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Abstract. The European Council and the National Assembly of the Socialist Republic of Vietnam have
officially approved the European Union — Vietnam Free Trade Agreement (EVFTA), which is expected to have
a profound impact on the Vietnam’s economy, trade growth and the development of markets, opening up more
opportunities to attract foreign direct investment (FDI). Also, positive impacts on the development of industrial
real estate in Vietnam are expected.

The paper analyzes the development characteristics of Vietnam’s industrial real estate in the context of
being affected from the signing of FTAs, including the EVFTA, showing the trend of many investments in
infrastructure for factories and businesses; the price for renting of industrial real estate, stock prices and profits
of some industrial real estate businesses in Vietnam increased sharply. However, some Vietnam’s industrial real
estate businesses faced obstacles because of the lack of available land for lease due to difficulties in
compensation and site clearance.
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XAPAKTEPUCTHUKH PA3SBUTHS IPOMBIIIJIEHHON
HEABUKUMOCTHU BBETHAMA B KOHTEKCTE 3CT MEXKXJIY EC 1 CPB

Annotanus. Eponeiickuii coper m HarmmonamsHOe coOpanme Commamucruyeckoit PecryOmmku
Brernam odunmaneHO omoOpmim CoriamreHrie 0 CBOOOIHOW TOproeie Mexmy EBpomelickuM cOr30M U
Brernamom (EVFTA), koTOpoe, Kak OKugaercsi, OKaXeT TITy0oKoe BIMSHUE Ha IKOHOMHKY BreTHama, pocT
TOPTOBJIN U Pa3BUTHE PHIHKOB. , OTKPBIBAsl OOJbIIE BO3MOXKHOCTEH Ul MPUBJICUEHHS IPSMBIX HHOCTPAHHBIX
naBectunmid  ([IMU). Tawke oxugaercs TMONOXKUATENFHOE BIMSHUE Ha pPa3BUTHE WHIYCTPUAIBHON
HEIBUKMMOCTH BO BreTHame.

B crarbe aHanu3MpyOTCS XapaKTEPUCTHKK Pa3BUTHS POMBILIUIEHHON HeABMKUMOCTH BbeTHaMa moj
BIIMSTHUEM COTJIANIEHUI 0 cBOOOMHOI Toproeiie, B ToM unciie EVFTA, moka3siBaeTcst TEHISHIIVS YBEITHY SHIS
WHBECTULMH B MHQPACTPYKTYPY IS IPOMBIIIJIEHHOCTH, a TAaK)Ke PE3KUI POCT LIeH Ha apeH/1y IPOMBILUIEHHON
HEJIBUKMMOCTH, CTOUMOCTH aKIM{ M MPHOBLUIN psAa NPOMBIIUICHHBIX Npeanpustuid. OtMeuaercs aeduuuT
3eMJIM JJIS1 apeHnbl 1of OOBEKTHl NPOMBILUICHHOW HENBMXMMOCTH M IPOOJEMBl C KOMIIGHCALMEH 3a
BbIJIC/ICHHBIE YYaCTKU U UX PACUUCTKOM.

Karouesrble ciioBa: npombltiuieHHas HeBkuMocTh, EVFTA, cBoOoanas Toprosis, [IMU, Beerram.
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Introduction

Vietnam’s industrial real estate market has been formed and developed for a long time, going
through different stages. However, in recent years, it tended to grow rapidly, especially since early
2019 with the prospect of Vietnam signing and implementing new generation free trade agreements
(FTAS), including the EVFTA.

The paper focuses on analyzing the potential impacts of the EVFTA on the changes of the
industrial real estate market in Vietnam in the coming time, not only the positive impacts but also the
negative ones, thereby commenting on the development of the industrial real estate in Vietnam after
the EVFTA officially coming into effect.

Literature Review

The FTA is defined by the World Trade Organization (WTO) as an agreement between
countries to eliminate tariffs and other restrictions on “substantially all” goods traded between them.
In the context of the international integration many countries, including the EU, have shifted from
classic FTAs focusing on tariff reduction and trade transformation to a new generation of FTAs, in
order to open up new markets and including services, public procurement, investment and management
cooperation.

The FTA is considered to have certain effects on the participating countries, in particular the
impact on trade and investment. According to Viner (1950), the effects of FT As on trade are classified
into the two categories: trade creation and trade diversion. Trade creation occurs, when domestic
production in a FTA member is replaced by lower-cost production from another FTA member as a
result of trade liberalization. Trade diversion occurs when FTA’s member nations divert imports from
non-member nations into the member nations simply because the member countries enjoy preferential
tariffs.

As for the impact on FDI, there are many channels where FT As can promote FDI inflows. First,
FTA eliminates export regulations by lowering trade barriers to facilitate the movement of products
between parent companies in the country of origin and their branches in foreign countries. Secondly,
FTASs can also provide other benefits. Chia (2010) noted that FTAs are increasingly being used as
instruments to promote political diplomacy, while Kawai and Wignaraja (2008) imply that FTAs can
help countries harmonize their regulatory and institutional frameworks. Therefore, the political
legitimacy and binding nature of these FTAs help create a safer political and institutional environment
for MNC:s to invest, thereby increasing FDI inflows.

After many years of negotiation and legal review, on October 17, 2018, the European
Commission officially approved the EVFTA, and on June 30, 2019, the representative of the two sides
have officially signed this agreement. On March 30, 2020, the European Council approved the EVFTA
and on June 8, 2020, the National Assembly of Vietnam ratified the EVFTA. The EVFTA officially
came into effect from August 1, 2020 .

L EVFTA (under the ratifying authority of the European Parliament) regulates commercial issues and the entire
contents of direct investment liberalization which have been previously agreed by the two Parties. The EVIPA (under the
ratifying authority of the European Parliament and Member States’ Parliament) provides investment protection (including
direct and indirect investment) and settlement of disputes between the state and the investors [Ho Huong, Trong Quynh
2020].
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In the EVFTA, there are tax reduction commitments directly related to many groups of
Vietnam’s products exporting to the EU, thereby it may boost domestic production and attract foreign
investment into Vietnam to take advantage of incentives of the EVFTA.

According to Pham Nguyen Minh, Nguyen Thi Nhieu, Le Huy Khoi et al. (2018), joining the
new generation FTAs such as the EVFTA is predicted to have a profound impact on Vietnam’s
economy, trade growth and market development; this also promotes the diversification and
restructuring of import and export markets in a more balanced manner, and opens up more
opportunities to attract investment. However, joining the new generation FTAs also makes non-tariff
barriers, technical barriers, rules of origin etc., becomes more diverse, complex and sophisticated,
thereby possibly preventing the trade exchange of Vietnam with other countries.

According to famous Russian researcher of Vietnam, participation in the new generation FTA
contributes to the rapid development of small and medium enterprises, transport logistics —
warehousing, and finally, significantly increases the budget revenue and develops the economy of
Vietnam [Mazyrin 2016: 76].

Taking advantage of opportunities or facing challenges from EVFTA can help businesses
expand or have to scale down their operations and production space, so there may be have certain
impacts on the development of Vietnam’s industrial real estate market.

Industrial real estate is defined as real estate properties, buildings and constructions for
industrial purposes [Asaul, Karasev 2001]. From the viewpoint of some market research organizations,
the industrial real estate sector includes: warehouses, distribution centers, flexible spaces, and other
industrial buildings with storage capacity [Mahajan 2019].

A number of studies on real estate businesses have analyzed the fluctuations of the industrial
real estate market in Vietnam, assessing the impacts of EVFTA and new generation FTAs on this
sector. Typically, analyzed the rapid development of industrial land and changes in the price of
industrial real estate in Vietnam in recent years, especially from 2010 to 2017. The report also analyzes
the causes of this development due to: (i) Vietnam establishing itself as an export-driven economy;
(ii) dedicated industrial and economic zones; (iii) participation in FTAs; (iv) strong economic growth;
(v) young, plentiful, low-cost workforce [JLL 2018: 2].

Vietnam industrial real estate market: outstanding characteristics in the context of EVFTA

According to Article 107 of Civil Law 2015 of the Socialist Republic of Vietnam “real estate
means properties including: land; houses and constructions attached to land; other properties

associated with land, houses, construction works; other properties prescribed by law” [National
Assembly 2015: 33].

In the law system of Vietnam, there is no official concept of industrial real estate, but the forms
of this type of real estate (for example: industrial parks, export processing zones, high-tech zones,
economic zones etc.) are prescribed in a number of legal documents, such as: Decree No. 99/2003/ND-
CP, Decree No. 210/2013/ND-CP, Decree No. 82/2018/ND-CP, etc.

Over the past years, Vietnam’s real estate market has often been divided into three main areas,
derived from the decision to form key economic zones and the selection of provinces/cities to be
included in the master plan on socio-economic development of key economic regions. This policy
began to be implemented in late 1997 and early 1998, when the Prime Minister of Vietnam approved
Decisions N0.747/1997/QD-TTg, No 1018/1997/QD-TTg and No. 44/1998/QD-TTg on the master
plan on socio-economic development of the three national key economic regions up to 2010, including
the North, the Central and the South key economic regions. In the following years, the Government of

27



BrerHamckue ucciaenopanus. Cepus 2. 2020, Ne 3

Vietnam continued to issue a number of documents on the establishment of central organizations to
coordinate the development of key economic regions, such as Decision N0.941/QD-TTg dated 25th
June 2015.

Therefore, Vietnam industrial real estate market is generally divided into the three main areas,
with specific characteristics.

The North Key Economic Zone consists of the following seven cities/provinces: Hanoi, Hai
Phong, Bac Ninh, Hai Duong, Hung Yen, Vinh Phuc, Quang Ninh. These cities/provinces have access
to ports that help develop industries, including many advanced and high-tech industry groups. The
total area of the industrial zones in the North of Vietnam is about 18,900 ha, of which the total built
area is 2.7 million m? constantly increasing over the past years [JLL 2018: 6]. The investment in heavy
industry for a long time has helped to concentrate talent and infrastructure to support the heavy
manufacturing in the area.

The Central Key Economic Zone comprises five provinces/cities. They are: Thua Thien Hue,
Da Nang, Quang Nam, Quang Ngai and Binh Dinh. The total industrial land area in the Central region
of Vietnam is 17,600 ha, of which the total ready built area takes up 229,500 m?, the lowest level in
comparison with the other two regions in terms of industrial land area [JLL 2018: 8]. The key industries
in the region mainly focus on food processing.

The South Key Economic Zone includes 8 provinces/cities: Ho Chi Minh city, Binh Duong,
Dong Nai, Long An, Ba Ria-Vung Tau, Binh Phuoc, Tay Ninh and Tien Giang, which are well
connected by highways and inland ports, seaports and international airports. The South owns the
largest industrial land area in Vietnam with a total of 44,700 ha of industrial land, of which the built
area takes up 3.04 million m? [JLL 2018: 10]. Leading the industrial development of the whole country,
the southern region has concentrated a large number of traditional sectors such as: rubber and plastic
industries or textile and apparel ones.

The demand for industrial real estate in Vietnam has increased rapidly in recent years, partially
because of Vietnam’s sustained economic growth and high FDI inflows. Vietnam’s GDP growth rate
has steadily been increasing since 2013. In the period of 2008-2018, Vietnam’s economy generally
achieved a relatively high growth rate compared to many countries in the world, reaching an average
level of 6.1 % [Linh Lan 2018]. In 2019, Vietnam’s economy continued to grow by 7.02%, higher than
many other countries in the region, such as Indonesia, Malaysia, Thailand and Singapore (fig.1).
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Fig. 1: Vietnam’s GDP growth in the period of 2012-2019 (%).
Source: [GSO 2020a: 195; GSO 2016: 169]
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The FDI inflows to Vietnam has also been steadily increasing since 2013. The year 2019
witnessed the highest level of disbursed FDI to Vietnam so far with nearly 20.4 billion USD, increase
6.7% compared to 2018. However, the growth rate has decreased compared to two consecutive years,
with the increase of 2018 is 9.1% and 2017 is 10.7% [fig. 2].
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Fig. 2: FDI disbursement in Vietnam in the period of 2009-2019 (billion USD).

Source: Foreign Investment Agency of Vietnam [FIA 2019; FIA 2018; FIA 2017; FIA 2016; FIA
2015; FIA 2014; FIA 2013; FIA 2012]

In recent years, in both the South and North of Vietnam, the growth in industrial land supply
has decreased significantly in comparison with the early 1990s. For the Southern region, the annual
growth rate of the volume of industrial land for lease was only 2.9 % in the period of 2011-2019, while
the growth rates of the period 1990-2000 and 20012010 were 37.2 % and 12.5 %, respectively. The
Northern region displays a similar trend [CBRE 2020: 14].

This has contributed to an increase in the rent of land for industrial purposes. According to JLL,
in the North, the average rental price for the first quarter of 2019 reached US$ 93/m2/lease cycle (up
+7.6% compared to the same period in 2018). In the South, the rental price is 95/m2/lease cycle (up
+15.8 % compared to the same period in 2018) [V Lé 2020]. Due to the scarcity of land area for
industrial real estate projects, investors have been forced to look to rent land for industrial purposes in
new areas. The supply of land area for industrial purposes tends to shift to other industrial cities and
provinces due to competitive rents and low occupancy rates.

The impact of EVFTA on Vietnam’s industrial real estate market

EVFTA is the first FTA that the EU has signed with a developing country in Asia, in which
commitments for Vietnam of the EU are higher than its commitments under the WTO and equivalent
to the highest level of openness in some of its other new FTAs. Meanwhile, commitments for the EU
of Vietnam are higher than its commitments under the WTO and equal to the highest level of openness
in its other new FTAs [WTO Center — VCCI 2019].

The EU is one of Vietnam’s largest and most important trading partners. Bilateral trade between
Vietnam and the EU increased 13.7 times during 2000-2019, from 4.1 billion (2000) to 56.45 billion
(2019). It is estimated that EVFTA will help Vietnam’s GDP increase by an average of 2.18— 3.25 %
per year in the 2019-2023 period; 4.57-5,30 % in the 2024—-2028 period and 7.07—7.72% in the 2029—
2033 period [Nhan Dan News 2019].
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Fig. 3: Vietnam’s trade balance and timeline of FTAs.
Source: [CBRE 2020: 10]

Vietnam’s tariff reduction schedule in EVFTA is also shorter than its other signed FTAs [Vu
Thanh Huong 2017] (fig. 3). EVFTA is expected to increase Vietnam’s export to the EU by about 20
% in turnover in 2020, 42.7 % in 2025 and 44.37 % in 2030 compared to without it. At the same time,
Vietnam’s imports from the EU will also increase by about 15.28 % in 2020, 33.06 % in 2025 and
36.7% in 2030 [Nhan Dan News 2019].

The removal of tariff barriers will enable foreign businesses to participate more deeply in the
supply and production chains in Vietnam. Not only that, when implementing EVFTA, Vietnam will
make efforts to reform institutions and legal frameworks, improve the business environment, create
favorable and safer investment conditions for investors. Commitments on investment facilitation along
with the increased degree of liberalization of Vietnam’s services sectors for EU’s providers, especially
business, environmental, postal, banking, insurance and shipping services, that will boost FDI inflows
from the EU into Vietnam in the near future.

In 2019, FDI in Vietnam reached 38.02 billion, up to 7.2 % over the same period in 2018. There
are 2,375 valid projects of the EU’s member states in Vietnam (up to 182 projects compared to 2018),
with a total registered investment capital of 25.49 billion USD (up to 1.19 billion USD), accounting
for 7.70% of total projects and 7.03% of the total registered investment capital in Vietnam. In 2019,
EU’s FDI accounts for 7.70 % of total projects and 7.03% of the total registered FDI in Vietnam. When
EVFTA coming into effect, in the 7-year roadmap, Vietnam will remove 99,2 % of tariffs on many
types of import and export goods from the EU? . When foreign businesses come to Vietnam to invest,
they need space for to conduct production and do business. Therefore, Vietnam’s industrial real estate
sector will benefit from the wave of investment expansion or shifting production sites of international
corporations to this country.

2 After the EVFTA come into effect, the EU will eliminate about 85.6% of import tariffs on Vietnamese goods,
equivalent to 70.3% of Vietnam’s revenue from exports to the EU. Within seven years of the deal taking effect, EU will
remove 99.2% of tariffs, equivalent to 99.7% of Vietnam’s revenue from exports to the EU. Regarding the remaining 0.3%
of Vietnam’s export revenue, EU pledged to provide Vietnam with tariff-rate quota, with the import tax rate set at 0% within
the quota. Source: [Nhan Dan News 2019].
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In addition, industrial real estate is considered to be an attractive market in Vietnam, because it
is supported by the government policies such as tax exemption and reduction for investors for the last
years. Recently, the government of Vietnam has issued systematic policies and solutions to facilitate
the development of the industrial real estate sector, in particular the promulgation of legal documents,
including the Decree 82/2018/ND-CP (that came into effect on July 10, 2018), replacing the Decree
29/2008/ND-CP. The Decree 82/2018/ND-CP has supplemented the incentives to establish the
supporting industrial zones, eco-industrial parks and industrial-urban-service zones, because the
Decree 29/2008/ND-CP had no regulations for these issues [Nhitng diém méi: 15.05.2020]. This is
also the benefit that EU investors can get to boost their business and expand their production in
Vietnam.

However, Vietnam’s production and export activities also have to face a number of challenges
when implementing EVFTA, those are the very strict non-tariff barriers of the EU, such as regulations
on food safety, origin of imported goods, social development and environmental protection etc. In
addition, businesses in Vietnam have to face with increased competition from EU businesses,
especially from multinational corporations with great resources and experiences, in the Vietnamese
market. At the same time, Vietnam’s market of services and government procurement is also more
opened to EU partners. This threatens to cause loss in key sectors, shifting these sectors to the
ownership of foreign competitors and cause a loss of economic sovereignty for Vietnam [Mazyrin
2016: 19].

Moreover, the COVID-19 pandemic has seriously affected socio-economic aspects of many
countries, including Vietnam. Vietnam’s GDP in the first 6 months of 2020 only increased by 1.81%,
the lowest growth rate of six months of the year in the period 2011-2020. The realized FDI capital in
the first 6 months of 2020 was at 8.65 billion, down 4.9 % over the same period last year, while export
turnover reached 121.21 billion, down 1.1% compared to the same period last year [GSO 2020b].
European economies were also heavily influenced by COVID-19, when EU’s GDP in the second
quarter of 2020 decreased by 14.4% compared to the same period in 2019 [Eurostat 2020: 2].

Since the beginning of 2020, affected by the COVID-19 epidemic, restriction on mobility
between regions has prevented foreign investors, including EU investors, from coming to Vietnam and
working with local industrial real estate businesses. This has partly affected the operations and profits
of Vietnam’s industrial real estate businesses. According to a survey of 12 enterprises that are investors
of industrial zones, the total net revenue of these businesses in 2019 increased by 13% over the same
period in 2018. Their net profit increased by 14% over the same period in 2018, of which 8/12
enterprises had profit growth. But there are still a number of industrial real estate businesses that had
reduced profit in 2019, mainly due to the lack of available land for industrial purposes [Nguyén Ngoc
2020].

However, by the second quarter of 2020, the total revenue of 22 considered industrial real estate
businesses has decreased 16% compared to the same period in 2019. Along with the revenue, the total
profit after tax of these businesses also decreased by 5% compared to the same period in 2019 [Ngoc
Phu 2020].

All of the above challenges require the implementation of new-generation FTAs, including the
EVFTA, should go hand in hand with strengthening internal resources, building an autonomous
economy, improving productivity and competitiveness of the Vietnam’s economy [Ai Chau Tu 2020].
The new context also requires the industrial real estate system in Vietnam to meet higher technical
requirements, attract green industries, meet stringent international market standards, use labor
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effectively and high technology, to be managed based on market mechanisms and international
practices consistent with the situation of Vietnam.

Conclusion

With the signing of new generation FTAs and the international economic integration process,
Vietnam is becoming an attractive location for large corporations to invest. Thus, the demand for
industrial real estate will increase rapidly and make an opportunity for Vietnam’s economic
development. In 2019, the EU’s FDI inflows into Vietnam increased along with the increase of total
FDI inflows into Vietnam. At the same time, the number and the area of industrial zones across
Vietnam have increased, especially the average occupancy rate of industrial zones. EVFTA is
predicted to strongly promote the industrial zones and export sectors in Vietnam. The reality of 2019
showed that clusters and industrial zones in Vietnam attracted attention of many domestic and foreign-
invested enterprises, the rent prices and occupancy rate of industrial real estate projects in Vietnam has
been on a steady upward trend since early 2019, and investors’ expectations for the development of
this sector have also been positive.

However, Vietnam, as many other countries in the world, is facing challenges such as trade
tensions between countries, protectionist policies, COVID-19 pandemic etc., those are making a
decrease in trade exchange and foreign investment flows, making supply chain disruptions. This also
causes negative impacts on the current situation and development prospects of Vietnam’s industrial
real estate market in the future. Whenthe EVFTA is officially come into effect, it poses new challenges
that require from Vietnam to develop more comprehensive, robust and effective policies and solutions
to ensure the efficient and sustainable development in the economic, social and environmental fields
of industrial zones, as well as of the whole country.
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