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ANH HUONG CUA CUQC XUNG POT TREN BIEN PO TOI VAN TAI QUOC
TE GIUA VIET NAM VOI CHAU AU

Nguyén Minh Trang!, Nguyén Ngoc Thiiy Tién, Trén Phuong Thanh, Tréan Phwong Thao, Thach Ha
Trang, Vii Kiéu Tréin

Sinh vién K60 CLC Kinh té d6i ngoai — Vién Kinh té & Kinh doanh quéc té

Truong Dai hoc Ngoai thuong, Ha Nji

Nguyén Thi Yén
Gidng vién Vién Kinh té & Kinh doanh quéc té
Truong Pai hoc Ngoai thwong, Ha Ngi

Toém tit

Ké tir giita thang 11, cac cudc tan cong clia phién quan Houthi & Yemen nham vao cac tiu van tai
thuong mai di qua phia nam Bién D6 da gia ting dang ké, nham dap tra viéc Israel ban pha Gaza.
Cudc xung dot ndy da tic dong khong nho dén van tai qudc té ciia Viét Nam véi chau Au; tuy
nhién, hau qua doi lai van chua duoc phat hién dy di. Nghién ciru ndy cung cép cai nhin tong
quan vé xung dot & Bién Do va nhitng tac dong tiéu cuc cling nhu tich cuc cua nd dbi voi Viét
Nam va hoat dong van tai qudc té cia nude nay véi EU. Nhom tac gia da quyét dinh so sanh xung
dot ndy v6i nhitng gian doan da ching kién trong dai dich Covid-19 va Cudc phong toa kénh dao
Suez nam 2021 dé danh gia toan dién tac dong ctia nd. Két qua nghién ctru chi ra ring mic du c6
nhitng mit tich cyc nhung tinh trang nay nhin chung da tao ra mot méi trudong day thach thirc cho
cac cong ty Viét Nam phu thudc vao thuong mai qudc té v6i chau Au. Ngoai ra, mic du cudc
khiing hoang Bién D6 anh huong déng ké dén véan tai hang hai nhung n6 khong dan dén chi phi
tang cao nhu di thdy trong dai dich Covid-19 va tac nghén kénh dao Suez. Cudc khing hoang Bién
Do da dan dén su sut giam dang ké vé nang lyc van chuyén tau container, chi ding sau sy can tro
ctia kénh dao Suez, 1am ndi bat su cang théng cua hé théng van tai bién toan cau.

1 T4c gia lién hé, Email: k60.2112150172@ftu.edu.vn
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Tw khéa: Xung dot Bién Do, van tai quéc té, Viét Nam, chau Au, anh huong

IMPACT OF THE CONFLICT IN THE RED SEA ON VIETNAM’S
INTERNATIONAL TRANSPORT WITH EUROPE

Abstract

Since mid-November, there has been a notable increase in attacks by Houthi rebels in Yemen on
commercial shipping vessels passing through the southern Red Sea, in response to Israel's
bombardment of Gaza. This conflict has had a significant impact on Vietnam’s international
transport with Europe; however, the consequences in return have not yet been fully discovered.
This study offers an overview on the Red Sea’s conflict and its negative and positive effects on
Vietnam’s international transport with the EU. The authors decided to put this conflict under
comparison with the interruptions witnessed during the Covid-19 pandemic and the 2021 Suez
Canal Blockade to comprehensively evaluate its impacts. The findings indicate that although there
is a bright side, this situation in general has created a challenging environment for Vietnamese
companies that rely on international trade with Europe. Besides, while the Red Sea crisis
significantly impacted maritime transportation, it did not result in as high an increase in costs as
observed during the Covid-19 pandemic and the Suez Canal obstruction. The Red Sea crisis led to
a notable decrease in container ship capacity, second only to the Suez Canal obstruction,
highlighting the strain on the global sea transportation system.

Key words: Red Sea conflict, international transport, Vietnam, Europe, impact

1. Introduction

The Red Sea holds a paramount position in global maritime commerce, serving as a vital
conduit for trade between continents. For Vietnam, the Red Sea holds particular significance as a
key component of its international transport network with Europe.

However, the recent attacks by Houthi forces in Yemen have sparked concerns about the
stability and security in the Red Sea, which has had significant implications for maritime
transportation and trade flows in the region. The impact of the conflict in the Red Sea on Vietnam's
international transport with Europe is wide-ranging and complex. The most noticeable can be
disrupting maritime routes, increasing transportation costs, and posing challenges for supply chain
management. Nonetheless, this also created opportunities for Vietnam to explore exporting to
alternative countries, strengthen competitiveness in other aspects, etc.

In order to fully assess the risks and opportunities in the evolving geopolitical landscape, we
need to focus on understanding the implications of this conflict on Vietnam's trade relations with
Europe. That is the reason behind the authors’ decision to choose the topic “Impact of the conflict
in the Red Sea on Vietnam’s international transport with Europe” as our subject of study. By
examining the significance of the Red Sea to Vietnam's trade relations with the EU and assessing
the impact of recent attacks on maritime transportation in connection with supply chain disruptions
caused by the Covid-19 pandemic and the Suez Canal obstruction, this study seeks to provide
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valuable insights into the challenges and opportunities posed by the conflict. Through a qualitative
analysis, our team wants to inform Vietnamese stakeholders and policymakers about the
implications of the conflict and propose recommendations for navigating the complexities of
international trade in the Red Sea region.

2. Literature Review

A qualitative study conducted by Notteboom, T., Haralambides, H., and Cullinane in 2024
discussed the emergence of the Red Sea Crisis in mid-November. The scope of this research is
broad since it emphasizes short-term and long-term impacts of the crisis on vessel operations,
shipping networks, freight rates, pricing practices, and global supply chains. Furthermore, the
article discusses potential future implications such as a shift in global trade routes.

During this year, another publication by Lorenc and Maurizio emphasized the importance of
the Red Sea and highlighted disruptions to supply chains, increasing shipping costs, and affecting
trade flows and energy prices. The study suggests that these disruptions could destabilize the
regional economy and eventually affect the global economy. To mitigate economic damage,
affected businesses are advised to explore pre-booking manufacturing capacities.

The research gap in the existing literature on the impact of the conflict in the Red Sea on
Vietnam's international transport with Europe is evident in the disparity between the abundance of
articles and the limited number of research papers dedicated to this specific topic. While a plethora
of articles touch upon the broader aspects of the Red Sea Conflict, there is a notable scarcity of in-
depth research papers that specifically investigate how this conflict influences Vietnam's
international transport connections with Europe. Despite the wealth of articles available on the Red
Sea Conflict, there remains a dearth of comprehensive research papers that specifically analyze
how this conflict influences Vietnam's international transport routes and relationships with
European partners.

Our research aims to address these critical gaps by conducting a thorough examination of the
impact of the conflict in the Red Sea on Vietnam's international transport with Europe. Our study
seeks to provide a detailed analysis of how the Red Sea Conflict shapes Vietnam's international
transport landscape in relation to its connections with Europe. Through this research, we aim to
uncover the nuanced effects, challenges, and opportunities that arise from this conflict, offering
valuable insights for policymakers, transportation experts, and stakeholders involved in Vietnam's
international transport sector.

3. Theoretical Framework

3.1. International Sea Transportation

3.1.1. Definition Of International Sea Transportation
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International sea transportation is the transfer of products to nations, regions, or territories
throughout the world by ships, boats, and maritime infrastructure (seaports, transshipment ports)
(Interlog, 2023).

Compared to domestic sea transportation in Vietnam, which benefits from significant seaports
like Cat Lai, Cai Mep, Hai Phong, and Cai Lan and fulfills regional and international shipbuilding
requirements, Vietnam continues to confront problems in the international market owing to the
relatively small proportion of the shipping industry. Moreover, Vietnam encounters challenges
because its main export goods are perishable, while the number of refrigerated vessels is limited.

3.1.2. Risks Related To International Sea Transport And Measures To Mitigate The Risks

International sea transport faces various risks. Ouedraogo et al. (2020) divides maritime
transportation risk into 7 risk classes:

e Supply risk: Logistic risks disrupt product flow in the supply chain due to equipment
shortages, maritime route bottlenecks, labor strikes, inadequate handling, resource shortages,
maintenance issues, and workforce challenges.

« Demand risk: Shipping lines face uncertainties in long-term and spot market demand,
leading to risk-averse pricing strategies due to unexpected customer demand fluctuations.

e Business risk: Financial or economic risks involve concerns about supplier financial
stability, management, buying/selling of entities, and issues like production costs, fuel price
variations, finance shortages, tax changes, and ROI estimation accuracy.

e Operational risk: Technical or physical plant risks occur during transport operations,
including congestion, fire, terrorism, piracy, waiting times, handling challenges, and stowage
issues.

« Environmental risk: Maritime transport faces environmental risks like weather conditions,
natural disasters, political conflicts, and human-induced crises, causing delays and financial
setbacks in cargo flow.

e Organizational risk: Managerial or planning risks stem from ineffective planning and
estimation, leading to management issues, including document interpretation and planning
estimation challenges.

« Infrastructural risk: Infrastructure failures or degradation in ports can disrupt the maritime
supply chain, including risks like information delays, transportation capacity shortages, and cyber-
attacks.

Ouedraogo et al. (2020) also summarized the four types of risk impacts in maritime container
transport:

o Delay impact: Associated with increased arrival and lead time due to risks, impacting
supply chain timelines and overall operational efficiency.
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« Financial impact: Linked to the loss of container or goods value, as well as additional costs
incurred due to risks, influencing the financial stability and profitability of stakeholders along the
supply chain.

« Damage impact: Related to the loss of reputation for carriers and the compromised quality
of goods for shippers due to risks, affecting long-term business relationships and customer trust.

« Environmental impact: Corresponding to the elevation of carbon footprint due to risks,
contributing to the overall environmental footprint of the maritime industry and global
transportation emissions.

In terms of measures to mitigate risks in international sea transport, there have been researches
of various methods to tackle each type of risk:

e Supply risk: Mani et al. (2017) proposed leveraging Big Data to minimize supply risks by
sharing real-time information on logistics behavior, connecting it with supply chain managers' cell
phones for predictive risk mitigation.

o Demand risk: Shibasaki et al. (2017) suggested a logit model for managing demand risks,
while Alexandridis et al. (2018) introduced a portfolio approach combining physical
diversification of freight rates and financial hedging in the shipping industry.

e Business risk: Wan et al. (2019) integrated a fuzzy belief rule approach with Bayesian
networks to evaluate business risks under uncertain conditions. Cruz & Marques (2012) explored
risk-sharing challenges in seaport terminal concession contracts.

e Operational risk: Li et al. (2015) proposed operational remedies for disrupted schedules,
including acceleration and port substitution. They also optimized disruption recovery in berth
allocation at container terminals.

e Environmental risk: Choi et al. (2010) studied the aid supply chain in extreme conditions,
while Alyami et al. (2014) used BN and FMEA to evaluate hazardous event criticality for
improving port safety.

« Organizational risk: Yang (2011) highlighted operational risk in the container security
initiative (CSI), emphasizing a balanced approach to maritime security regulations to address
security risks effectively.

« Infrastructural risk: Wan et al. (2019) developed a framework integrating fuzzy belief rules
with Bayesian networks to evaluate infrastructural risks. Cruz & Marques (2012) discussed the
impact of terminal concession contracts on infrastructural risk in the seaport sector.

3.1.3. The Role Of International Sea Transport

Maritime plays a pivotal role in the transport system and contributes significantly to world
trade (Lane et al., 2020). It is considered crucial for attracting global capital and facilitating the
expansion of business activity, innovations investments, labor market, competition, domestic
and international trade, global mobility, regional economic development, population wellbeing,
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environmental safety, and health, as by Skorobogatova et al.. Using an augmented Solow model,
Park and Seo (2016) found that container port activities can positively influence regional
economic growth.

The international maritime transportation industry plays a pivotal role in transporting
approximately 90% of commodities involved in global trade, with 80% earmarked for import
and export activities, as reported by the International Chamber of Shipping (ICS). Cargo ships
move 11 billion tons of goods annually, including essential items like crude oil, iron ore, and
wheat, amounting to 1.5 tons per individual worldwide. This underscores the critical dependence
on global trade, particularly through maritime transportation, for human survival. The ICS
highlights that the sector comprises over 50,000 vessels capable of conveying diverse
commodities, with 150 countries having registered cargo ship fleets for economic distribution.
Furthermore, these fleets collectively employ over one million personnel from various nations,
underscoring the substantial contribution of the maritime transportation industry to sustaining
global trade activities (CWTS, 2022).

Maritime shipping is a key driver of economic growth, fostering broader economic advantages
through the growth of maritime businesses and associated clusters. Fratila et al. (2021) found that
in Europe, maritime transport and related sectors, such as shipbuilding, repair, and port activities,
contribute around 40% to the total value added in blue economy activities. These sectors also
employ 24% of the workforce within the blue economy. This analysis highlights the crucial and
extensive role of international maritime transportation in global trade and economic endeavors,
emphasizing its significant influence on related sectors and employment opportunities within the
blue economy.

0.25%

0.24%

12.08%
/8'59%
6.53%

63.43% 8.89% (
Living resources B Non-living resources @ Ocean energy
Ports activities Shipbuilding and repair Maritime transport

Coastal tourism

Figure 1. Persons employed by sector (% of total employment in the blue economy)
Source: Fratila et al., 2021
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3.2. Red Sea And Its Role In International Transportation Between Vietnam And Europe

V,,_/ &
L o
EGYPT
A
-ty
SAUDI ARABIA Al
Red )
Sea B
RO, et
SUDAN i 5 YEMEN/
- ERITREA
O al-Mandab
100km ¥<'B°UT' Strait

~

B]B]cC]
Figure 2. Location of the Red Sea
Source: BBC, 2023

The Red Sea, located between Africa and Asia, can be considered a small gulf of the Indian
Ocean. This sea opens into the ocean to the south, through the Bab-el-Mandeb strait and the Gulf
of Aden. To the north are the Sinai Peninsula, the Gulf of Agaba, and the Gulf of Suez, connecting
to the Mediterranean Sea through the Suez Canal. The Red Sea has a length of up to 2,250 km,
with its widest point being 355 km. Six countries bordering the Red Sea are: Egypt, Saudi Arabia,
Yemen, Sudan, Eritrea, and Djibouti.

The Red Sea is a vital route for world marine trade, connecting Asia, Africa, and Europe. It is
one of the busiest shipping lanes in the world and an important part of the regional commerce
network. According to estimates, 12% of global trade activities are related to the Red Sea. This is
also the route for 30% of the world's container traffic. Similar to the Suez Canal, any obstruction
along the Red Sea route will have a global impact, causing prices of various commodities such as
energy, electronics, etc., in other regions to become more expensive (Hoang Dai, 2024).

For Vietnam, the Red Sea is a crucial shipping channel connecting Vietnam and Europe, one
of the longest sea routes in Vietnam, providing a direct and efficient channel, significantly
reducing transit times and freight costs. Vietnam's maritime commerce with Europe is primarily
reliant on it due to its strategic benefits. If sailing from the Indian Ocean through the Gulf of Aden,
crossing the Red Sea and navigating the Suez Canal, Vietnam’s ships will reach the Mediterranean
Sea and easily proceed towards European countries. From there, the ships can move on to France,
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Italy, Bulgaria, etc. Alternatively, the ships can pass through the Istanbul Strait to reach ports such
as Costanza, Varna, Odessa; the Gibraltar Strait to reach northern countries; the Kiel Canal in the
Baltic Sea to reach ports in Germany, Finland, Poland, and Sweden (Lan Trinh, 2024). Vietnamese
exporters may secure rapid and dependable commercial relations with Europe by taking use of the
Red Sea route.

4. Analysis Of The Impact Of The Conflict In The Red Sea On Vietnam’s International
Transport With Europe

4.1. The Conflict In The Red Sea Between Israel And Hamas

The Red Sea crisis, involving Hamas in the Gaza Strip and Israel, has deep roots in the
complex historical and political dynamics of the region. Hamas, an acronym for Harakat al-
Mugawama al-Islamiyya (Islamic Resistance Movement), emerged in the late 1980s as a
Palestinian Islamist organization with the goal of liberating Palestine from Israeli occupation.
Currently, Hamas governs the Gaza Strip, which is part of the Israeli-occupied Palestinian
territories. In 2005, Israel withdrew its settlements and military presence from the Gaza Strip,
leaving Hamas in control of the area. Since then, Israel, together with Egypt, have implemented a
blockade that caused substantial economic harm to Gaza, citing security concerns as the
justification. International rights groups have characterized the blockade as a form of collective
punishment, while Israel defended it as necessary to prevent weapons and dual-use goods from
entering the territory. After the blockade, there have been subsequent periods of conflict and
attacks between Israel and Palestinian militants in the region.

The conflict escalated on 7 Oct 2023 when the Palestinian militant groups launched a surprise
attack on southern Israel from the Gaza Strip. Hamas officials stated following that the attack was
a direct response to the Israeli occupation, the blockade imposed on the Gaza Strip, Israeli settler
violence against Palestinians, restrictions on Palestinian movement and the imprisonment of
thousands of Palestinians. As of 30 Jan 2024, over 28,000 people have been killed under the cover
of thousands of rockets fired from Gaza (UN OCHA, 2024). On 19 Oct 2023, the Red Sea region
was thrust into a crisis when the Houthi movement in Yemen launched a series of attacks targeting
Southern Israel and ships in the Red Sea, using cruise missiles, drones, and anti-ship ballistic
missiles. The Houthi rebels claimed that the attacks were in response to what they believed to be
Israeli involvement in the Yemeni conflict, despite the fact that some of the targeted ships did not
have any association with Israel. In Dec 2023, Houthi spokesperson Yahya Saree declared that any
ship headed for Israel was a "legitimate target™ and that they would stop until the Gaza Strip was
supplied with "food and medicine™.

4.2. The Effect Of The Conflict On Vietnam’s International Transport With Europe
4.2.1. Negative Effects

a) New route of international transport between Vietnam and Europe
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Figure 3. The vessels route before (red line) and after (pink line) the Red Sea Crisis
Source: Traffic News, 2024

Prior to the crisis, the Suez Canal route, which is about 10,000 nautical miles, had been the
most efficient sea route between Vietnam and Europe. However, during the Red Sea Crisis, the
Cape of Good Hope route has become the most practical alternative solution since various
alternative options for the old route are not suitable such as air mode with expensive freights
especially for bulky goods, rail mode which has no direct cargo rail track connecting Vietnam
and Europe, etc. During the week of 25 - 31 Dec 2023, the number of ships transiting through
the Cape of Good Hope has increased by 27% compared to the previous week (Lloyd’s List
Intelligence, 2023).

In the Cape Route, starting from Vietnam, the route crosses the East Sea. Then, it can entail
traversing the Sunda or Malacca Strait. The path continues over the Indian Ocean, passing via the
Arabian Sea and the Bay of Bengal. After arriving at South Africa's Cape of Good Hope, the route
continues north over the Atlantic Ocean and ends at one of the ports in Europe. The total distance
is around 13,000 nautical miles, about 3,000 miles longer than the Suez route. When opting for
this route, the travel time between the Far East and West Europe is extended by approximately 25-
35 percent (Gokcay Balci, 2024). Ships passing by the Cape of Good Hope could also face
challenges in terms of refueling and replenishing supplies due to the shortcomings of ports in
Africa. These ports struggle with issues such as corruption, cumbersome procedures, congestion
and inadequate infrastructure. Major ports in South Africa, including Durban, Cape Town and
Ngqura are classified as among the poorest-performing ports in the world, despite being the largest
ports in Africa (World Bank, 2023). It is also notable that harsh weather conditions often occur in
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the Cape of Good Hope region, which is prone to frequent storms. This means that ships may
consume fuel at a faster rate, making fueling services even more crucial in these areas.

b) The influence of the new route

The fact that the route has been changed when exporting or importing between Vietnam and
Europe has caused many unwanted consequences.

Sea freight rates increase abnormally

The freight rate of transporting goods through the Red Sea continues to grow. Mr. Rico Luman,
an expert at market research firm ING Research, said that container freight rates on the Asia-
Europe trade route were most affected with the figure increasing by 60% in Jan, 2024 compared
to the end of 2023 and dramatically by 88% compared to before the Covid-19 pandemic (Vietham
Maritime Administration, 2024). Tensions in the Red Sea cost an additional $1,000 - $2,000 on
average per container passing through the European region and the most affected industries include
agriculture, textiles, footwear, wooden furniture, electronics, etc. (Van Giap, 2024). Specifically,
Phuc Sinh Group, one of Vietnam's leading agricultural product exporters with many lines such as
coffee, pepper and spices, reported that on average every day, the company exported 5 - 10
containers of goods. However, since the crisis, the company's export activities have stagnated and
decreased sharply with current shipping rates from Vietnam to Europe rising sharply from $600 to
$4,000/container (Nguyen Nga & Chi Nhan, 2024). Meanwhile, Saigon Trade and Production
Development Corporation (Sadaco) had nearly 20% of exports under FOB price contracts refused
by European partners because of rising freight rates (Nhat Linh, 2024).

Additional fees are added

Many large shipping companies such as Yang Ming Line, One, Evergreen Line, HMM,
Maersk, etc. have sent notices about collecting additional fees due to having to change itineraries
on Asia - Europe routes (Van Giap, 2024). Particularly, Mediterranean Shipping Company (MSC),
whose headquarter is located in Geneva, is asking Vietnamese shippers to pay an additional $1,000
per 40-foot equivalent unit (feu) with the introduction of a Contingency Adjustment Charge (CAC),
designed to cover transit times taking the Cape of Good Hope route, on January 1, 2024, which is
significantly higher than the spot price of $200 - $300 per container. However, this additional fee
pales in comparison with shipments through the Red Sea, where MSC is asking shippers to pay a
surcharge of $2,000 per feu (Nhat Linh, 2024). Meanwhile, according to Ms. Tran Thi Thu Huyen,
representative of APS Logistics Company, the company is facing difficulties when many shipping
lines are automatically applying "war surcharges™ to loaded goods especially with cargo containers
from 20 to 40 feet (Ngoc Quynh, 2024). More disadvantageously, many shipments from Vietnam
to Europe during the pre-Lunar New Year period have faced additional peak season surcharges
(Nhat Linh, 2024).
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Delivery time has been extended incurring extra expenses

Diverting ships around the Cape of Good Hope could take 25% longer than using the Suez
Canal between Asia and Europe which means more expensive transportation. Specifically, cost for
each round trip between Asia and Northern Europe is expected to include $1 million more in fuel,
leading to consumers paying more for everything from food to oil (Tran Phuong, 2023).
Additionally, according to Stephen Gordon, head of research at Clarksons, the delivery time for
exporting goods from Asia to Europe will take 9 more days, from 31 days to 40 days, especially.
oil and liquefied natural gas (LNG) taking twice as long to transport (Logistics Vietnam, 2024).
Influenced by the general trend, transporting goods from Vietnam to Europe currently takes an
additional 7-10 days, incurring more expenses such as fuel and crew costs; additional insurance
premiums for conflict risks from 0.1 - 0.15% to 0.2% of ship value, compared to 0.07% previously;
late delivery penalty; etc. (Willis Towers Watson Insurance Broker, 2024). Some shipping routes
have had to cut some weekly shipments, leading to a lack of space or putting more ships into
operation, which increase costs. Moreover, prolonged delivery time will reduce the capacity of the
global fleet by 10-15% compared to normal periods (Fitch Ratings, 2024). Especially for
businesses that import and export agricultural and frozen products, longer journeys affect the
quality of these products, thereby influencing the competitiveness of businesses (Duc Dung, 2024).

Ships being anchored raises concerns about disruption of the Vietnamese supply chain

The current situation of maritime disorder can be compared to the Ever Given event in March
2021 blocking the Suez Canal for 6 days, disrupting the supply chain on the Asia - Europe route
and affecting nearly 20% of world trade volume including Vietnam’s (Mai Chi, 2023). However,
there are several differences in the current congestion in which insurance and container storage
costs both increased sharply. Specifically, insurance costs for ships passing through the Red Sea
have grown by an average of 20% compared to the Ever Given event (Van Giap, 2024). Dony
Vietnam Garment Company’s clothing shipment exported to Jordan has been anchored at
Singapore port for nearly 5 weeks because the customer's port has not yet received the goods
(Nguyen Nga & Chi Nhan, 2024). Exported goods getting stuck during shipment causes businesses
to have capital stagnant affecting operations. Currently, Vietnamese businesses are urgently
looking for new sources of goods and new suppliers to make backup and replacement plans making
supplier dependence become a weakness for Vietnamese enterprises (Ho, N.D.K, 2024).
Accordingly, final prices for many Vietnamese products have witnessed a rise causing consumers
in the EU region to limit spending, especially in the fishery industry where Europe has been a large
source of consumption for Vietnam (Nguyen Nga & Chi Nhan, 2024).

4.2.2. Positive Effects
The conflict in the Red Sea also provides many opportunities for Vietnam in various aspects.

Several industries in Vietnam have benefited from the growth in price
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The rise in freight rates, insurance costs, fuel costs, etc. has been a shock for Vietnamese
exporting or importing enterprises, whereas many other industries in Vietnam take this as an
opportunity to boost revenue and gain profit, naming logistics, oil and gas and aviation.

Firstly, for logistics businesses, increases in transportation costs create short-term benefits for
these companies. Shinhan Securities Vietham Company (SSV) gives a positive rating to the
transportation business group including Hai An Transport and Unloading Joint Stock Company
(HAH) specializing in container transportation, Vietnam Ocean Shipping Joint Stock Company
(VOS) and Sea Shipping Joint Stock Company Vinaship (VNA) specializing in international dry
cargo transport, etc. (Van Giap, 2024). In addition, the Red Sea incident also led to a shortage of
empty containers. The Drewry World Container Index (DWCI) rose by 15% to $3,072 per 40 feet
container this week and by 44% compared to January, 2023. Thus, some companies such as HAH,
Vietnam Container Shipping Joint Stock Corporation (VSC) and the container segment of Hoa
Phat Group Joint Stock Company (HPG) are expected to benefit (Thu Minh, 2024).

Secondly, for the oil and gas industry, freight rates for crude oil tankers and liquefied natural
gas (LPG) tankers tend to grow due to increased travel demand, as well as strong imports of crude
oil and LPG from Europe (Mai Chi, 2023). The figures are likely to increase by up to $1/barrel for
crude oil and $4/barrel for refined products (The Goldman Sachs Group, 2024). Besides, oil prices
also experience a rise which might bring many short-term investment opportunities for various
Vietnamese oil and gas companies such as PetroVietnam Drilling & Well Services Corporation
(PVD), PetroVietnam Technical Services Corporation (PTSC), PetroVietnam Gas Joint Stock
Corporation (PV Gas), etc. (Huu Bat, 2024). PetroVietnam Transportation Corporation (PV Trans)
is an example of the positive effect from the situation. The company’s activities were smooth
thanks to high tanker rental rates and a shortage in the supply of oil and chemical tankers.
Specifically, the average Aframax time charter price and the average medium-range tanker charter
price were respectively 13% and 55% higher in the first 9 months of 2023 compared to the same
period in 2022. Also, PV Trans’s stock price rose by 22% at the end of 2023 (Duy Quang, 2023).

Thirdly, for the aviation industry, increased freight rates, additional fees incurred and delivery
time extended have triggered many Vietnamese export/import companies to switch from sea
transport to air transport even though the cost for air is higher to ensure that the goods arrive to
customers timely. According to Xeneta data, the global average air cargo spot rate peaked at
$2.6/kg in December 2023 and rose to $4/kg in January 2024 (Huu Bat, 2024). Particularly,
Vietnam Airlines is benefiting from maintaining flight routes from Vietnam to Europe. Meanwhile,
Bamboo Airways has temporarily suspended European flights during the restructuring process,
while Vietjet has not yet flown to Europe (Cong Trung, 2024). Xeneta's supply chain monitoring
and advisory platform (2024) reported that the volume of goods on a primary air route from
Vietnam to Europe, which is frequently used for shipping fashion items, experienced a substantial
62% increase in the week ending on January 14, 2024 from the previous week. Furthermore,
international cargo service logistics companies such as Saigon Cargo Service Joint Stock Company
(SCSC) and Tan Son Nhat Cargo Service Joint Stock Company (TCS) all reported the volume of
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goods circulating through TCS and SCSC warehouses for international travel is flourishing, but is
mainly handled by foreign airlines (Cong Trung, 2024).

Disruption in trading with Europe opens an opportunity for Vietnam to diversify its
international markets.

Due to the conflict in the Red Sea, the total main exports and imports between Vietnam and
the European countries both witnessed a decrease in 2023 with the figures reducing by 5.9% and
2.5% respectively (General Statistics Office of Vietnam, 2024). However, the international
transaction between Vietnam and the Asian countries such as China, Japan, etc. becomes
promising. For instance, Vietnamese shrimp - one of Vietnam’s primary exports - exported to
China was however in the general reduction in 2023 but the decline was recorded as the lowest
among main shrimp importing markets of Vietnam including the EU (Chu Khoi, 2024). The figure
IS expected to be promoted in 2024 as Ecuador, the main competitor of Vietnamese shrimp, has
been troubled with increased shipping costs due to the conflict in the Red Sea (Vu Quang, 2024).
For Japan, shrimp exports increased by 6% in December 2023 as opposed to December 2022,
recorded to bounce back more strongly than shrimps to Europe (The Hoang, 2024).

The tension creates a chance for Vietnam to consolidate the national competitiveness

The goods' final price inflation due to rising sea freight has diminished not only Vietnam’s
but other Asian countries’ competitiveness in international trade with the EU. Therefore,
competing with other nations by focusing on the product quality, Vietnam automatically enhances
its exports’ condition and standard, making Vietnam to grow more strongly and steadily in the
virtue of exporting activities. Moreover, to combat the challenge going on in the Red Sea route,
Vietnam enterprises have to re-evaluate risk management strategies, proactively plan to diversify
supply sources to limit the impact on the supply chain and consider moving production activities
domestically or exploiting alternative transportation methods. All these efforts might help
Vietnam’s businesses improve the ability to adapt flexibly and proactively, the process of
brainstorming back-up plans, the ability to exploit available resources or options, etc. Also, the
government has been upgraded in quality in terms of management efficiency while, for instance,
trying to support the affected businesses or in terms of international trade promotion while, for
example, speeding up the time to carry out customs procedures to boost the delivery time, etc.
Efforts of both Vietnamese enterprises and government to solve the negative impact of the conflict
will potentially intensify the country’s competitiveness in international trade with Europe in
particular and the world as a whole.

4.3. Evaluation Of The Impact Of The Conflict On Vietnam’s International Transport With
Europe

4.3.1. The Red Sea Crisis Brings Both Positive And Negative Impacts To Various Industries And
Sectors

The impact of The Red Sea crisis is predominantly negative rather than positive, and if the
situation prolongs, it will lead to supply chain congestion.
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a) Many negative impacts need to be addressed.

The Red Sea situation impacts companies involved in export and import, particularly those
relying on cold supply chains like agriculture and food. Export activities support economic
restructuring, job creation, and industries' development. Key export items from Vietnam to Europe,
including textiles, footwear, electronics, components, textiles, and wood exports, are also affected.

The main impact is the increase in a range of fees, including shipping costs to the EU, which
affects selling prices. Mr. Dinh Hong Ky, Chairman of the Board of Directors of Secoin Joint
Stock Company, claimed that increasing transportation expenses is just one more hit that makes it
harder for businesses.

If the current tension persists, global maritime transportation costs may rise to levels
equivalent to those seen during the Covid-19 pandemic. Supply chains could face congestion, and
major economies that are Vietnam's export partners, such as the United States and the EU, may
reduce spending on ordinary and luxury products, leading to a decrease in order volume.
Meanwhile, domestic industrial production sectors primarily focus on exports, heavily relying on
the global market as domestic production exceeds domestic market demand, especially for
industries like textiles, leather and footwear, electronics, etc. These industries only supply 10% of
their production for domestic demand, while the remaining 90% is for export. This raises concerns
about Vietnam's export situation to Europe (Nguyen & Nguyen, 2023).

b) Some positive aspects that can be leveraged but need careful consideration.

Although the Red Sea crisis has proved to have positive effects on certain industry groups in
Vietnam such as logistics, oil and gas, and aviation, the country still needs to keep in mind that
these advantages are not completely potential or without any downside. In the aviation industry, a
shift from sea to air transport, leading to a higher air freight rate, can be beneficial for certain
products, but there are limitations, especially for bulky or perishable items such as agriculture or
fishery goods. Also, the aviation industry in Vietnam currently lags behind the international market
in terms of market share, with nearly 90% of the market share belonging to foreign countries (Do
Xuan Quang, 2023). For the oil and gas industry, while a rise in the price of fuel benefits many oil
& gas companies, it accordingly causes a general growth in domestic petroleum prices, which
poses difficulties for the domestic citizens. Logistics sector is also not an exception in this trend.
There is competition with international counterparts due to the low competitiveness and high costs.
The logistics service industry accounts for only 20% of Vietnam's GDP (Tran, 2019), and high
freight charges can result in increased end-product prices, leading to reduced customer demand.
In the long run, this can negatively impact logistics companies. Additionally, the Red Sea conflict
presents promising opportunities for Vietnam to diversify its supply chains with other Asian
countries. This also comes along with attached requirements and standards in terms of quality,
origin, environmental sustainability, etc. Moreover, it strengthens the nation's competitive
capabilities, but if not done well, it can lead to confusion and mis-action.
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4.3.2. Comparison Of The Red Sea Crisis With Covid-19 And The Suez Canal Blockage In 2021

a) Overview of the related impacts on the Vietnam's international transportation during Covid-19
and the Suez Canal Blockage

In Vietnam, the Covid-19 outbreak started in mid-2020. As a developing country heavily
reliant on international trade and located on major shipping routes, the manufacturing, trade, and
service sectors were severely affected. In the first six months of 2020, Vietnam's import-export
value dropped by 2.1% compared to the previous year (247 Express, 2020). In late 2019, Covid-
19 emerged in China and spread globally. In Vietnam, the first half of 2020 saw a strong outbreak.
According to a report from the Vietnam Logistics Business Association (2021), transportation
costs increased by 50% during this time, while cargo circulation decreased by 54.2% compared to
2019. Many businesses reduced their domestic and international logistics services by 10% to 30%,
and fewer transportation and warehousing companies were established (Nguyen Huu Nguyen
Xuan, 2021). However, with government measures and support, Vietnam still achieved positive
import-export results in 2021.

Regarding the Suez Canal Blockage event, on March 23, 2021, the Ever Given, one of the
world's largest container ships, got stuck in the Suez Canal. It took a week to rescue the ship,
causing major traffic congestion and significantly impacting global trade. Shipping costs and
global oil prices increased as a result, affecting Vietnam's import-export activities and trade in
Europe.

b) Comparison between the Red Sea conflict and Covid-19 & the Suez Canal Blockage
Transportation cost

Sea-Intelligence, a Danish maritime data analysis company, has stated that the Red Sea crisis
has had a more significant impact on the maritime transportation sector than the initial phase of
the Covid-19 pandemic. Additionally, the prolonged travel time around the Cape of Good Hope
has had a more pronounced effect on the availability of container-receiving vessels at ports
compared to the early stages of the pandemic. Freight rates have increased more compared to the
early stages of Covid-19. Despite the tightening measures leading to reduced imports and exports
for other countries, Vietnam has achieved positive results. In 2020, Vietnam's total import-export
turnover reached 545.36 billion USD, with export turnover reaching 282.66 billion USD,
accounting for 51.8% of Vietnam's import-export structure (Nguyen, 2021).

However, overall, the increase in costs is not as high as during the Covid-19 pandemic and
Ever Given case. According to Mr. Pham Quoc Long (Chairman of the Association of Marine
Agents and Brokers), with the signed contracts businesses are not heavily affected at the present
time because Vietnamese import-export enterprises have commonly opted for the "CIF buying,
FOB selling" method in commercial contracts (Pham, 2024). Under CIF terms, the goods are
delivered at the port, meaning the seller's responsibility ends when the goods are on board the
vessel at the shipment port. On the other hand, under FOB terms, the seller's responsibility ends
when the goods are delivered onto the ship at the agreed time and location in the contract.
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Additionally, although freight costs have increased, they have not reached the levels seen during
the Covid-19 period. However, it is inevitable that the final products will incur additional costs,
and manufacturers will be directly affected regardless of whether the business signs CIF or FOB
contracts meaning whoever pays the freight charges, the transportation costs increase, as stated by
Secoin's Chairman Mr. Dinh Hong Ky.

Since November 2023, the Houthi rebels have intensified attacks on ships passing through the
narrow waters towards the Suez Canal. The World Container Index (WCI), compiled by maritime
consulting company Drewry, reached $3,777 per forty-foot equivalent unit (FEU) at the end of last
week. From the beginning of the year until now, the WCI has increased by 173%. If we exclude
the period of the Covid-19 outbreak from December 2020 to October 2022, global spot container
rates have reached their highest level in the history of WCI data since June 2011. During the Ever
Given case, specifically, the price of a 40-foot container from Shanghai (China) to Rotterdam
(Netherlands) has increased by 418%, according to data from Freightos. Meanwhile, the shipping
cost of a 40-foot container from Lianyungang Port (China) to the United States has surged from
around $2,000-3,000 to over $10,000. The rates have also doubled on routes from Europe to the
United States.
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Figure 4. Weekly capacity deviation from the 52-week average baseline
Source: Sea-Intelligence, 2023

As stated by Alan Murphy, CEO of Sea-Intelligence, the current reduction in container ship
capacity is the second highest in recent years, following the six-day blockage of the Suez Canal
caused by the Ever Given container ship in March 2021. While the Suez Canal obstruction already
strained the global sea transportation system due to a large number of vessels awaiting passage,
the attack by Houthi forces in the Red Sea conflict has led to a substantial decrease in ship numbers
as they change their routes away from the Red Sea.
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During the Lunar New Year, there is a decrease in production capacity to compensate for the
anticipated decrease in demand due to the holiday period, which is considered a normal market
behavior. In the initial phase of the pandemic, it only affected ports in China, and in the second
phase, it spread globally. With the Ever Given incident, it became the largest single event - even
surpassing the initial impact of the pandemic.

5. Recommendations For Vietnam
5.1. Recommendations For Vietnamese Export-Import Enterprises
Normal route through the Red Sea

Fear of Houthi attacks, many shipping companies have rerouted to avoid crossing the Red Sea.
However, there are some that still operate normal routes through the Red Sea, such as Cosco, a
China-based leading shipping company. When choosing to keep the old route, enterprises should
have several actions to protect themselves from the risks of the crisis:

e Include clauses regarding indemnity and liability exclusion in case of emergency when
signing and negotiating commercial and transportation contracts to reduce the possibility
of losses and degradation in the event that goods are transported for longer than expected
or have incidents along the way. Also, insurance should be purchased for all of the contracts.

o Enhance demand forecasting, updating the situation to plan transport proactively. For
agricultural products such as fruits, fishery, which are easily damaged due to longer
transportation time, improve the packaging process to keep the products in initial condition.

Alternative ways

« Diversify delivery methods proactively: switching to air transport if the volume of goods
being exported is small, such as luxury goods or perishable agriculture and food products, such as
fruits or fishery requiring short delivery time, which may incur higher costs but offers very fast
delivery times, which is still acceptable. They should also learn about rail transportation methods
for textiles, footwear, wooden furniture, electronics, which cannot be easily damaged due to long
delivery times.

o Actively seek and diversify supply sources to limit the impact on supply chains. For the
technology industry, data shows that 75% technology and equipment used by Vietnamese
businesses are sourced from foreign countries, especially developed nations such as the United
States, South Korea, and the European Union (Nhi Anh, 2022). Firms should actively find
domestic suppliers in this context, facilitate development in this field, and increase
competitiveness of Vietnam technology.

o Diversify export markets to reduce dependence on a single region: exploring and accessing
new markets through trade promotion activities, market research, and facilitating business
partnerships to create a bigger opportunity for Vietnamese exporters. In fact, the shrimp export
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industry in Vietnam has also benefited from the Red Sea crisis due to Ecuador’s decreasing shrimp
export volume to East Asia because of the increasing transportation cost. In the area, Vietnam has
the advantage of location, lying near big markets such as China, Japan, Korea etc,. So Vietnamese
shrimp exporters can seize this opportunity to attract more loyal customers from Asia instead of
focusing too much on the European market.

o Enhance the products’ quality, particularly in terms of quality standards and consumer
preferences to compete and retain customers in the demanding European market by investing in
advanced production technologies and equipment, establishing rigorous quality control
mechanisms, etc.

5.2. Recommendations For The Vietnamese Government

To support Vietnamese export and import enterprises, the Ministry of Transport has issued a
document requiring the Vietnam Maritime Administration to work with logistic companies
operating routes to Europe, assess changes in transportation costs, monitor the transportation
situation, and enforce the listing of transportation service prices and surcharges in accordance with
regulations (Chi Nhan, 2023). But to improve the situation, more recommendations are put forward.

Enhance port infrastructure and customer procedures

Enhance port infrastructure and streamline customs procedures to reduce the time required for
import-export processes. The Vietnamese government should invest in the expansion and
modernization of port facilities, including container terminals, berths, and storage areas to increase
the capacity to handle larger volumes of goods and accommodate larger vessels. Moreover,
implementing advanced technological solutions such as automated cargo handling systems,
electronic data interchange (EDI), and online platforms for customs clearance processes will
streamline documentation procedures and enable real-time tracking of shipments, which facilitates
seamless communication and coordination between different stakeholders including customs
authorities, port operators, and logistics providers.

Support affected enterprises

Implement targeted programs to support affected enterprises, especially small and medium-
sized enterprises (SMEs), which are the backbone of the economy and play a significant role in
export-import industries. Vietnam’s key industries such as agriculture, fishery, etc. which are
easily affected by the increase in transportation time and price should also be supported by
providing access to financing, business development services, export promotion assistance, and
tailored capacity-building programs.

Encourage other benefited industries

As noted above, three main industries benefiting from the crisis are aviation, logistics and oil
& gas. The government should encourage airlines that operate international routes to actively
improve their services, stabilize the price and find potential customers. This may increase the
competitiveness of the Vietnam aviation industry in the international market. For logistics
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enterprises, they need to enhance their qualifications to become a more reliable logistics partner
for international trade. Government should also encourage oil and gas enterprises to balance the
price, avoiding affecting other industries.

Support domestic R&D efforts

Provide funding, grants, and incentives to support R&D efforts to improve product quality
and innovation to compete price increases by establishing partnerships between industry and
research institutions to develop new technologies, enhance production processes, and improve
product design.

5.3. Recommendations For The Vietnamese Logistics Companies
Enhance security measures

Strengthen security measures for cargo and vessels. Collaborate with security agencies, port
authorities, and shipping companies to ensure the safety of goods and personnel. This may include
employing armed guards, implementing strict access control measures, and utilizing technology
such as tracking systems to monitor shipments.

Explore intermodal transportation

Consider utilizing intermodal transportation options to mitigate risks associated with the Red
Sea crisis. This may involve combining multiple modes of transportation, such as rail and air, to
bypass affected areas and maintain the flow of goods.

Strengthen risk management

Develop comprehensive risk management strategies to identify, assess, and mitigate potential
risks arising from the Red Sea crisis. This includes conducting regular risk assessments,
establishing contingency plans, and implementing robust communication channels to respond
promptly to any emerging challenges.

Foster customer relationships

Maintain open and transparent communication with customers regarding any potential
disruptions or changes in shipping routes. Proactively address their concerns and provide
alternative solutions to minimize the impact on their supply chains. Building strong customer
relationships will help maintain trust and loyalty during this challenging period.

6. Conclusion

The crisis in the Red Sea between Israel and Hamas has had a wide-ranging influence on
Vietnam's international transportation to Europe. As previously described, interruptions in this
critical maritime corridor have both positive and negative consequences for a variety of businesses
and sectors. One of the most noticeable impacts is the abnormally increased sea freight rates, a
series of additional fees, extended delivery times and disruptions in the supply chain. However,
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some industries in Vietnam have benefited from the increased prices, and the disruption in trading
with Europe has prompted Vietnam to diversify its international transaction sources. In general,
this tension resembles the interruptions witnessed during the Covid-19 pandemic and the 2021
Suez Canal Blockage, highlighting the vulnerability of global trade lines to geopolitical conflict.
In response to the negative effects of the Red Sea crisis, the authors suggested developing backup
plans and implementing thorough risk management for enterprises, regardless of their choice to
continue using the normal route via the Red Sea or seek alternative directions, in order to
proactively manage transactions and alleviate the situation. Besides, collaboration between the
Vietnamese government and foreign partners is emphasized for strengthening insurance measures
and providing support to small and medium-sized companies (SMEs). Improving quality standards
and operational efficiency across industries is also highlighted as a strategic priority to build
overall competitiveness for the country.

As the global geopolitical landscape evolves, this report is expected to offer valuable insights
to enhance Vietnam's resilience in international trade, particularly amidst the crisis in the Red Sea,
contributing to further research and practical applications in Vietnam. However, it's essential to
acknowledge the limitations of this report. While it emphasizes key strategies to address current
challenges, it may not provide a comprehensive solution for all the issues faced by Vietnamese
export-import enterprises at present and in the future. Therefore, caution is advised for Viethamese
export-import enterprises and authorities when implementing any recommendations under specific
situations affected by unmentioned external factors.

Lastly, our group would like to express sincere gratitude to our instructor, Dr. Nguyen Thi
Yen, for her invaluable guidance and support throughout the completion of this report. Her
instructions and feedback have significantly enhanced the quality of this work, aiding us in shaping
the analysis to extract meaningful insights for future purposes and applications.
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