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ABSTRACT TC "ABSTRACT" \f C \l "1" 
Information technology (IT) is an industry with high intension of intellectual, high rate of interest and great potential of export. Accordingly, IT outsourcing is a good direction for developing countries to choose so as to quickly strengthen the country’s material, intellectual and spiritual growth, speed up the modernization of economic sectors, and empower the competitiveness of businesses. 

Foreseeing the potential of Vietnam in this industry, in June 2000, Vietnamese government released a decision to build and develop the country’s software industry, opening the new opportunity to attract international IT outsourcers. In recent years, Vietnam has been emerging as a dynamic destination for the development of low-cost ITO in Asia.
The research aims to explore the real situation of ITO in Vietnam and, accordingly, formulate development strategies and give some recommendation for the country to enhance this economic sector. An overview of Vietnam’s ITO sector is given before SWOT model is applied to identify the sector’s strengths, weaknesses, opportunities and threats as well as formulate development strategies for the sector. Utilizing a three-phase model of evolution for IT companies in developing countries, the research recommends that, among available strategies, the most appropriate ones are focusing on low-end products, taking advantage of low costs in short term and improving service maturity, moving to high-end products in long term. Basing on the selected strategies, some implications such as developing human resources, enlarging scale of IT industry, enhancing Vietnam’s trustworthiness on global market and improving legal system are provided to help promote the development of ITO in Vietnam.

CHAPTER 1

LITERATURE REVIEW TC "CHAPTER 1: GENERAL OVERVIEW OF OUTSOURCING AND INFORMATION TECHNOLOGY OUTSOURCING" \f C \l "1" 
1.1 Outsourcing TC "1.2 Outsourcing" \f C \l "2" 
1.1.1 Definition TC "1.2.1 Definition" \f C \l "3" 
Outsourcing has a long history. It started a few hundred years ago with the production and selling of food, tools and other household supplies. At the dawn of mankind, each person or family provided everything for themselves. They created their own tools, grew their own crops, hunted their own food, and skinned hides to make their own clothing. When village sprung up, people began to specialize. They bartered with one another for goods and services, and soon money was invented to simplify the bartering process. For example, a family could buy hides from another family, make clothes and sell to others. That is the simple form of outsourcing from the early stage of humanity. In spite of such a long history, a precise definition of outsourcing has not yet been agreed upon.
In the book Operation Management by Jay Heizer et al (2008), the definition is more specific: “Outsourcing means procuring from external suppliers services or products that are normally a part of an organization. In other words, a firm takes out functions it was performing in-house (such as accounting, janitorial, or call center functions) and has another company do the same job.”
Another definition from the viewpoint of outsourcing providers is offered in WhatIs.com – the online technical dictionary and IT encyclopedia: “Outsourcing is an arrangement in which one company provides services for another company that could also be or usually have been provided in-house.”
Basing on these definitions above, outsourcing in this thesis will be defined as transferring tasks that could also be or usually have been performed in-house to external providers. Outsourcing involves two or more independent companies, the transfer is not outsourcing if it is from a company to a branch of its. Usually, outsourced tasks are taken for only some of the company’s business processes, not the entire processes.

1.1.2 Types of outsourcing TC "1.2.2 Types of outsourcing" \f C \l "3" 
There are several ways to define different types of outsourcing according to different criteria. However, the general criterion for outsourcing classification is the types of work outsourced. 
One method that is now widely accepted divides outsourcing into three main categories [2, 25]. The main criterion is the complexity and skill requirement of the work outsourced. The three categories include:
· Business Process Outsourcing (BPO) is outsourcing a specific business task. BPO work could be either back office related or front office work. By front office functions we mean customer related work such as marketing, answering calls, and technical support. On the other hand, back office functions include internal work like billing and purchasing. Other examples of BPO work are multimedia, book keeping, business consultancy, call center, data entry, typesetting, and handwriting services.
· Knowledge Process Outsourcing (KPO) involves process that demand advanced research and analytical, technical and decision-making skills. Examples are investment research services (equity, fixed income and credit, and quantitative research), market research services, legal research services (also known as Legal Process Outsourcing) and patent research services. KPO industry is newer and less mature than the BPO sector.
· Information Technology Outsourcing (ITO) is another major category that covers the outsourcing of IT functions. ITO is usually overseen by the CIO (Chief Information Officer) of an organization. However, the CIO is often called in to manage BPO and KPO operations where no significant IT skills are involved. This is due to the expertise the CIO would have developed in outsourcing negotiations. In some other classifications, ITO is considered a subset of BPO. However, with the booming of ITO in both scope and depth, the work outsourced has required more complex IT skills. As a result, ITO is now considered as one major category of outsourcing that must be paid particular attention.
1.2 Information technology outsourcing TC "1.2 Information technology outsourcing" \f C \l "2" 
1.2.1 Overview of information technology outsourcing TC "1.2.1 Overview of information technology outsourcing" \f C \l "3" 
As mentioned in the first part of this chapter, outsourcing is an old phenomenon with the history of hundreds of years. However, ITO is much less mature with the history of just about 30 years [15]. In the early ages of computing, IT tasks were considered as internal business by most companies. The US was one of the first countries to adopt ITO. Nowadays, ITO has become popular all over the world and ITO industry has become one of the fastest growing industries. This industry has been playing an important role in the economy of many countries such as India, China, Ukraine and Ireland. A number of other countries like Vietnam, Philippines and Brazil are trying to prove their competency on the ITO market, which promises even faster growth in near future.
Although companies outsource IT for many reasons, the growth of the ITO market is often attributed to two primary phenomena. First, rising interest in ITO is largely a consequence of a shift in business strategy. Many companies have recently abandoned their diversification strategies – once pursued to mediate risk – to focus on core competencies.  As a result of this focus strategy, IT tasks, which are usually viewed as non-core activities, came under consideration. Even in IT companies, not all IT tasks are core activities, and those that are non-core will be outsourced. Second, the growth in IT outsourcing may also be thought as a result of cost-saving strategies. In many companies, senior executives view IT as an essential cost but one to be minimized nevertheless. Meanwhile, IT vendors, possessing economies of scale and technical expertise, can provide IT services more efficiently and less expensively than internal IT departments. Thus, ITO is adopted as a method of reducing the costs.
1.2.2 Model for the evolution of information technology outsourcing providers TC "1.2.2 Model for the evolution of information technology outsourcing providers" \f C \l "3" 
In an article titled “Software Outsourcing in Vietnam: A case Study of a Locally Operating Pioneer”, John Gallaugher and Greg Stoller (2004) mentioned a model for the evolution of “Tie Four software firms pursuing global market”. The model’s scope is within software sector but it also can be applied for IT sector in general.
	Project Component Contractor
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	Lead or Sole Development Partner
	
	Independent Software Developer

	Firms enter the market for global software services via small project work, perhaps providing components of a larger effort
	
	Firm moves from building components of a project to leading project development or handling all development on a single overseas client project
	
	Firm has gained significant expertise, maturity and credibility to create and launch its own products for global market


Figure 1.1 One model for the evolution of software exporting firms in Tier Four nations TC "Figure 1.2 One model for the evolution of software exporting firms in Tier Four nations" \f A \l "1" 
Source: Gallaugher and Stoller (2004)

According to the model, a software exporting firm in Tier Four nations (less developed nations that produce and export IT services and products) would evolve through three phases. In the first phase, due to intellectual property concerns and the small size of the domestic market, the firm concentrates on small projects work mainly for international clients (for example, providing components for a larger effort). In the second phase, since maturity has been enhanced, the firm moves to a higher level of project autonomy – becoming the lead or sole outsourcing provider on a project. Finally, in the third phase, the firm has strengthened its skills enough, particularly in management and marketing, and can operate as an independent software developer, offering its own products to the global market.
Similarly to software sector, the model can be extended to apply to the IT sector. The firm, with the accumulation of experience in technical issues, management and marketing and the establishment of reputation, can move from a subcontractor providing low-end products and services to an independent producer providing high-end products and services. The overall trend is moving up in the value chain, gaining more and more value added. This trend of evolution is not only of individual firms in Tier Four countries but also of those countries’ ITO industry as a whole.
CHAPTER 2
THE DEVELOPMENT OF STRATEGIES INFORMATION TECHNOLOGY OUTSOURCING IN VIETNAM TC "CHAPTER 2: THE DEVELOPMENT OF STRATEGIES FOR INFORMATION TECHNOLOGY OUTSOURCING IN VIETNAM" \f C \l "1" 
2.1 Overview of Vietnam’s information technology outsourcing
In order to provide a thorough insight into Vietnam’s ITO, the development of this sector will be considered from two different angles: the whole IT industry and IT companies. TC "2.1 Overview of Vietnam’s information technology outsourcing" \f C \l "2" 
2.1.1 Development of IT industry TC "2.1.1 Development of IT industry" \f C \l "3" 
Vietnam’s IT industry has a short history but it is one of fastest growing sector of the country’s economy. In Decision N0 128/2000/QD-TTg dated November 11, 2000, issued by the Prime Minister, Vietnamese government has declared its commitment to boost the development of ICT industry, particularly in software production, internet infrastructure, IT education and other forms of human capital development. ITO in Vietnam mostly falls in the category of software application.

Vietnam’s entry into IT sector as well as software sector is rather late in comparison with some other countries. It was not until 1998 that this industry started to emerge in Vietnam. However, within 10 years from 1998 to 2008, revenue of Vietnam’s software industry increased by 18.5 times, with compound annual growth rate (CAGR) of nearly 35%. Especially during the period of 2005 – 2008, the growth rate was always around 40-50% (See Figure 2.1). In 2009, despite of many difficulties due to the global financial crisis, Vietnam’s software maintained its growth rate of nearly 30%, reaching USD 880 million [29].
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Figure 2.1 Revenue of Vietnam’s software industry (1998 – 2009) TC "Figure 2.1 Revenue of Vietnam’s software industry (1998 – 2008)" \f A \l "1" 
Source: Nguyen Trong Duong & M. Chung (2009)
According to Figure 2.1, the value of software outsourced in Vietnam is still moderate as compared to the domestic software sector. However, the growth rate of software outsourcing shows a remarkable increase whereas that of domestic software sector tends to slow down over the period. In 2002, value of outsourced software was only about USD 20 million but it reached nearly USD 300 million in 2008, experiencing an increase of approximately USD 280 million after 6 years. Based on the difference between the slopes of export and domestic lines, it can be said that the annual growth rate of the software outsourcing sector is relatively higher than that of domestic software sector through these years. This indicates that the software outsourcing sector in particular and ITO in general is more and more expanded. ITO sector of Vietnam consists of hardware, software and related services in which software is the largest and most important part. Therefore, the development of Vietnam’s software outsourcing is also the development of its ITO.
In recent years, Vietnam’s role in ITO market has been significantly growing. In 2009, for the first time, the country was ranked the 10th in A.T. Kearney Global Services Location Index. The Index analyzed and ranked the top 50 countries worldwide as the best destinations for providing outsourcing activities, including IT services and support, contact centers and back-office support. Vietnam has climbed from 19th place in 2008 to 10th place in 2009. According to A.T. Kearney, “this change reflects an increasingly busy offshoring industry, especially focused on IT”.
Table 2.1 Global Services Location Index TC "Table 2.1 Global Services Location Index" \f B \l "1" 
[image: image3.png]FIGURE: The 2009 A.T. Kearney Global Services Location Index™
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Source: A.T. Kearney (2009)
Hanoi and Ho Chi Minh City also began to figure on the map of global ITO market. In 2008, Ho Chi Minh City was ranked the 4th place and Hanoi the 10th in the Top IT cities in developing countries. These two large cities have outstanding advantages in infrastructure and human resources, and have become two IT clusters of Vietnam, accounting for approximately 90% of Vietnam’s IT companies.
Although IT industry has a remarkable growth rate, it is still not a major sector in Vietnamese economy. Its contribution to the country’s GDP is small. In 2006, IT industry’s revenue accounted for 0.24% of GDP. Two years later, the number has doubled, standing at 0.51% [40]. However, this proportion is still quite low in comparison with India’s IT sector, which contributed to 6% of the country’s 2008 GDP. In the same year, Vietnam’s total IT employment was 200,000 people (See Table 2.2), accounting for just 0,45% of Vietnam’s total labour force. Furthermore, only one sixth of those people serve in software sector, which is the main part of Vietnam’s ITO.
Table 2.2 Information technology industry employment, 2008 TC "Table 2.2 Information technology industry employment, 2008" \f B \l "1" 
	Sector
	Employment

	Hardware
	110,000

	Software
	57,000

	Digital content
	33,000

	Total
	200,000


Source: MIC (2009)
Targeted clients of Vietnam’s ITO are foreign companies (offshore outsourcing). Largest market of the sector is Japan due to similarities in culture, society and the good relationship between two governments. Japan’s total value of offshore outsourced IT activities in 2008 numbered USD 3.9 billion, in which Vietnam accounted for the third largest share, following China and India [35].
2.1.2 IT companies TC "2.1.2 IT companies" \f C \l "3" 
Along with the rapid growth of IT industry, the number of IT companies, especially software companies in Vietnam also increased substantially.
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Figure 2.2 Growth of software companies in Vietnam TC "Figure 2.2 Growth of software companies in Vietnam" \f A \l "1" 
Source: Compiled from HCA and VINASA (2004 – 2009)
According to Figure 2.2, the number of software companies in Vietnam shows a rapid climb up over the period of 1996 – 2008. In 1996, Vietnam had only 95 software companies but after 12 years, the number increased more than 8 times, peaking at 230 companies. The period from 2000 to 2004 witnesses the most dramatic growth with the increase of 370 companies. The upward trend was continued in 2008 with 200 more companies entering the sector.

In terms of scale, Vietnamese IT companies have also developed rapidly in recent years. Top companies such as FPT Software and TMA have been experiencing human resource growth rate of 75 – 100% per year for several years. At the end of 2007, FPT Software had 2300 employees; TMA and FCG had approximately 1000 and 800 engineers respectively. In the whole country, there are currently about 150 software companies specializing in ITO with average scale of 100 – 150 employees. In comparison with just about 30 companies specializing in ITO in 2005, this is a significant development [31, 33, 42].
Although IT companies in Vietnam have experienced noticeable progress in terms of both number and scale, in general, most of them are still small-sized. According to the Ministry of Information and Communications (MIC), in 2008, 38% of Vietnamese software companies have fewer than 20 employees, 39% of them have from 21 to 50 employees and only 1% of them have more than 500 employees. In terms of revenue, only 5% of software companies have the revenue of more than USD 1 million whereas companies with revenue lower than VND 1 billion (equivalent to USD 53,000) accounts for 90% of Vietnamese software companies [30]. These figures reveal the fact that Vietnam’s IT industry as well as ITO still has a lot of things to do to keep abreast with other countries.
The development of Vietnam’s IT companies is not only in quantity. Recently, many companies have been trying to improve their quality to gain international certificates of quality management such as CMM, CMMI and ISO. At present, there are about 20 IT companies in Vietnam that have received CMMI-5, CMMI-4 or CMMI-3 and more than 40 companies that have received ISO 9001 and ISO 27001. However, this is still a small number in comparison with the total of 800 software companies in Vietnam [43].
To improve the competitive capacity of IT companies, investment in such activities as marketing and promotion, R&D and human resource training is important. However, most of Vietnam’s IT companies are of small and medium size and they do not have enough financial resources to invest in those activities. According to the results of a survey of HCA in 2005, it can be said that Vietnamese IT companies do not attach special importance to investment in marketing and promotion, R&D and human resource training. In particular, 33% of 74 companies (the largest proportion) spend less than 5% of their total expenses on R&D and human resource training while only 18% of those companies (the smallest proportion) have the rate of spending on these activities of more than 20%. The case is even worse in the field of marketing and promotion. The figures are 38% and 14% for the spending rates of less than 5% and more than 20% respectively.
2.2 SWOT analysis of Vietnam’s information technology outsourcing TC "2.2 SWOT analysis of Vietnam’s information technology outsourcing" \f C \l "2" 
2.2.1 Strengths TC "2.2.1 Strengths" \f C \l "3" 
2.2.1.1 Low production cost TC "2.2.1.1 Low production cost" \f C \l "4" 
The major benefit of outsourcing to Vietnam is huge cost savings. These savings mostly come from wage rate differential between Vietnam and other countries, especially the western ones. ITO salaries in Vietnam are considered the lowest among emerging ITO destinations of the Asia Pacific region, the most cost-competitive region in the global ITO market. Approximately, ITO salaries in Vietnam are 40% lower than that in China or India (See Figure 2.3).
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Figure 2.3 Average ITO salaries in the APAC in 2005, by level of experience TC "Figure 2.3 Average ITO salaries in the APAC in 2005, by level of experience" \f A \l "1" 
Source: NeoIT (2006)
Low wage is not the only financial benefit of Vietnam’s ITO. In his speech “Software industry development in Vietnam” in 2004, Mr Nguyen Trong Duong (MIC), listed many policies of Vietnamese government that offered incentives to IT sector, most of which are about tax exemption and subsidizing. These encouragement policies, along with low price level in Vietnam, make operation expenditure in Vietnam much lower than that in other ITO destinations such as India, Philippines, Malaysia, Singapore and some western countries.

2.2.1.2 Strong labour pool TC "2.2.1.2 Strong labour pool" \f C \l "4" 
Vietnam has a large population of 85.8 million people, ranking the 13th in the world population. Especially, the 2009 Population and Housing Census conducted by the General Statistics Office revealed that Viet Nam is currently entering a potential demographic golden period in which the number of working-age people is nearly double the number of those of dependent age. This is a "golden opportunity" for national economic growth. In addition, Vietnamese people’s intellectual level is rather good with the literacy rate of 97%, among the world’s highest rates, roughly equal to that of the US, Ireland, Russia and well ahead of India.
Due to the new entry of IT field to Vietnamese higher education system and the great potential of this sector, more and more higher education institutions (HEIs) open new IT-related majors and many excellent Vietnamese students are attracted to these majors in recent years. Over the 2006 – 2008 period, the proportion of HEIs with IT-related majors in the total number of HEIs in Vietnam is very high, maintaining at 60 – 70%. At present, Vietnam’s total IT employment is 200,000 people. This is not a significant number but with the development of IT education, it is fast growing at annual growth rate of around 35%.
2.2.1.3 Stable political environment TC "2.2.1.3 Stable political environment" \f C \l "4" 
Although western countries are still cautious about Communist Party of Vietnam, Vietnamese government, after decades of governance, has proved to be both stable and secure. Whereas all India, China, Philippines, and Indonesia have problems with terrorism, frontier conflicts, autonomist and secessionist, Vietnam’s political environment is always peaceful. This is noteworthy in such an age of heightened security concerns, especially for clients from western countries.
Another aspect of Vietnam’s stable political environment is the stability in the government itself. Vietnam’s single-party system prevents the government from significant changes which happen usually in countries with multi-party system. The stable government allows policies to have long term effects, unlike in multi-party system countries where policies framed by a past government can be reversed by the successive government. In general, stable political environment will make good condition for stable economic environment, which is a very important factor to attract foreign clients.
2.2.1.4 Government support TC "2.2.1.4  Government support" \f C \l "4" 
Having been aware the important role of IT in the modem world, Vietnamese government considers IT as one of the key driving forces for economic development and social advancement. In the last few years, the government has implemented a number of measures in order to facilitate the IT industry and attract the international ITO clients.
To set up a favorable investment environment, the government applies the most preferential levels to IT firms, especially in regards to tax (the precise incentives were presented in the previous section of “Low production cost”). Besides, administrative procedures have also been simplified to make good conditions for IT enterprises to set up and operate. Especially, the government encourages foreign investment and even full foreign ownership of Vietnamese firms involved in the technology sector.
Another effective movement of the government is the significant investment in technology infrastructure, especially the establishment of software parks. So far there have been ten software parks and many new parks are scheduled or underway through 2012. Companies in the software parks are offered relatively good conditions to operate such as broadband internet access, relatively cheap offices and many other necessary services.
The government also pays great attention to human resource development. According to Decision No 698/QD-TTg of June 1, 2009, in the period of 2010 – 2015, VND 900 billion (USD 47.7 million) is planned to invest in IT human resource [36].
2.2.1.5 Fast growing domestic economy TC "2.2.1.5 Fast growing domestic economy" \f C \l "4" 
Vietnam is one of the fastest growing economies in the world. In the last 20 years, the growth rate of Vietnam’s GDP is always at the level of 6 – 8%. Especially, in 2007, the number soars to 8.5%, ranking second place in Asia, just behind China. In 2009, despite the downturn in global economy, the GDP growth still stood at 5.32% [34].
The development of the economy as a whole results in improvement in infrastructure, education system and capital sources, which is a favorable condition for any industry to develop, including IT industry. The government is also able to provide IT industry with more support. Besides, the country’s miracle fast growth is an advantage for ITO industry to attract the attention of foreign clients.
2.2.2 Weaknesses TC "2.2.2 Weaknesses" \f C \l "3" 
2.2.2.1 Workforce limitations TC "2.2.2.1 Workforce limitations" \f C \l "4" 
Vietnam’s IT industry has an advantage of large and young labour pool but the quality of the labour force is a big disadvantage. Vietnam’s IT companies are currently in lack of skilled engineers. Whereas thousands of students of IT majors graduate from HEIs annually but they can not find a job. This paradox is due to the fact that many new graduates do not meet the demand of IT companies. According to Nguyen Huu Le, Chairman of TMA – one of Vietnam’s leading software outsourcing companies, only about 10% of Vietnamese IT graduates are qualified for the outsourcing jobs.
Engineers working in IT firms are also not fully qualified. Most of them lack of working experiences and language skills. In the 2009 A.T. Kearny Global Services Locations Index, Vietnam’s people skills and availability are poorly assessed. The country ranks the 28th in 50 countries, lower than other five ASEAN countries (Singapore, Indonesia, Thailand, Malaysia and Philippines) and far behind India and China (the second and the third, respectively). Vietnam’s weakest criterion is relevant experience with only 0.48 point, roughly one eighth of that of India. Education is also a problem when it is assessed at 0.56 point whereas both India and China get 2.00 point for the same criterion.
These figures raise a concern about the inadequacy of Vietnam’s development strategy of IT human resource. The growth in the number of labor is not accompanied by the improvement in quality.
2.2.2.2 Small scaled industry TC "2.2.2.2 Small scale industry" \f C \l "4" 
In spite of all its fast growth and great potential, IT industry is still a small sector in Vietnamese economy. Its contribution to the country’s GDP is only 0.51% in 2008 [40], far behind India’s IT sector, which contributed to 6% of the country’s GDP in the same year. Software exports alone in China was USD 14.7 billion in 2008, a figure that is over three times larger than Vietnam’s entire IT market (USD 4.5 billion).
Most of Vietnam’s software companies are small-sized enterprises (See Figure 2.4). The first and second largest proportions are companies with fewer than 20 employees (38%) and companies with 21 – 50 employees (32%), respectively. Companies with more than 500 employees account for only 1%, a small proportion.
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Figure 2.4 Proportion of software companies in Vietnam, by number of employees TC "Figure 2.6 Proportion of software companies in Vietnam, by number of employees" \f A \l "1" 
Source: Nguyen Trong Duong, MIC (2009)
Top companies such as FPT, TMA, CMC, etc are only of medium size in comparison with Tata, Wipro, Infosys in India. This situation creates many difficulties for Vietnam’s ITO industry to develop because companies do not have enough available resources to take over large-scale projects.
2.2.2.3 Poor security and intellectual property protection TC "2.2.2.3 Poor security and intellectual property protection" \f C \l "4" 
Networking security and data protection in Vietnam is of poor standard. According to Department of Information Technology, numerous security vulnerabilities are existing in Vietnam. In 2008, there were nearly 60 million computer infections and 461 website hacks, including 251 incidents related to international hackers. Besides, over 40 cases involving hi-tech criminals caused a loss of VND 30 trillion. According to the Bach Khoa Internetwork Security Centre (BKIS), virus strain soared five times higher than in 2007 while dozens of websites were attacked each month [26].
Also, Vietnam’s rate of PC software piracy is among the highest in the world. In the report “2008 Global Software Piracy Study” by BSA and IDC published in May, 2009, piracy rate of Vietnam in 2008 is 85%, ranking 12th in Top 25 countries with high piracy rates. And this is still an improvement. In 2003, the rate is 92% and Vietnam ranks the first. This is the first time Vietnam escapes from Top 10 but it still owns the highest rate in APAC region [41].
Due to the nature of IT industry, security and IP protection is an important part of business environment for ITO and a great concern when foreign outsourcers choosing their partners. Thus, these above issues have had negative effects on Vietnam’s image as an ITO destination.

2.2.3 Opportunities TC "2.2.3 Opportunities" \f C \l "3" 
2.2.3.1 The trend toward cost-savings of ITO TC "2.3.3.1 The trend toward cost-savings of ITO" \f C \l "4" 
Although the downturn of the world economy has negatively affected almost every economic sector, the case is not the same for ITO. Allie Young, Vice President of Gartner (2009) said: “Although things look gloomy for the larger global economy, the outsourcing market represents a dichotomy: on the downside, organizations’ cost-cutting outsourcing strategies may negatively impact market growth, but at the same time, the upside is that outsourcing will be adopted by more organizations to help them work through financial and competitive challenges”. Actually, the current economic slowdown will lead buyers of IT services to consider an increase in the percentage of their labour in offshore, lower-cost locations.
Gartner’s report “European Outsourcing and Services Survey Reveals Client Organization Priorities for 2009” given in December, 2008 shows that 32% of organizations in the survey appear to be in the initial stage of their next outsourcing endeavor, 10% up from the previous year. However, budget for ITO does not tend to increase. 75% of these organizations take cost-savings as their first concern in considering ITO destinations. As for ITO price, Gartner forecasts the price will decrease 5 – 20% in North America and European market. Concrete figures are followed.
These above figures indicate that the trend toward cost-savings in ITO will increase. This is a great opportunity for low-cost countries like Vietnam to attract more clients, win more contracts, gain more reputation and accumulate more experience.

2.2.3.2 Entry of MNCs to Vietnam’s IT market TC "2.2.3.2 Entry of MNCs to Vietnam’s IT market" \f C \l "4" 
With a growing trend towards an expanding market, multinational IT companies will seek investing destinations that meet their demands and strategies. Among Asian countries, China and India have registered strong IT development. However, most of MNCs share the same formula of investment, i.e. China and India plus one (another destination for investment) to minimize business risks. Among other Asian countries, Vietnam has emerged as an attractive new destination. At present, many MNCs in IT sector are investing in Vietnam such as Intel, IBM, Motorola, Canon, LG, and Samsung in which Intel was one of the first to enter Vietnamese market.
The presentation of such MNCs will be a strong driver of the development Vietnam’s IT industry in general and ITO in particular. Vietnamese companies, especially direct partners of those MNCs, can learn their advanced skills of manufacture, management and promotion. Vietnamese IT engineers in their factories can gain valuable experiences through being trained by proficient experts and working in professional environment. Besides, revenue from ITO activities of those MNCs will also contribute to Vietnam’s ITO output.
2.2.3.3 Potential of Japanese market TC "2.2.3.3 Potential of Japanese market" \f C \l "4" 
Japan is currently the largest market for Vietnam’s ITO industry and there are still much potential in this market. In 2008, revenue of Japanese software industry hit USD 170 billion. Having IT activities outsourced is a great trend among Japanese companies in recent years with the annual growth rate of 30%. Japan’s total value of offshore outsourced IT activities in 2008 numbered USD 3.9 billion.
Although Vietnam’s share in this market is still moderate, but it is the third largest share behind China and India. Annual growth rate of ITO activities between Vietnam and Japan maintain at more than 100% in recent years. In ITO relation with Japan, Vietnam has a great potential of processing embedded software products, which accounts for 56% value of outsourced IT activities of Japan. Similarities in culture, society and the good relationship between two governments are other reason for Japanese companies to choose Vietnam as their ITO destination. In fact, according to a recent survey of Japan Information Technology Service Industry Association (JISA), Vietnamese companies are favourite vendors of Japanese companies [35].

2.2.4 Threats TC "2.2.4 Threats" \f C \l "3" 
2.2.4.1 Strongly competitive environment TC "2.2.4.1 Strongly competitive environment" \f C \l "4" 
The biggest challenge from outside to Vietnam’s ITO industry is the strong competitiveness from other countries, especially those from APAC region. Although in 2009, Vietnam entered Top 10 of Global Services Location Index by A.T. Kearney, the country still lags behind many other ASEAN such as Malaysia (3rd), Thailand (4th), Indonesia (5th) and Philippines (7th), and far behind India and China, countries that dominate the two first places in the index.
China has many advantages of huge labour force with more skills and experiences than Vietnam, superior infrastructure and big companies with large financial resources. Their production cost is also among the lowest in the world. At another level, India is the leader in ITO sector, a competitor that Vietnam cannot directly compete in near future. They have talented experienced vast labour pool which provides high quality services, big IT companies with prestigious brand names and close collaboration. They also have a government with good vision and strategy to support the industry effectively. 
Other competitors in Southeast Asian region such as Philippines (low production costs), Malaysia (fairly high quality services, good infrastructure) and Singapore (good quality, favorable business environment) are also challenges that Vietnam has to face. The most considerable threat may come from Philippines, the country of equal size, similar level and same targeted market segment as Vietnam. 
2.2.4.2 The downturn of global economy TC "2.2.4.2 The downturn of global economy" \f C \l "4" 
The global economic slowdown can be an opportunity to Vietnam’s ITO industry when it encourages the trend towards low-cost destinations. However, it is still a threat to global IT/ITO industry as a whole; apparently, it is also a threat to ITO in Vietnam.
The financial crisis has resulted in a decline by 1.1% in global 2009 GDP with recession in all economic sectors of the world. IT industry was not shocked by the recession like other sector such as tourism, aviation and car manufacturing. However, the industry was also negatively affected. From the growth rate of 6.1% in 2008, worldwide spending on IT decreased by 4.5% in 2009.
Consequently, Vietnam’s IT/ITO industry could not evade the overall impact. Meanwhile in the period of 2005 – 2008, the growth rate of Vietnam’s software sector was always of 40-50%, in 2009, the figure fell to nearly 30%. ITO sector also met many difficulties as foreign clients cut their IT budgets, cancelled deals, delayed payments and deals, went bankrupt and renegotiated pricing.

The year 2010 has witnessed some improvement in global economy but the constraints still exist. Many economists believe that at the end of this year, when the stimulus packages of the US and other countries in G20 end, the world economy will fall back to recession. Thus, this is still an open threat for global IT industry as well as Vietnam’s ITO sector.
2.3 SWOT matrix TC "2.3 SWOT matrix" \f C \l "2" 
In the previous section, SWOT analysis has been used to identify strengths, weaknesses, opportunities and threats of ITO in Vietnam. However, the most important meaning of SWOT model is to formulate appropriate strategies for the country, basing on that analysis. In this section, SWOT model will be completed with the building of SWOT matrix. In the matrix, internal factors (strengths and weaknesses) and external factors (opportunities and threats) are presented in two axes. Accordingly, four different strategies are formulated. Each strategy is the combination of an internal factor and an external factor. Those strategies are named after the combination: S-O strategy, W-O strategy, S-T strategy and W-T strategy. 
S-O strategy: This strategy is to utilize and pursue the opportunities which are the most suitable to the strengths and business orientation in the market.
W-O strategy: This strategy is to repair the weaknesses to take advantage of and pursue external opportunities

S-T strategy: This strategy is to utilize the advantages and strengths to reduce external threats and challenges

W-T strategy: This strategy is to build up a defending plan of preventing and repairing the weakness so as to avoid external challenges. 

Table 2.5 SWOT matrix for Vietnam’s ITO
	
	Opportunity

· The trend to cost-savings of ITO

· Entry of MNCs to Vietnam’s IT market

· Potential of Japanese market
	Threat

· Strongly competitive environment

· The downturn of global economy

	Strength

· Low production cost

· Strong labour pool

· Stable political environment

· Government support

· Fast growing domestic economy
	SO strategy
· SO1: Maintain the low costs to attract more foreign clients
· SO2: Create good conditions to attract more IT MNCs to invest in Vietnam
	ST strategy

· ST1: Focus on low-end products and services, take advantage of low costs to compete with other countries

	Weakness

· Workforce limitation

· Inappropriate knowledge
· Lack of experience

· Lack of language skills, especially Japanese
· Small scaled industry

· Bad security and IP protection
	WO strategy
· WO1: Increase the size of IT industry and IT companies to take over large-scale projects
· WO2: Focus on Japanese market
	WT strategy
· WT1: Improve service maturity to compete with other countries

· WT2: Enhance trustworthiness of Vietnam’s ITO industry through international certificates and promotion activities


SWOT model helps to formulate strategies which take advantages of strength and opportunity, overcome weakness and threat. Follows are some strategies that can be applied for Vietnam’s ITO sector.
· SO1: Maintain the low costs by assuring the sufficient IT labour force and maintain favourable policies for IT industry.
· SO2: Create good conditions of business and legal systems to attract more IT MNCs to invest in Vietnam.
· ST1: Focus on low-end products and services, take advantage of low costs to compete with other countries.
· WO1: Increase the size of IT industry and IT companies to take over large-scale projects through direct invest of the government and cluster forming.
· WO2: Focus on Japanese market, taking advantage of good relation between to countries and widely teaching Japanese in HEIs of IT.
· WT1: Improve service maturity to compete with other countries by developing human resources and applying international standards in quality management.
· WT2: Enhance trustworthiness of Vietnam’s ITO industry through international certificates and promotion activities.
CHAPTER 3

STRATEGY SELECTION AND SOME IMPLICATIONS FOR THE DEVELOPMENT OF VIETNAM’S INFORMATION TECHNOLOGY OUTSOURCING TC "CHAPTER 3: STRATEGY SELECTION AND SOME IMPLICATIONS FOR THE DEVELOPMENT OF VIETNAM’S INFORMATION TECHNOLOGY OUTSOURCING" \f C \l "1" 
3.1 Selection of appropriate development strategies for Vietnam’s ITO industry TC "3.1 Selection of appropriate development strategies for Vietnam’s ITO industry" \f C \l "2" 
In previous chapter, seven strategies for Vietnam’s ITO industry have been formulated. However, due to limited resources, Vietnam can not apply all those strategies at the same time. In order to select the most appropriate strategies from those seven ones above, we consulted twenty Vietnamese experts in IT sector. They evaluated seven strategies according to GREAT model, i.e. they marked each strategy according to five criteria: gains, risks, expenses, attainability and time. Followed is the average result for all strategies:

	Strategy
	Gain
	Risk
	Expense
	Attainability
	Time
	Total

	SO1
	3.5
	4.2
	4.2
	4.5
	4.5
	20.9

	SO2
	3.2
	3.5
	4.6
	4.2
	3.0
	19.5

	ST1
	2.0
	4.5
	4.7
	4.8
	4.8
	20.8

	WO1
	4.0
	3.8
	3.5
	3.8
	3.2
	18.3

	WO2
	3.0
	4.0
	3.5
	3.5
	4.1
	18.1

	WT1
	4.5
	4.2
	2.7
	3.6
	3.6
	18.6

	WT2
	4.5
	4.5
	3.1
	3.6
	3.7
	19.4


According to the result above, the selected strategies are SO1, SO2, ST1, WT1 and WT2. Two strategies WO1 and WO2 are not selected due to the low marks.
As mentioned in chapter 1, John Gallaugher and Greg Stoller provided a model in which ITO of a Tier Four country would evolve through three phases, in which ITO companies move from subcontractors providing low-end products and services to independent producers providing high-end products and services. According to the real situation of Vietnam’s ITO industry explored in chapter 2, it can be said that Vietnam is currently in the first phase of the evolution model of ITO. Being at the early stage of the evolution, Vietnam needs long-term vision and appropriate strategies to develop the industry. In short term, the industry should take advantage of the low production costs to compete with other countries, starting with low-end products and services to accumulate experiences as well as reputation. This is the key content of the strategies SO1 and ST1. So, in near future these strategies are suitable. Besides, SO2 (create good conditions to attract more IT MNCs to invest in Vietnam) can also be applied. However, in long term, the country has to enhance the service maturity and aims at high-end products and services to move up in the value chain, gaining more value added. That will be appropriate time for WT1 and WT2, strategies that focus improving service quality and enhancing trustworthiness. 
3.2 Some implications for Vietnam’s ITO industry TC "3.2 Some implications for Vietnam’s ITO industry" \f C \l "2" 
Success in the international software market as a power outsourcing destination requires efforts and collaborations of the government and IT companies as well as individuals. The lesson from India and China shows that the vision of government takes a critical role in the development of soft ware sector. For boosting the software sector of Vietnam to become an outsourcing hubs, Vietnamese government needs to take an active role in setting up a long-term strategy and have effective interference in the sector. Furthermore, the conduct of selected strategies for the development of ITO above also requires some relevant solutions offered by both the government and IT companies. Accordingly, following are some implication for both the government and IT companies.
3.2.1 Develop IT human resources TC "3.2.1 Develop IT human resources" \f C \l "3" 
The government should have policies of developing IT human resources in terms of both quality and quantity. This will contribute to both WT1 (improve service maturity to compete with other countries) and SO1 (maintain the low costs) because high quality of human resource is an important factor of service maturity and large quantity of labour force will keep the sufficiency of labour, reducing the threat of wage-rise and maintaining the low costs.
First, the government should expand training scale and raise enrolment quotas of IT major for university, colleges, professional secondary schools, institutions and training centers. Both domestic and foreign organizations/individuals are encouraged to invest in building information technology training establishments in order to attract more students into this sector, assuring sufficient labour force for the industry. Besides, good education program which provides helpful knowledge and practical skills is also an important factor to encourage students to choose IT major.
Second, the subject of techniques and computer should be applied from the primary education because information technology is the sector with highest change and update. In Vietnam, IT subject usually starts to be taught at high schools, therefore it may be too late for the students to begin learning such an easily changeable and huge source of information technology knowledge. 
Third, language skills should be paid more attention. The language training programs should be parallel with the expansion of engineering knowledge. Some high standard technological universities can apply the training model 1 + 4, in which the first year of the student will focus on language teaching and the rest of studying time are centered on specialized knowledge. 
Fourth, the government and enterprises probably encourage the association with foreign software institutions to establish international high standard programming centers. Such associations as Aptech, NIIT or RMIT are doing these patterns very well. Building the linkages between software companies and educational institution is of great importance. The software companies should support technical institutions with some kinds of exchange programs, directly participating in the training procedure. By this way, the students will have opportunities to approach the practical knowledge and experiences, improving their ability and reducing the on-going training time of software businesses.
3.2.2 Enhance Vietnam’s trustworthiness on global market TC "3.2.2 Enhance Vietnam’s trustworthiness on global market" \f C \l "3" 
Enhancing trustworthiness is very necessary to get closer to new outsourcing clients, especially those with high demand. This is the content of the strategy WT2. Besides enlarging the industry’s scale as mentioned in previous section, trustworthiness in IT industry can also be built up by getting international standard certifications and promoting the image of the country. India is very successful in its strategy to build up the trust from international counterparts. Such lessons are also recommended to Vietnam.

First, the Government should encourage and support Vietnamese IT companies to apply international quality standards such as CMM, CMMI and ISO. These international certifications are evidences showing that the companies can meet the needs of international clients and have to follow these management procedures. Foreign clients, with the view of reducing risks and failures, tend to outsource their works for a certificated software outsourcing vendors. Collaboration with international IT corporations (IBM, Microsoft, Harvey Nash...) to open professional training courses of international quality management process is also essential.

Second, Vietnam brand need to be promoted in international software map. Currently, the image of Vietnam ITO sector is very dim. In future development, the country needs to improve its brand through effective marketing strategies. Establishing a trade promotion organization on IT products to promote IT companies’ image around the world is essential. In addition, the government needs to encourage and help Vietnamese enterprises to participate in international software exhibition and affair to have chance to introduce their advantages and competencies to international counterparts. The governmental bodies located overseas such as Vietnamese embassies and consulates should make themselves the bridge between Vietnamese IT companies and outsourcing clients, promoting the linkages between them. 
3.2.3 Improve legal system TC "3.2.3 Improve legal system" \f C \l "3" 
The government needs to improve the legal system in two directions, strengthening measures to protect IP and increasing the transparency of legal system to attract more multinational IT corporations to invest in Vietnam. These directions contribute to the strategies WT1 (improve service maturity to compete with other countries) and SO2 (create good conditions to attract more IT MNCs to invest in Vietnam).

First, the government should focus on the completion of legislative system regarding of intellectual property in IT sector, including the registration of intellectual property protection, the regulation of violation action and punishment sanctions. It is also necessary to raise the awareness of consumers and severely punish the violating actions.
Second, the government needs to reform the law system. Currently, there is a plethora of laws and regulations from different ministries and government offices which often do not fit together. In addition, administrative procedures need to be simplified in order to create favourable conditions for MNCs to invest and operate in Vietnam. High corruption rate is also a problem that the government needs to solve.
CONCLUSION TC "CONCLUSION" \f C \l "1" 
Outsourcing is an old phenomenon and has become an inevitable tendency in this era of globalization. Any country wishing to integrate into the global economy can not keep itself away from this important playground. There are several types of outsourcing in which ITO is the youngest and most dynamic sector. Many countries, especially developing countries, have taken the chance of this new and promising industry to get into the global value chain and get expertise for the further growth. Among those countries, India and China are of the most remarkable. They are two countries of different levels, at different phases of the evolution of ITO but they are both successful ITO destinations among biggest ITO providers of the world. Lessons from their success are worthy references for other countries, especially developing countries in Asia Pacific region including Vietnam, to build their own development strategies.
In the wave of ITO, Vietnam has become an emerging destination with the noticeable advantage of cost-competitiveness. Besides, the country also has a young large population, fast growing economy and stable political environment which are attracting more and more investment from MNCs in IT sector. However, there are some drawbacks that discourage the development of IT/ITO industry including lack of skilled and experiences IT engineers with language proficiency, small-sized industry and bad security and IP protection. Strong competitiveness from other countries such as India, China, Malaysia, and Philippines and threat from the global economic slowdown are also big challenges that the country has to face.
Being at the early stage of the evolution of ITO, Vietnam needs long-term vision and appropriate strategies to develop the industry. In short term, Vietnam’s ITO industry should take advantage of the low production costs to compete with other countries, starting with low-end products and services to accumulate experiences as well as reputation. But in long term, the country has to improve the service quality, producing high-end products and services to move up in the value chain. With strategies in that direction, Vietnam should develop IT human resource in terms of both quality and quantity, enhance the legal system and build the reputation of the industry through certificates and promotion activities. 
In conclusion, ITO is a potential sector for Vietnam. With appropriate strategies and action plans, the country can turn into one of the most attractive ITO hubs of the world and achieve the goal of becoming “the second India”.
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