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This thesis contributes to the understanding of trade liberalization and firm

performance by empirically investigates the linkage between free trade and productivity

dynamics in Vietnam. We utilize Vietnamese firm-level data covering the period from

2000 to 2009, when substantial trade liberalization occurred.

The first chapter, co-authored with Kozo Kiyota, examines the relationship between

productivity differentials and firm turnover in Vietnamese manufacturing. Our major

findings are twofold. First, the productivity of entrants, survivors, and exiters increased

simultaneously from 2006 to 2007. This result suggests that the cutoff productivity level

increased after trade liberalization. Second. the contribution of the reallocation effect (i.e..

resource reallocation between firms) to aggregate productivity growth increased after 2007.




This implies that resource reallocation between firms was facilitated after the

liberalization, which is consistent with the implications of the recent models of

international trade and firm heterogeneity. However, this effect was not large enough to

offset the negative net-entry effect between 2008 and 2009, when the global financial

crisis hit the Vietnamese economy severely. As a result, aggregate productivity growth was

negative between 2008 and 2009.

Chapter two, co-authored with Kozo Kiyota, attempts to measure the contribution of

resource misallocation to aggregate manufacturing TFP. Our research questions are

threefold. 1) To what extent are resources misallocated in Vietnam? 2) How large would

the productivity gains have been in the absence of distortions? 3) Did the degree of

misallocation decline after entry into the World Trade Organization (WTO)? The answers

to these questions are as follows. First, misallocation in Vietnam is comparable to that in

China and India. Second, there would have been substantial improvement in aggregate

TFP in the absence of distortions. Finally, misallocation did not necessarily decline after

the accession to the WTO. However, this final result does not necessarily mean that there

are no gains from trade liberalization. Although trade liberalization contributed to reducing

the distortions in output markets, it was offset by increasing distortions in capital markets,

which are possibly attributable to the global financial crisis. These results together suggest

that trade liberalization is not a panacea Further reforms in capital markets could improve




aggregate TFP in Vietnam through reduced misallocation.

The third chapter investigates the causal relationship between tariff reduction and firm

total factor productivity, controlling for firm’s product differentiation level. Research

questions are twofold: First, what is the change in productivity of manufacturing firms

induced by liberalization? Second, how is the impact different across firms with different

level of product heterogeneity? Main findings are as follows: First, output tariff reduction

hurts firm’s performance, while input tariff reduction boosted firm’s productivity. The

magnitude of input tariff is larger, suggesting that changes in input tariff have made more

pronounced impact on firm’s productivity. Second, the impact of output tariff on firm’s

productivity is smaller for firms that produce differentiated goods. One possible

explanation is that firms producing differentiated goods face less severe competition in the

final market. Therefore, they are less vulnerable to output tariff reduction. These two

results together suggest that reduction of trade barriers would receive less resistance from

firms in differentiated product industries, who experience more productivity enhancement

effect.
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