, ASEM in 1996, and APEC in 1998. In January 1995, 
Vietnam applied for WTO membership and indicated that it would amend or abolish trade and 
investment related laws that are inconsistent with WTO rules. The WTO General Council 
approved Vietnam's accession package on 7 November 2006. After eleven years of 
negotiation, Vietnam became the WTO's 150th member on 11 January 2007 (table 4).  
 

 
 
 
 
 
 
 



Table 4: Chronology of Vietnam’s accession to the WTO 
 
1. Application Received 4 January 1995

Working Party Established
Chairpersons: 
1998–2004, H.E. Mr Seung Ho (Republic of Korea);

2005–2006, H.E. Mr Eirik Glenne (Norway)
3. Memorandum 24 September 1996

4 March 1998
12 March 1998
20 August 1998

5. Meetings of the Working Party 30-31 July 1998 - 26 October 2006

(a) Additional Questions & Replies 20 April 1999 - 12 October 2006
(b) Agriculture (WT/ACC/4) 5 November 2002 - 21 July 2005
(c) Services (WT/ACC/5) 24 August 1998
(d) SPS/TBT (WT/ACC/8) 26 June 2000 - 23 April 2004
(e) TRIPS (WT/ACC/9) 26 June 2000 - 23 April 2004
(f) Legislative Action Plan 26 June 2000 - 14 July 2006

7 January 2002
27 April 2004
26 July 2005
11 August 2006
5 October 2006
7 January 2002
27 April 2004
10 October 2006
19 October 2006

8. Factual Summary 19 September 2001
22 November 2004
19 October 2006

Accession Package Adopted by the General 
Council
Working Party Report 7 November 2006
Goods Schedule 7 November 2006
Services Schedule 7 November 2006

(b) Draft Services Schedule

9. Draft Working Party Report

7. Market Access Negotiations
(a) Goods Offer

(b) Draft Goods Schedule

(a) Services Offer

6. Other Documentation

2. 31 January 1995

4. Questions and Replies

 
Source: WTO 
 
One of the most obvious accession gains for Vietnam is to be found on the increase of the 
extent of its export market, particularly with regard to the US, and to a lesser extent, to the 
EU. Vietnam suffered from particular commercial status from the 1975 communist victory in 
the South Vietnam until the 1990s – viz. well beyond the 1986 renovation policy (doi moi) 
designed to make the transition from a centrally-planned to a market based economy, and to 
promote export-oriented industries by redressing the anti-export bias embodied in the 
protectionist regime11. 
 
                                                 
11 Since 1986, the quotas and targets, which were at the base of the central planning system, have been 
progressively eliminated. The 1988 Law on Import and Export Duties represented the first step to put a trade tax 
system in place. This original tariff schedule was rationalized in 1992 and simplified in 1999 following 
Vietnam's accession to AFTA and in preparation for the WTO. See Auffret (2003) for a comprehensive 
description of trade reforms in Vietnam. 



Increasing the extent of the market 
 
The United States generally applies the MFN rate in the U.S. tariff schedule to almost all of 
its WTO and non-WTO trading partners. Countries not receiving U.S. MFN status are subject 
to the higher general rates. These rates are for the most part the original statutory rates that 
were applied to all U.S. imports under the Tariff Act of 1930 (also known as the Smoot-
Hawley Act). After the trade liberalization of the various GATT Rounds beginning in 1947, 
the Unites States retained the general rates primarily against Communist countries. As of 
1999, all countries except Afghanistan, Cuba, the Lao PDR, Montenegro, North Korea, 
Serbia, and Vietnam had MFN status (Fukase and Martin, 1999). Hence between the abolition 
of US embargo on Vietnam exports in 1994 and BTA negotiations and WTO accession, 
Vietnam faced the highly discriminatory, 60 year-old Smoot-Hawley tariffs regime when 
exporting to the US.   
 
The general tariff rates that the U.S. imposes to such countries averaged 35 percent as against 
4.9 percent for the MFN rate. Vietnam and the United States signed a bilateral trade 
agreement (VN–U.S. BTA) in July 2000. The agreement was prepared on the basis of WTO 
principles and regulations especially those related with intellectual property and services 
trade. The United States were to reduce the average rate of import tariffs on Vietnamese 
goods from 35 per cent down to 3 per cent12.  
 
The VN–U.S. BTA was expected to have a huge positive impact on Vietnam’s economy. The 
result of the study by Fukase and Martin has revealed that the increased market access to the 
United States has made Vietnam’s export to the United States skyrocket from the 1996 base 
level. In fact, since the coming into force of the VN–U.S. BTA in December 2001, Vietnam’s 
exports to the United States have increased more than fourfold over just two years, growing 
from US$1.05 billion in 2001 to US$4.55 billion in 2003. Growth in manufacturing exports, 
especially in clothing exports, dominated this trend. In 2003, the United States became the 
largest market for Vietnam’s exports. Moreover, most of the growth in exports to the United 
States resulted from export creation associated with increases in production and employment, 
rather than from a diversion away from exports to other countries (CIEM and STAR-Vietnam 
2004). 
 
The situation was a bit different between Vietnam and the EU. Vietnam signed a preferential 
trade agreement with the EU in 1992, at a time when US still embargoed trade with Vietnam. 
This involved the granting of quotas to export textiles and clothing to Europe and the granting 
of a 2 percentage point preference on imports of selected items under over 200 tariff lines 
falling chapters 51-63 of the HS tariff schedule (Centre for International Economics, 1998). 
The 1992 textile trade agreement was followed by a broader cooperation agreement in 1995, 
which granted Vietnam most favoured nation treatment in its trade relations with the EU. The 
European Commission and Vietnam agreed on 15 February 2003 a mutually beneficial 
agreement on trade. The agreement gives Vietnam an increase in textile and clothing quotas 
worth € 200 million a year in exchange of significant tariff reductions by Vietnam for the 
textile and clothing sector and other liberalisation commitments in a large number of sectors. 
In December 2004 lifted all EU quantitative restrictions for Vietnamese textiles as of 1 
January 2005, an important step to put Vietnam on a par with WTO members such as China, 
well ahead of its own WTO entry. EU-Vietnam bilateral trade increased by 18% to reach € 

                                                 
12 The average tariff rates weighted by U.S. imports from Vietnam differ substantially between years. The 
difference between MFN and non-MFN rates for instance was 7.1 percentage points only in 1996. 



8.75 billions in 2006. Vietnam exports to the EU reached 6.6 billions in 2006, increasing 50% 
from their 2001 level according to Eurostat database.  
 
The particular case of Vietnam prior accession – neither an LDC benefiting from such an 
initiative as everything but arms or a PTA (EU), neither an ordinary developing country 
benefiting from GSP preferential market access (US) – magnifies the gains it did enjoy by 
expanding its market access when compared with most of other acceding developing 
countries whose trade was already normalized with EU and the US.  
 

Table 5 : Exports to major trading partners and duties faced 
in million
US $ HS 2 digit HS 6 digit Simple Weighted Weighted

European Communities 2005 6,797 52 281 8 7.7 2.9 43.3 35.9
United States 2005 6,471 33 161 6.6 9.6 0 30.5 36.5
Japan 2005 4,512 57 312 10.4 7.1 0.7 51.4 49.3
Australia 2005 2,56 19 34 5.7 0.7 0 31 91.4
China 2005 2,553 25 73 10.2 3.3 0.5 13.9 64.1
Singapore 2005 1,811 41 94 0.1 0 0 99.8 100

Major markets
Bilateral imports Duty free importsDiversification 95% trade in 

no. of
MFN average of          

traded TL
Pref margin    

TL in % Value in %

 
Source: WTO 
 
In 2005, the weighted average duties faced by Vietnam’s exports among its major trading 
partners ranged between 0 and 9,6% (table 5). How much did Vietnam have to open its own 
market in exchange of such tariffs13? Before accession, Vietnam administered three categories 
of import duties: (1) normal rates, (2) preferential rates and (3) special preferential rates. 
Special preferential rate are applied under AFTA/CEPT, i.e. customs unions and/or free trade 
areas. Preferential rates were employed for imported goods originating in countries which 
grant reciprocal MFN treatment (at that time, only the US and EU enjoy MFN tariff rates). 
Normal rates were relevant to remaining countries and impose a surcharge of usually 50 
percent to the preferential rate. Additional import duties were applied in cases where goods 
are dumped into the Vietnamese market, i.e. where the exporting country subsidizes cross-
border transactions. A large number of non-tariff barriers impeded and restricted imports. 
 
In December 2001, Vietnam submitted its “Initial Offer on Goods and Services”. The tariff 
offer included binding of 96% of tariff lines with an average rate of 27.8%, of which 
agricultural products receive a protection level of 32% on average, and non-agricultural 
products 27.1%. The initial services offer included 9 service sectors or 78 sub-sectors. 
Subsequently the offers were revised to 25.8% and 21% of average tariff rate respectively, 
together with a wider access to the services market (10 sectors and 88 sub-sectors).  
 
The Protocols of Accession of some recently acceded countries reveals that the demands 
Vietnam would most likely faced would by far exceed the levels of commitments accepted by 
well-established WTO members. Moreover, recent accessions have demonstrated that 
applicants had to be prepared to participate in “zero- for- zero” initiatives, i.e. to eliminate 
tariffs on a broader range of products (Schmidt, 2003). It was expected hence that tariffs for 
agricultural products had to be bound at an average level of - at most – 20 percent, and to 10 
percent at most for manufactured products. The simple average tariffs for agricultural items 
(bound individually) for recent new WTO members are given figure 1, Vietnam ranking 
rather high when compared with other new acceded countries.  
                                                 
13 This question relates also to the tax revenues loss argument which is addressed at the end of this section, and 
more indirectly, to the poverty reduction argument as long as the poorest are to be found among protected 
farmers. These are not the rent-seekers lobbyists traditionally described by the political economy of farm policies 
in OECD countries but rather poor households whose income much depend on price support and agricultural 
tariffs. 



Figure 1: MFN simple average tariff rate on agricultural products, WTO new members 
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Source : Schmidt (2003), data extracted from footnote 34 p. 16. 

 
In Vietnam the average import tariff rate for farm products was around 25 % in 2006, with 
peak tariffs of 40-100 % on fresh fruit, refined sugar, cereal products, wine, beer, tobacco 
products (table 6). This is the highest simple average tariff of all ASEAN countries (figure 2). 
 

Table 6: Tariff by product groups, Vietnam (2006) 

AVG Duty free Max AVG Duty free Max
in %

Animal products 14.8 7.2 40 20.1 7.2 50
Dairy products 16.6 0 35 21.9 0 30
Fruit, veg., plants 20.5 7.9 40 30.6 8.8 50
Coffee, tea 26.8 0 40 37.9 0 50
Cereals & preparations 20.9 2.5 80 27.4 3.2 50
Oilseeds, fats & oils 11.5 1.3 35 13.4 15.6 50
Sugars & conf. 33.3 12.5 100 17.7 12.5 50
Beverages & tobacco 51.1 0 135 66.6 0 100
Cotton 14 20 20 6 40 10
Other Agr. 7.4 23.3 20 7.8 33.9 40

MFN applied duties
Product groups

Final bound duties

 
Source: WTO 
 

Figure 2: Simple average applied tariff, agriculture 
(2006)
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On September 1, 2003, Vietnam implemented the ASEAN Harmonized Tariff Nomenclature 
(AHTN), which is based upon the international Harmonized Tariff System of 2002. The new 
system consists of 10,689 lines (4200 more than the old one), of which 5,300 lines are at four 
and six digits and 5,400 lines are at eight digits. There are now fifteen tariff rate bands (down 
from twenty) and the simple average tariff rate increased from 16.8 percent to 18.2 percent – 
the simple average applied tariff slightly fell to 16.8 percent after accession. More 
importantly, in implementing the new tariff system, the government of Vietnam raised tariff 
rates on 195 items and reduced them on 106 only (Than, 2007). Currently, there are three sets 
of tariff rates: most-favoured nation (MFN) rates, which apply to about 75 per cent of total 
imports from countries that have normal trade relations with Vietnam; common effective 
preferential tariff (CEPT) rates, which apply to imports from ASEAN countries; and general 
tariff rates, applicable to all other countries. 
 
 

Figure 3: Relative ratio index (applied tariffs, 2006)
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Source: Author’s calculation based on WTO data – the relative ratio index is give by the ratio of agricultural 

applied tariff in Vietnam on Vietnam’s different partner countries agricultural applied tariff (MFN basis). 
 
Last, if we consider the relative ratio index for the major trading partner countries, Vietnam is 
still more protectionist on agriculture than its major trading partners, with the exception of 
Japan (figure 3). The room for manoeuvre granted to Vietnam to protect its vulnerable rural 
sector through non-nil tariffs seems hence greater than in other Asean countries, even though 
inequality concerns remain at current bound tariff levels (see below).  
 
Fostering investment, innovation and growth 
 
Though lacking empirical evidence at the moment, the innovation effect through FDI trade-
induced growth seems also likely to occur. Vietnam first allowed foreign investment in the 
country in 1987. FDI rose rapidly in the early 1990s, reaching a peak in 1996-1997 when it 
accounted for about a fifth of gross domestic fixed investment and exceeded the levels of per 
capita FDI flowing into countries such as China, the Philippines, Indonesia and Pakistan 
(Haughton, 1999). The peak was followed by a sharp decline in new commitments, Nhu Binh 
and Haughton (2002) note. The 1997 East Asian crisis played a part, since the bulk of FDI in 
Viet Nam in the early 1990s had come from these countries. However, it has also been noted 



that the beginning of the downward trend in FDI was already evident before the crisis hit. 
Some commentators attribute this to the slowdown in the economic reform process in 
Vietnam in the mid-1990s, while others emphasize the “euphoric” nature of expectations 
concerning investment opportunities in the country, which were almost bound to be 
disappointed. 

 
Figure 4: FDI inflows into Vietnam during 1988-2005 

 
Source: Ngoc Anh N. and N. Thang (2007: 6) 
 
“Compared to the dramatic increase in registered capital”, Ngoc Anh and Thang (2007) add, 
“actual implementation remained far lower”. They confirm that the amount of registered 
capital peaked in the 1995 and 1996 and dropped sharply subsequently when the Asian 
economic crisis began to seriously impact on Vietnam. The FDI inflow started to pick up 
again as countries in the region recovered from the crisis and together with the signing of the 
US-Vietnam Bilateral Trade Agreement. Further, “the trend of FDI inflow in Vietnam surges 
again with the accession of the country into the WTO. According to recently released 
statistics by the Government Statistical Office, 797 FDI projects with a total registered 
capital of US$ 7.57 billion were licensed in 2006 across 43 provinces in the country. In the 
first three month in 2007, the result is even more spectacular with over 300 FDI projects and 
US$ 2.5 billion registered capital”. The “BTA effect” and “WTO accession” effect seem 
hence comparable to what happened on trade in goods. And even it reaches modest levels 
when compared with services and manufactures, the agricultural sector doubled its share in 
total FDI from 1996-2000 to 2001-2005 (figure 5). 
 

 
 
 
 
 
 



Figure 5 : FDI by economic sectors, 1988-2005 
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Source: Foreign Administration, MPI and Ngoc Anh and Thang (2007: 9) 

 
As Thang (2004) emphasises, the benefit of WTO Accession may be eventually understood 
by asking about the cost of Vietnam not joining the WTO, particularly in light of China 
becoming a WTO member. “It is apparent that the China factor should be and will be 
weighted heavily by Vietnamese policy makers. China joined the WTO and took major steps in 
improving the legal and regulatory systems. China also went further by making draft laws 
available for public discussion. These changes coupled with greater market access overseas 
explain the recent upsurge of FDI in China, in contrast to the sluggish flow of FDI 
commitments in Vietnam in recent years. This provides a lot of information for thoughts on 
measures to increase the flow of foreign investment which is badly needed for higher 
economic and export growth and faster poverty reduction in Vietnam. The best response of 
Vietnam would be to join the WTO soon and create an environment which is as business-
friendly as Chinese one” (Thang, 2004: 30). The opportunity cost not to join the WTO was 
hence proxied by China’s benefits of acceding through rising FDI inflows.   
 
Reducing poverty and inequality 
 
Based on the World Bank classification, the overall poverty incidence in Vietnam was 
reduced from 58% in 1993 to 37% in 1998 and further to 28.9% in 2002. Both urban and rural 
groups experienced similar trends in poverty reduction, though rural poverty still remains high 
(World Bank, 2005). Analysis of the impact of integration on poverty by the Centre for 
International Economics (CIE, 2002) and Benjamin and Brandt (2002) shows that trade 
liberalisation have had beneficial effect on poverty. This is confirmed by Seshan (2006) who 
further assesses that trade liberalization has not significantly exacerbated inequality. In the 
1990s and early 2000s at least, “Vietnam is one of the success stories in the attack on poverty” 
(Justino and Litchfield, 2003). While it is expected that greater liberalisation through WTO 
accession will further boost Vietnam’s economic growth and reduce poverty at the country 
level, there are concerns about potentially negative impacts on vulnerable sectors of the 
population, including remote rural populations, women and children (Jones, Nguyen Ngoc 
Anh and Nguyen Thu Hang, 2007). Still, ex post assessments seem to converge on the 
significant overall poverty incidence drop over the last 15 years. As summarised by Nguyen 
Thang (2004): “by reviewing a large body of evidence available to date, this study has found 
that trade liberalisation in Vietnam has aided growth, which has been in turn broadly shared 
resulting in fast poverty reduction. Trade liberalisation is therefore widely believed to be 



beneficial to poverty reduction and this linkage appears to continue into the future. At the 
same time, it is also widely believed that further trade liberalisation under AFTA, US BTA 
and the upcoming WTO membership may have fast diminishing beneficial impact on poverty 
reduction, unless serious market-oriented economic reforms are carried out and deepened”. 
WTO accession consequences on poverty and inequality are currently subject to in-depth ex 
ante analysis14. A time lag of at least 3 to 5 years will have to elapse before ex post analysis of 
WTO accession produces robust evidence15.  
 
A last point to consider is the loss of government revenues and of its subsequent ability to 
compensate losers. The Government of Vietnam is still very concerned about the revenue 
impact of tariff reduction, given relatively high dependence of its budget on tariff revenues. 
Import tariffs and export taxes made up to 10% of total tax revenues in 1991, 25% in 1996 
and about 16% in 2001. This is one of the reasons why, Nguyen Than stresses, the average 
tariff in the Initial Offer was much higher than the currently applied tariff. Assessment of the 
changes in total budget revenue under AFTA and VN-US BTA in both short run and long run 
was reviewed by Nguyen Than. “Although the net effect on budget revenue is negative, the 
magnitude is quite small”. It was estimated indeed below 2% in short run and 1% over long 
run (table 7). 
 

Table 7: Prediction on the changes in total budget revenue 

Source
Total value 
(VND bill.)

Short run impact 
(VND Bill.) Changes (%)

Long run impact 
(VND Bill.) Changes (%)

Trade taxes 13760 11695 -15.01 11880 -13.66
Other taxes & fees 64990 65580 0.91 66345 2.08
Total tax and fee revenues 78750 77275 -1.87 78225 -0.67

Trade taxes 15030 14806 -1.49 14828 -1.34
Other taxes & fees 74147 74178 0.04 74078 -0.09
Total tax and fee revenues 89177 88984 -0.22 88906 -0.30

Under AFTA

Under VN-US BTA

 
Source: Nguyen Than (2004: 38) 
  
Tax and tariff systems reforms, foregone government revenues and poverty reduction are 
closely interlinked. The structure of tariff has significant impact on inequality ; so has the 
channel used by the government to raise public resources and compensate foregone revenues. 
An assessment of the consequences of various tax and tariff reform scenarios by Chan and 
Dung (2006) show that the mix result of poverty reduction (at country level) combined with 
inequality increases stems from the combined effect of the VAT (which was introduced in 
1999) and tariff reduction. “When all tariffs are removed, the VAT is the most likely to 
increase to compensate lost tariff revenue. In turn, the raising of VAT negatively affects the 
poorest households who primarily consume domestic goods and thus do not benefit much 
from the fall in import prices. On the contrary, complete tariff removal considerably benefits 
the rich households, who consume much more imports than domestic goods” (Chan and 
Dung, 2006). According to their CGE simulations of a maximum 5% import tariffs 

                                                 
14 See the forthcoming session of the « Forum Franco-Vietnamien », 2008. 
15 The reason why we do not elaborate in this sanction on ex ante analysis is twofold. Most of ex ante analysis 
relies on CGEs, whose accuracy in accounting for trade impacts at household level with imperfect markets, and 
particularly, imperfect labour market, raises serious doubts in spite of recent outstanding efforts to disaggregate 
analysis through micro-simulation and/or account for market failures. The second reason lies in the scenarios 
considered. Applied MFN tariffs in Vietnam after accession are higher than expected, so that simulations ran 
prior accession magnify the gains – simply because they magnify the effective tariffs cuts, and hence the 
predicted consumer welfare gains. See for instance Hertel and Ivanic (2006). 



compensated at least partly by VAT, the richest groups gain, while the middle-income groups 
generally lose. The poorest households also benefit, but by half as much as the richest 
households. Hence poverty declines while inequality increases.   
 
4. The cost of SPS compliance 
 
The WTO Doha Declaration placed increased emphasis on trade capacity building in order to 
enable developing countries to adjust to WTO rules and disciplines, and build up capabilities 
to deal with requirements in technically demanding areas, such as those with respect to 
sanitary and phytosanitary (SPS) measures and Technical Barriers to Trade (TBT). We focus 
in this section on non-trade barriers and more specifically, on the constraints arising from SPS 
compliance for a new member country. 
 
It is widely recognized that SPS regulations, which are in general primarily aimed at 
safeguarding public health and avoiding losses from pests, diseases and contaminants in the 
domestic sphere, can have significant transboundary implications. Indeed, such regulations 
can become rather effective barriers to trade, and there has been concern that negotiated 
reductions in tariff protection might be replaced through stringent SPS requirements. In this 
context, agriculture and food exports from developing countries are seen to be particularly 
vulnerable (Wolkenhorst, 2003). Two studies reviewed by Wolkenhorst highlight this issue. 
In the first one, a new harmonized aflatoxin standard set by the European Union (EU) on food 
exports from Africa (which is expected to reduce health risk by approximately 1.4 deaths per 
billion a year), would lead to a decrease in African exports of cereals, dried fruits and nuts to 
Europe by 64 per cent or $670 million, compared to regulations set through an international 
standard (Otsuki, Wilson and Sewadeh, 2001a). In a second study, Otsuki, Wilson and 
Sewadeh (2001b) estimate that each tightening of EU aflatoxin standards by 10 per cent 
would result in reductions of African groundnut exports by 11 per cent. Given such trade 
volumes at stake, Wolkenhorst underlines, it could be expected that developing countries take 
a strong interest in ensuring that the disciplines of the multilateral trading system are 
respected, and play an active role in relevant WTO Committees. 
 
This SPS Agreement allows governments to implement border measures in pursuit of 
objectives relating to human, animal, and plant life or health. Governments are encouraged to 
use international standards when designing their policies and to recognize other countries’ 
compliance procedures as equivalent to their own, if the same level of sanitary and 
phytosanitary protection is achieved. In cases in which countries wish to adopt measures that 
provide a higher level of sanitary and phytosanitary protection than international standards, 
they must ensure that their measures are based on an assessment of the risks to human, 
animal, and plant health, taking into account the risk assessment techniques developed by 
relevant international organizations, notably the Codex Alimentarius Commission for food 
safety, the International Office of Epizootics (IOE) for animal health, and the International 
Plant Protection Convention (IPPC) for plant health. When determining the appropriate level 
of sanitary and phytosanitary protection, the objective of minimizing negative trade effects is 
to be taken into account. We review the cost of compliance per se before turning to exports 
revenue foregone because of stringent SPSs in import markets.  
 
Compliance with WTO SPS 
 
Vietnam is a member of OIE, CODEX, and IPPC, the standard-setting bodies of the WTO. 
The country has appointed the Ministry of Agriculture and Rural Development as the National 



Enquiry Point and Notification Authority on SPS issues and has identified the International 
Cooperation Department as its focal point. This "one-stop shop" is, in itself, an element of 
administrative facilitation with respect to SPS transparency, given that four Vietnamese 
ministries share responsibilities of state administration of SPS measures, viz., the  
Ministry of Agriculture and Rural Development, Ministry of Health,  
Ministry of Science and Technology, and Ministry of Industry and Trade. In 2004, Vietnam 
dropped an earlier request for a phased-in implementation of the Sanitary and Phytosanitary 
(SPS) agreement and pledged to comply with it from the date of WTO accession.  
 
Evaluations of SPS capacity building and needs assessments in Vietnam have been 
undertaken throughout Vietnam accession process. Evaluations and needs assessments have 
been carried out by international organizations, including FAO, UNIDO, WHO, and World 
Bank, and as part of donor funded programmes, especially by AusAID and NZAID (table 8).  
 

Table 8 : Main projects on SPS needs assessments and coverage 

Food safety/     
human health Animal health Plant health

Legal/       
regulatory

Laboratories/
SMTQ Governance

Food safety NZAID/FAO X X X
Mutrap legal assessment EC(ND) X X X X

NZAID (2005) X X
Phytosanitary capacity dev. NZAID (unpub.) X
Strategic plan 2004-2009
SMTQ Assessment UNIDO (2005) X X X X
Laboratory assessment CIDA X X (?) X
Food Safety and Agricultural HWorld Bank (2006) X X X X X X

Sectoral coverage Thematic coverage

Agency/source

 
Source: Van der Meer (2007). SMTQ stands for “Standards, Metrology, Testing and Quality” 
 
SPS evaluations and needs assessments reviewed by Van der Meer (2007) for the Standard 
and Trade Development Facility (SDTF) show that SPS compliance issues are unevenly 
distributed across Vietnam, Cambodia and Lao, eg about recent WTO member countries or 
candidate member countries. They are also unevenly distributed across the main issues 
selected – eg food safety, animal health, fisheries, plant health, SMTQ and governance. 
Across all of these issues Vietnam SPS practices outperform Cambodia and Lao. They equal 
ASEAN practices on food safety and show excellent records on fisheries. However, the World 
Bank (2006) report emphasises, “important discrepancies (at least for half of the regulations) 
still exist between national and international standards in major areas of food safety and 
agricultural health”. 
 
The World Bank (2006) further acknowledges that “while it is not possible to estimate total 
losses to the economy with any degree of precision, it is safe to say that the human health 
costs of food-borne diseases, production losses from pests and diseases, and forgone markets 
resulting from recent pest and disease introductions, easily surpass US$ 1 billion per year, 
about equally distributed between food safety (public health) and agricultural health causes”. 
The opportunity cost of non compliance would hence amount to an estimate of 15% of 
Vietnam agricultural exports.  
 



Table 9 : Overview of SPS evaluations 

SPS issue at stake Vietnam situation when comp. with Asean When comp. With C&L

Food safety
In 2001 the Government of Viet Nam estimated that more than 4.2 million people 
suffered from food-borne diseases, with an annual economic loss of some US$34.5 
million. 

Using the DALYs on diarrhoeal diseases (either food- or water-borne) as a 
crude proxy indicator for the relative food safety status the situation in
Vietnam with a score of 493 is at about the average for the East Asia and 
Pacific region.

Dalys score at about 3000

Animal health

Foot and Mouth Disease (FMD), Classical Swine Fever (CSF), and Newcastle
Disease are common in the Greater Mekong Subregion, and Highly Pathogenic
Avian Flu (HPAF) has touched all its countries. Formal export opportunities of most
products of ruminant, pig and poultry origin are thus severely either limited or
impossible. Exceptions are cooked poultry products, and exports of piglets from
disease-free zones in Vietnam to Hong Kong

Prospects for further export are mostly constrained to neighbouring 
countries, and depend mainly on the possibilities for establishing more 
disease-free zones

border controls with quarantine facilities do exist but these appear to 
have a very limited impact on disease control because of large-scale 
informal trade that by-passes them

Fisheries

Vietnam has made major advances in managing food safety in its fisheries sector
(World Bank 2006a; Nguyen Huu Dong et al 2004). It has access to major high-end
export markets in the EC, Japan and the USA. For many export industries ensuring
food safety is part of the overall approach to quality control. This is especially the
case for the Seafood Export and Quality Improvement Programme (SEAQIP) in
Vietnam. Exporters to high-end markets will have their own HACCP based quality
management programmes and often detailed prescriptions from their buyers.

Cambodia has also large aquatic potential to develop its fisheries 
sector for export, but unlike Vietnam, it still has to solve major 
hygienic market entry requirements in OECD countries.

Plant health
For a National Phytosanitary Database to be truly effective, the review found
capabilities in areas such as pest diagnosis, surveillance and pest risk analysis first
needed to be significantly improved in the four CLMV countries (NZAID 2005)

The studies on phytosanitary capacity indicate that Lao PDR and 
Cambodia have weak capacity. Vietnam’s capacity gaps, though 
extensive, are less serious.

SMTQ

There is a general recognition that CLV are behind in ASEAN in various
aspects of metrology, standard setting and conformity assessment, in part
because of their low level of development and relatively recent participation
in technical committees in ASEAN that work on various aspects of
metrology, standards and conformity assessment. 

Governance

Governance issues may reduce effectiveness of SPS measures (World Bank 2006a;
2007). In CLV rent seeking can result in unnecessary testing and certification.
Possibilities to reduce border controls and give more attention to controls at the
production level. In many cases inspections provide income to the inspectorates and
sometimes informal payments for the inspectors. World Bank and ADB among
others recognize that public services for food safety, animal health and plant health
can be part of the solution and part of the problem. Governance issues are sensitive.  

Source: Author’s assembling on the basis of Van der Meer (2007) 



On the basis of this diagnosis, the World Bank (2006) prepared a comprehensive action plan 
for SPS capacity building, covering food safety, animal health and plant health. The studies 
have a prioritized action table with investment needs identified to solving the main 
deficiencies in capacities16. The World Bank recommended public investments in Vietnam for 
a period of about five years were US$ 53 millions, which may be a proxy for the cost of 
compliance with SPS requirements. The main costs will come from the shift in the three areas 
(food safety, animal health, and plant health) from passive to active surveillance systems, the 
report stresses. Incremental operating costs will not be caused by major increases in staff 
numbers, but rather by the increase in non-salary recurrent costs for Government staff and 
private sector providers to operate efficiently. These costs do not include the cost of additional 
support services (extension, research, and credit). Excluded as well are the investment costs 
needed for farmers and the agribusiness sector to improve infrastructure (cool storage and port 
facilities), which is the largest cost item, and for the proposed matching funds from the public 
sector. “In view of the estimated annual US$ 1 billion in losses, however”, the World Bank 
report concludes, “if well implemented, this Action Plan will have a high economic and social 
return”. If we stick to these two estimates, the cost of compliance is hence far below the 
opportunity cost of non compliance.  
 
Export revenue foregone by SPS barriers in importing countries 
 

SPS and TBT barriers to Vietnam exports have recently made headlines in Vietnam news and 
business papers. In its October 28 issue for instance, Thannien News reported that 
“Vietnamese products rejected by importing markets have increased. This has offset the 
benefit from Vietnam's new WTO visa to world trade. Hoang Tung, Head of Quarantine 
Department under the Ministry of Agriculture and Rural Development (MARD), said seafood 
and agricultural products are in the top declined exports, especially by Japan, the US and 
Europe. Nguyen Huu Dung from the Ministry of Health's Food Administration Department 
said there are many examples. In early October, two consignments of green tea under Ha 
Long and Thai Hoa businesses' brand names were discarded by the Taiwanese authorities 
due to a residue of dicofol 0.15 ppm and endosulfan 0.24 ppm, exceeding the territory's 
regulated standards. There were hundreds of other cases where the new SPS and TBT 
regulations prevented exports. Dam Quoc Tru, Deputy Director of MARD's Plant Protection 
Department said Vietnamese products were subject to much stricter importing conditions 
than ever before”17.  

Assessing the exports revenue foregone because of SPS barriers in importing countries raises 
particular methodological problems, the main one being the reference used against which 
export losses could be measured. Three cases can occur. i) A new SPS barrier is set up by the 
importing country on some specific products already imported. ii) Existing SPS levels bar 
access occasionally or on a more permanent basis to some specific products from the 
exporting country. iii) In relative terms, the structure of exports and the distribution of SPS 
standards levels across importing countries  make the exporting country relatively more (less) 
constrained than other WTO member countries.  
 

                                                 
16 The action plans are based on assessments of (1) actual and potential competitive strength in international 
markets for groups of products, (2) risks and costs of non-compliance and health hazards caused by unsafe food, 
pests and diseases, (3) bottlenecks in public and private sector SPS management capacities, and (4) priority of 
measures that can be taken in about five years based on expected returns 
17 http://www.thanhniennews.com/business/?catid=2&newsid=32897 



The current structure of bilateral trade combined with the list of SPS measures notified by 
WTO members on a product-by-product basis provides useful information on the 
pervasiveness of SPS constraints for a given country to access other countries’ market. In a 
report published in 2007, Didier, Fontagné and Mimouni (2007) hence merge at the HS6 level 
information on notifications with trade data18. Although they did not incorporate Vietnam in 
their country sample, parts of their results can be used to assess Vietnam particular export 
constraints, if any.  
 
Their sample includes 690 agricultural and agro-food products. Among the 154 importing 
countries, only 92 notify measures under the SPS and TBT agreements. Using these data, they 
calculate a coverage ratio, which corresponds to the ratio of imports in notifying countries 
over world imports in affected products. The authors define also “sensitive products” as 
products for which at least 25% of importing countries notify a measure. Over the 690 
products, only 4 do not face any barrier in any importing country. “The most affected 
exporters in terms of coverage ratio are developing countries. On the other hand, the most 
affected exporting countries regarding the number of affected products are developed 
countries, which export more products and face more NTBs” they observe. 
 
They then investigate which products are the most affected by these measures. They rank 
products according to three criteria: (i) number of notifying countries, (ii) coverage ratio and 
(iii) imports value in notifying countries. In each case, the 10 most affected products are 
retained. Results are depicted in table 10. We have added the two last columns in which the 
value of Vietnam exports for each of the products mostly affected is reported, as well as their 
share in Vietnam agricultural exports for the year 2005.  
 
The top ten most affected products in terms of numbers of notifying countries represent a 
mere 0.43% of Vietnam agricultural exports. This ratio even drops to 0.10% if we rank 
products according to the coverage ratio. The only criteria for which Vietnam’s export 
products would face the most serious SPS constraints is imports value in notifying countries. 
Rice which is ranked 9 represents 31% of Vietnam exports value. A close examination of SPS 
notification for HS code 1006 (rice) shows that 99 notifications were made at the WTO ; the 
figure drops to 8 general notifications plus 2 emergency notifications for HS code 100630 
(rice, semi-milled or wholly milled) which is the one considered by Didier, Fontagné and 
Mimouni in their study. Among the 8 general notifications, 7 are from Peru, which cannot be 
considered as a major importer from Vietnam. Hence and overall, Vietnam export products do 
not rank among the top most SPS-affected products. 
 
 

                                                 
18 The BACI database developed by the CEPII, see http ://www.cepii.fr/francgraph/bdd/baci.htm. 



Table 10: Most affected products by SPS standards 
HS6 Code Description Imports in 

notifying 
countries 
(millions US$)

Cov. Ratio 
(%)

Nb of notifying 
countries

Export value, 
VTN (US$)

share of total 
VTN exports

18660167 0.43
010600 Animals, live, except farm animals 292.34 83.64 78 0 0,00
060310 Cut flowers and flower buds for bouquets 1768.75 76.87 73 5820538 0.14
020230 Bovine cuts boneless, frozen  4297.87 72.57 73 0 0,00
060210 Unrooted cuttings and slips 217.88 88.28 72 641615 0.01
160420 Fish prepared or preserved, except whole, in pieces 677.51 83.41 72 9324093 0.22
020329 Swine cuts, frozen nes 4328.80 84.66 71 2169842 0.05
190110 Infant foods of cereals, flour, starch or milk 715.32 55.60 69 12543 0,00
060290 Other live plants, cuttings and slips ; mushroom spawn 824.80 75.46 68 691536 0.02
020130 Bovine cuts boneless, fresh or chilled 3487.27 71.98 68 0 0,00
010119 Horses, live except pure-bred breeding 404.29 62.10 68 0 0,00

4314841 0.10
020312 Swine hams, shoulders & cuts bone in, fresh or chilled  487.47 98.21 49 2978 0,00
020630 Swine edible offal, fresh or chilled 49.23 97.76 32 0 0,00
020319 Swine cuts, fresh or chilled nes 1602.24 97.11 63 379440 0.01
080131 Cashew nuts, in shell dried 370.84 96.61 24 85750 0,00
020820 Frog legs, fresh, chilled or frozen 31.08 96.20 32 3718175 0.09
021012 Bellies (streaky) of swine, salted, dried or smoked 174.51 95.25 50 0 0,00
020210 Bovine carcasses and half carcasses, frozen 199.95 95.03 36 0 0,00
160242 Swine shoulders & cuts thereof, prepared or preserved 89.69 94.98 37 122992 0,00
020680 Sheep, goat, ass, mule, hinnie offal, fresh or chilled 6.36 94.41 27 0 0,00
110423 Maize (corn), hulled, pearled, sliced/kibbled 290.91 93.62 39 5506 0,00

1371169718 31.88
100190 Wheat except durum wheat, and meslin 9235.90 73.73 53 141 0,00
120100 Soya beans 8921.85 58.14 45 562460 0.01
210690 Food preparations nes 5078.15 57.41 52 2229059 0.05
020329 Swine cuts, frozen nes 4328.80 84.66 71 2169842 0.05
020230 Bovine cuts boneless, frozen 4297.87 72.57 73 0 0,00
100590 Maize except seed corn 3857.46 42.35 52 713530 0.02
020130 Bovine cuts boneless, fresh or chilled 3487.27 71.98 68 0 0,00
150710 Soya-bean oil crude, degummed or not 3195.76 79.88 37 0 0,00
100630 Rice, semi-milled or wholly milled 2690.66 53.96 58 1364249893 31.71
151190 Palm oil or fractions simply refined 2557.60 38.48 43 1244793 0.03

By nb of notifying countries

By coverage ratio

By imports in notifying countries

 
Source: Didier, Fontagné and Mimouni (2007), except the two last columns (author) 
 
The recent WTO SPS Information Management System now available online19 allow us to 
complete the assessment of the obstacles faced by Vietnam exports. The SPS Information 
Management System provides, among other data, the detail of notifications (regular, 
emergency, addenda, recognition of equivalence, specific trade concerns) by HS codes of 
product and by members. We have ranked the most notified products on the basis of regular, 
emergency, and specific trade concerns criteria, in percentage of the total amount of 
notifications. We have ranked the top Vietnam export products in percentage of Vietnam 
agricultural products export value. Merging these two set of indicators confirms that top 
exported products by Vietnam are not among the most notified; and conversely, the most 
notified products at the WTO are not among Vietnam top export products (figure 6). 
Restricting to emergency notifications does not change this result (figure 7). 

                                                 
19 http://spsims.wto.org/default.aspx 



Figure 7: Vietnam agricultural top exports and WTO SPS top notified products – 
overall notifications 
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Source: Author’s calculation 
Export ratio is given by the share of Vietnam total agricultural exports 
Notification ratio is given by the share of the number of notification for a given HS2 product among the total 
HS2 notifications for HS Codes 1-24 
 

Figure 7: Vietnam agricultural top exports and WTO SPS top notified products – 
emergency notifications 
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Source: Author’s calculation 
Export ratio is given by the share of Vietnam total agricultural exports 
Notification ratio is given by the share of the number of notification for a given HS2 product among the total 
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Conclusion 
 
The background of this paper is given by the puzzle of small countries joining the WTO. 
Under the theoretical framework of Bagwell & Staiger’s economics of the GATT, the 
GATT/WTO is first and foremost designed to induce large protectionist countries move 
toward freer trade through reciprocal exchange of market access, allowing them to move back 
to a minimum protection level conditionally to other large countries’ behaving identically. In 
this framework of multilateral trade liberalization, small economies are barely considered. 
Indeed, in international trade handbooks, the case for trade liberalization is basically the case 
for unilateral free trade. So why join a multilateral body?  
 
We have collected and provided answers from existing literature and most recent evidence in 
the case of Vietnam, a 2007 WTO new member country. Our main findings are as follows: 
 

1. Literature conveys scattered arguments and disputed evidence on small countries 
accession gains. Our first contribution is an attempt to make pros and cons arguments 
correspond within an organized framework of controversies. It turns out that at least 
five distinct effects can be expected from WTO accession whose magnitude and sign 
deserve close examination : a wealth effect driven by the increase of market’s extent, a 
growth effect induced by FDI and dynamic innovation gains, an efficiency effect 
stemming from expansionist lobbies counterweighting protectionist lobbies, a 
development effect popularised by the Doha round, and a cross-cutting accountability 
effect allowed by binding commitments and enforcement mechanisms.  

2. Even though no formal demonstration is provided in this paper at this stage, the WTO 
core principles - namely non discrimination, reciprocity, transparency and 
enforceability - can be analysed, from a small country perspective, as a triggering or 
leverage factor of such hypothetical effects. Interestingly, “development” which is the 
only effect without explicit underlying WTO principle to be associated with is also the 
most controversial in ongoing trade debates.  

3. An increase in the extent of the market turns out to be a key assumption underlying 
most of accession’s expected gains in the literature reviewed. Changes in the extent of 
the market can be broken down into two components. A presumably positive and 
instantaneous change through the granting of Most-Favoured Nation status to new 
member’s exports. And a presumably negative and protracted change arising through 
higher non-tariff barriers faced by new members’ exports, under the Sanitary and 
Phytosanitary (SPS) and also Technical Barriers to Trade (TBT) WTO agreements in 
particular. The removal of trade barriers epitomizes accession benefits, while the 
increase of non trade barriers, along with the compliance costs incurred to abide by 
SPS and TBT agreements, point more specifically to membership costs.  

4. Vietnam’s records to date on both accession and memberships benefits and costs are 
impressive. Vietnam firstly suffered from highly discriminatory trade towards the US 
and to a lesser extent toward the EU before the bilateral negotiations paving the way to 
WTO entry began. Substantial trade barriers faced by Vietnam exports were hence 
removed in his case, contrary to most of recent new member countries which already 
benefited from MFN or from a comprehensive GSP status.   

5. The cost of membership, at least part of it, expressed by export revenues foregone 
because of stringent non tariff barriers and by the compliance cost incurred for 
upgrading production and exports is of serious concern, but Vietnam’s performance in 
this matter remains far beyond recent WTO members or candidate members from 
ASEAN such as Cambodia and Lao. Further, Vietnam exports’ structure considerably 



limits its exposure to non-trade barriers in relative terms, the top SPS-affected 
products worldwide and the top exported products by Vietnam showing no sign of 
correlation at the HS2 digit level. The intersection of the two sets of products at the 
HS6 digit level is almost an empty set. This does not mean that non-trade barriers are 
insignificant for Vietnam, but rather that they are relatively low when compared to 
other recent member countries and to other products exported which suffer the most 
from NTBs.  

 
Further research is needed to consolidate these findings, at least in two directions. First, a 
systematic matching at HS6 digit level of Vietnam exports and NTBs – under SPS and TBT 
but also under other agreements such as TRIPS (particularly for geographical indications) and 
also under private standards – is needed. Data availability prevented us to do so. Second, 
membership costs additional to SPS and TBT compliance costs are obviously to be 
considered. Litigation and third party-related costs incurred at the Dispute Settlement Body 
should be assessed and weighted against the opportunity costs not to fully participate to DSB 
activities. As we recall in this paper, most of accession and membership benefits are 
conditional to the securing of market access – eg to the possible recourse to the DSB. Fora, 
working groups, conferences on the possible reforms of the WTO dispute settlement 
mechanism have been buzzing with activity since the 10 year anniversary of the DSB, in an 
attempt to improve access to small economies. Small claim procedures and retaliation’s 
various formula in case of non compliance by a defendant (rich) country are being examined 
as a possible means for small economies to better use the DSB. Vietnam could join its voice, 
request and ideas, to such initiatives. All along, Vietnam would certainly need, as recent 
member countries did, to enter shortly into a learn-by-doing process at the DSB where, at a 
third party at least, it would reap off the ultimate fruits of the WTO and learn to surmount 
broken promises.  
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